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The airn of this article is to analyze 
cornprehensive planning frorn the point of view of 
the Austrian theory. The Austrian theory belongs 
to the econornic trend of liberal thought. Friedrich 
A. Hayek has been the rnost irnportant
representative of the trend when econornic
planning is concerned. Planning is analyzed as a
comprehensive form of the direction and control
of an econorny. The Austrian criticism of planning
is divided into three different parts. Firstly the
background of the Austrian theory is clarified. ln 
this connection the view of knowledge, principles
of organization and mechanisrns of co-ordination
of econornic activity in the society are analyzed in
the market econorny and in the planned econorny.
Based on this background the problems of a
planned econorny frorn the Austrian point of view
are defined as a knowledge problern and as a
totalitarian problern. The forrner is based on the
position of market institutions and the latter on 
the threat to the individual liberty by planning rna­
chinery. The suitability of the ideas represented
by the Austrian theory seerns to be good when
the latest developrnent in the Socialist countries
is evaluated. The theory is usable also when the
more noncornprehensive western planning
systerns are analyzed but in this connection sorne
problerns arlse, too. The basic ideas of the theory
raise also sorne core rnethodological and
theoretical problerns of social sciences
concerning the developrnent of society, the
nature of social action and the rneaning of
dernocracy.
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INTRODUCTION 

ln Finland as well as in other western coun­
tries negatlve attitudes to public planning have 
strengthened during the last few years. At least 

on the rhetorical level planning must have giv­
en place to discussions concerning efficiency, 
leadership etc. The author of this article be­
longs to the Finnish student generation who 
were told during the lectures in public adminis­
tration that planning was going to be one of the 
key words in the future. Although the word plan­
ning was not used in the same sense as in the 
socialist world at the time, the similarities and 
connections of the aims were not denied, ei­

ther. Naturally, a distinction must be made be­
tween planning in the meaning of 
POSDCORB1 on the one hand and aims to de­
velop some kind of comprehensive economic 
planning system on the other. Nevertheless to 
mix the two with or without purpose should be 
avoided. The focus of this article is on the short­
comings of the ldeas behind comprehensive 
planning. (About the latest planning discus­
sions in Finland see Tiihonen & Tiihonen 1990 
and Pihlajaniemi 1990.) 

Because of the latest developments in the 
socialist economies it is also interesting to look 
at central economic planning again. Central 
economic planning has always been consid­
ered an inseparable part of the socialist eco­
nomic system. Apart from this or perhaps be­
cause of it the idea of comprehensive economic 
planning was also adopted into the western 
liberal market economies during and after the 
World War 11. At the level of ideas there is a 

clear contradiction between the two i.e. the 
liberal tradition and the socialist one. 

Efforts to put a more or less comprehensive 
planning system into action in capitalist mar­
ket economies has been explalned in various 
ways. Flrstly the socialist idea of planning has 
its roots in the German economic policy dur­
ing World War 1. The measures taken made an 
impression on Lenin and continued to have 
their lnfluence upon socialist thinking during 
its later decades too. (Lenin 1977, 519-520, see 
also Ellman 1982, VI, Harding 1983, 73-75 and 
Lavoie 1985, 227-229) Secondly, the stream of 
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these ideas to the west is explained by the eco­
nomic arrangements needed to solve the war 
time problems during and after the world wars. 
Thlrdly the development of the soclalist system 
itself had an lnfluence on the matter. The adop­
tion of the comprehensive planning ideas was 
based on some kind of mixture of admiration 
on the one hand and soma klnd of fear on the 
other. These effects were accelerated by the 
five year plans which were started in the Soviet 
Union in 1921. (Schulin 1988, 318, Lavoie 1985, 
220-231, Vartola 1985, 1-2, Weber 1978, 112
and Hayek 1975a, 29-32)

ln this article I try to clarify the basis of the 
contradiction between liberallsm and compre­
hensive economic planning. Liberalism has in 
itself different trends and it is impossible to 
cover all of them in one article. Furthermore, 
all liberal thinkers have not concerned them­
selves with questions related to the planning 
problem. Liberalism ls usually divided into eco­
nomic and political trends. (About the develop­
ment of liberal ideas see e.g. Gray 1986, Tolo­
nen 1986, Arblaster 1984, Liedman 1983 and, Sa­
bine and Thorson 1981) The main ideas of eco­
nomic liberalism are as follows: a private mar­
ket economy based on competitive mechan­
isms and individualism based on economic 
freedom. The central figures behind the eco­
nomic tradition are Adam Smith and Herbert 
Spencer. The other main tradition, political 
liberalism, originates from the thoughts of John 
Stuart Mill. (Schumpeter 1967, 394, Liedman 
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1983, 170 and Arblaster 1984, 85) 
cept there is a considerable number of defini­
tions. For this reason it is comfortable to start 
the next part of the article by giving a brief defi­
nition of the way the word planning is used in 
this article. Then I review the basic ideas of 
Austrian theory on which the liberal criticism 
of planning has been based. ln the main part 
of the article I concentrate on the analysis of 
the problems of planning as seen from the liber­
alist point of view. The main contents of the ar­
ticle are presented in Figure 1. below. 

On the next pages I concentrate on one line 
of thought in economic liberalism often 
labelled as liberal market philosophy. ln the 
liberal market philosophy one trend is called 
the Austrian theory. Through the choice of the 
Austrian theory I hope to be able to clarify the 
incompatibility of economic planning and liber­
alism. ln the Austrian theory the questions con­
cerning economic planning have played quite 
a remarkable role. The most famous represen­
tative of this line of thought is Friedrich A. 
Hayek, an Austrian economist and Nobel prize 
winner. Hayek has paid special attention to the 
contradiction on the level of ideas between 
comprehensive planning and western liberal 
tradition. ln some aspects the Austrian theory 
is an extreme trend in the liberal tradition. ln 
my opinion this is also a good reason for choos­
ing it when trying to clarify the basic ideas of 
economic liberalism. 

Planning is a complex term and for the con-
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Figure 1. Problems of planned economy in the Austrian theory. 
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PLANNING IN SOCIAL CONTEXT 

From the philosophical point of view it is per­
haps safer to speak about the term planning 
first and only after that use the word concept. 
(From the difference of these two see e.g. 
Niiniluoto 1980, 120.) This is because the con­
nections in which planning has been used vary 
so widely. Accordingly, theoretical approaches 
concerning planning are divided into planning 
theories proper and theories used in evaluation 
of the subject area of planning. ln the former 
field one concentrates on questions dealing 
with planning as a process while the latter 
studies deal with the special problems of the 
subject area. (Vartola 1985, 4) 

The need for planning has been explained in 
connection to social decision making process­
es. lt has been said that planning has developed 
as a consequence of the progress of social di­
vision of labour. Consequently, the division of 
labour is connected to the specialization of so­
ciety and so decision makers are more and 
more connected with each other, which brings 
the need for planning as a part of the decision 
making process. Another suggested reason for 
the development of planning is the centraliza­
tion of decision making in the west, which has 
also created prerequisites for planning. (Ståhl­
berg 1978, 31-33) 

lf one tries to use the term planning in a more 
common sense - as a concept - one should 
be able to give some general characteristics to 
it. Furthermore, these characteristics should be 
applicable at all different levels and connec­
tions where the term is used. When based on 
the previous definitions of the term it is possi­
ble to name a few factors common to all these 
definitions. First of all, planning is a social ac­
tion which is connected to the social decision 
making process. Secondly, this action is orient­
ed to some point of time in the future. The third 
factor needed when defining planning as a con­
cept is some kind of a unit (usually an organi­
zation composed of individuals) to be respon­
sible for planning as an action. (Wilson 1980, 
12 and Ståhlberg 1978, 17-20) 

Apart from the definition given above one 
should keep in mind that planning is used at 
many different levels. First of all, it is possible 
to speak about individual plans as an estima­
tion of an individual himself concerning his own 
circumstances of action. lndividuals try to es­
timate not only those factors on which they can 
have an influence themselves but also the ones 
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that must be taken as given facts. An individu­
al pian is a logical structure in which the 
thoughts of an individual himself co-ordinate 
the means and ends of action. (Lachmann 1977, 
101-102) Secondly, lt ls possible to talk about
organizational planning, which refers to the way
an organization works on the one hand, and
how it and especially its structure ls improved
on the other. The former can be expressed more
accurately to mean all those planning process­
es that take place in a certain public or private
organizatlon as a part of its decision making
whereas the latter means the design of the
structure of a certain public or private organi­
zation to improve its operation. (Eloranta 1977,
15) Connected to the former meaning of or•
ganizational planning the term is also used in
a wider meaning to indicate the way public ad­
ministration functions in several western coun­
tries. This meaning refers to the operation of
public (government) organizations and con­
cerns those activities that belong to the func­
tions of the state. This kind of action has ob­
jects the nature of which is comprehensive so•
cial development policy and, furthermore, the
planning actions are integrated together with
the state budgeting system. (Pihlajaniemi 1990,
24-28)

ln a way in its widest meaning planning is
used to refer to the ideological means of direc­
tion and control of society and especially its 
economy. ln this form planning ls often con­
nected to the socialist ideology. According to 
Vera Lutz (1969, 17) central economic planning 
has been used to refer to 1) a system of integral 
planning from the center (the direction of all 
economlc operations centrally by a 'National 
Pian'); 2) a system of partial planning from the 
center (government intervenes to modify speci­
fic aspects of the patterns of the economy) and 
3) the government's programme for the public
sector of the economy (compare to Pihlajanie­
mi's definition above). ln addition to the three
meanings above, a planned economy has also
been used to refer to the plans developed by
the various economic agents (compare above
the meaning of planning at the individual level).

On the next pages I use the term comprehen­
sive planning to denote the planning system 
which aims to control the whole economic 
process from one administrative unit. Noncom­
prehensive planning on the other hand means 
a system where efforts have been taken to 
maintain market as an institution as an integral 
part of the planning system. The terms compre-
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henslve and noncomprehensive are originally 
used by Lavoie. (Lavoie 1985, 3) 1 have chosen 
to follow hls terminology because it gives a 
good idea of the differences between the cen­
tralized planning (of the socialist type) and the 
western types of planning such as the French 
indlcative planning or the plannlng related to 
comprehensive social development policy in 
the Nordic countries. Compared to the above 
definition by Vera Lutz these terms cover all 
those three definitions used by her to refer to 
the term central economic planning. Apart from 
the comprehensiveness of the planning system 

the representatives of the Austrian theory seem 
to think that the same principles apply in both 
types of planning. According to them the de­
velopment of the noncomprehensive forms of 
planning leads inevitably towards the compre­
hensive form. ln the next part of this article 1 
try to clarify the content of the Austrian criti­
cism of that development. 

THE BACKGROUND OF THE AUSTRIAN 

CRITICISM OF PLANNING 

According to Hayek the beginning of the per­
iod, during which the belief on centralized plan­
ning grew, is possible to connect both to the 
idea of planning and to that of socialism. lt is 
possible to regard comprehensive planning 
mainly as a method to achieve socialist objects. 
Hayek defined comprehensive planning as the 
detailed direction of all productive activities by 
one centralized authority. ln "The Road to Serf­
dom" Hayek in a way created a program the aim 
of which was to oppose all kind of planning. He 
said that economic theory led to the emphasis 
of decentralization instead of centralized plan­
ning, and, moreover paid attention to price 
mechanism and private property as the central 
institutions of the economy. Also, the discus­
sion concerning the proper extent of the state 
and the limits of its functions was important ac­
cording to Hayek. (Kukathas 1989, 9 and 186, 
Hayek 1975a, 14-15 and 19, and Hayek 1972, 
108) 

When defining planning Hayek's (1972, 32-
34) starting polnt is that planning is a means
or a method, by which socialist, or to put it more
widely, collective economic ends are attained.
One essential part of the socialist economic
system ls that the planning machinery is sub­
stituted for the entrepreneur aiming at making
a profit. According to the liberal view there is

3 
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a contradiction between the ideal objects of so­
cialism based on the freedom of the individu­
al, and, the planning, which is the means by 
which these objects should be realized. On the 
other hand lt ls also possible to realize other 
kinds of ends, connected to different kinds of 
collective ideals. Because of this all forms of 
planned economy are included in Hayek's defi­
nition of the concept of collectivism, indepen­
dent of the ultimate aim of planning. ln other 
words the critique of planning is at the same 
time critique of the means used in the realiza­
tion of collective ideals. 

According to Hayek (1972, 136) from the in­
teraction between moral views and institutions 
it follows that those ideals which are conse­
quences of collectivism can differ considera­
bly from the ones on which the claims of col­
lectivism were based. The positive starting 
point for planning is to handle common prob­
lems as rationally as possible. ln this formula­
tion planning is not at all contradictory with the 
liberal ideals. The contradiction emerges from 
the means to realize this kind of end. Accord­
ing to the principles of comprehensive planning 
the realization of the object demands the direc­
tion and organization of all economic activities 
according to one pian. Contrary to this the con­
tent of liberal planning can be defined accord­
ing to Hayek (1972, 35) as the formulation of the 
most rational2 permanent frame of planning in 
a way that according to the limits set by this 
frame different people can do different acts by 
following their individual plans. 

According to Hayek (1972, 36-39) a pre­
requisite for the liberal frame of planning is a 
carefully formulated legal system. The liberal 
ideal of planning is based on competition. Com­
petition for its part requires, besides the legal 
system, the sufficient organization of certain 
institutions such as money, the market and the 
channels of information. This is not realizable 
if based only on private action. The control of 
the methods of productlon to save social costs 
is acceptable according to these principles as 
well as the kind of social services which don't 
affect the operation of the competitive mecha­
nism. From Hayek's point of view the lnterven­
tion by the state is also allowed, according to 
the principles of Adam Smith, when it is not 
possible to take care of some action beneficial 
for the society through competition. Hayek 
pays a lot of attention to legislation as the 
means for the state to intervene in the situa­
tions described above. 
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The Rule of Law forms the basis of Hayek's 
views. The Rule of Law is a multiform concept. 
From the point of view of planning the main 
content of the idea is, that the state is not al­
lowed to intervene in the action of individuals 
on an ad hoe basis. The principle of the Rule 
of Law llmits the arena of legislation. The ba­
sic quality of the Rule of Law is that the rules 
legislated by it are suitable in common situa­
tions without limiting the freedom of individu­
al action in relation to time and place. The neu­
trality of this kind of common rules requires 
that the conditions ln which the rules are ap­
plied are not known beforehand. On the other 
hand, the collective economic planning re­
quires that the state intervenes on ad hoe ba­
sis in the action of individuals. ln purely judi­
cial meaning it is also possible to legislate the 
laws required by collective planning within the 
limits of legal norms. lt is essential that the ad 
hoe rules required by planning are against the 
principles of the Rule of Law. 

AII the ideas of comprehensive planning 
usually emphasize the fact that the running of 
the economy is not controlled perfectly 
enough, but that it is possible to realize the con­
t rol required in the economy in the planning 
process. Behind the requirements of control is 
the traditiona! economic problem of allocating 
scarce resources. As a solution to the problem 
t hree alternatives of organization are otten 
presented i.e. tradition, market, and planning. 
The alternatives can also be seen as principles 
of economic co-ordination. Co-ordination in this 
connectlon should be understood as a certain 
social intelligence, through which the in­
dispensable information needed in the func­
tioning of the economy is communicated. An 
ideal social system is seen to represent a 
reasonable combination of different co­
ordination principles. (Lavoie 1985, 26-29 and 
52, Halm 1975, 148; c f also Flynn 1973, 28-29 
and Grinder 1977, 21-22) 

As principles of social organization tradition, 
market and planning are not to be combined ac­
cording to Don Lavoie (1985, 29-54). Each of 
them creates its own social order based on the 
selection of production methods. When func­
tioning according to the tradition, rules and ta­
boos are created and they support the preser­
vation ot those production methods which have 
been discovered to be suitable. On the other 
hand, the selection procedure of alternative pro­
duction methods is characteristic of the mar­
ket and the procedure is based on competition 
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tor a profit. The competition is regulated by a 
price mechanism, which communicates the in­
dividual knowledge required in the running of 
the economy. The economy should be regard­
ed as a self-organizing structure which is 
changing all the time. The co-ordination taking 
place at the market is never complete and will 
never be. 

As a principle of organization and mecha­
nism of co-ordination the market should be un­
derstood as an endless process where efforts 
are made to reach a balance between prices and 
costs; a balance which is never reached, how­
ever. The difference between prices and costs 
is the basis for the the possibilities of profit for 
entrepreneurs. A market economy is an open 
system, the fundamental nature of which is the 
continuous adaptation to the changing circum­
stances. (Lachmann 1977, 328-329) 

Ludvig von Mises (1975, 122) analyzes the 
responsibility tor the results of economic ac­
tivity connected to the private ownership of the 
means of production and according to him that 
is where the basic difference between liberal 
and socialist economies can be found. lt has 
also been said (Halm 1975, 177 and 187-189) 
that because the pricing process does not ex­
ist in the socialist economic system there are 
no connections between this kind of planned 
economy on the one hand and the individualis­
tic organization of the economy on the other. 
lt can be said that planning means that the cen­
tralized authority dictates the price structure 
through the planning of the economy and con­
sumers' choices have no influence at all on the 
relative prices. Accordingly, the freedom of 
choice of the consumers and the freedom of 
every employee to choose one's occupation are 
not seen to square with the centralized plan­
ning of the economy. 

On the other hand, according to some opin­
ions terms of trade and the price mechanism 
based on competition could exist in a planned 
economy. lnstead of private entrepreneurs 
seeking for profits, the competition could take 
place between the different branches of pub­
lie administration. From the point of view of 
economic liberalism it is possible to argue 
against this by saying that a monopoly like so­
cial ownership of the means of production 
leads to the impossibility of competition in the 
planned economy, because the evaluatlon of 
the results of the competition without a devel­
oped price mechanism is impossible. Moreover, 
competition would be possible artificially on 
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the demand side of the planned economy but 
not on the supply side of it. Therefore compe­
tition would take place between consumers and 
between those who need means of production 
whereas the supplier of both consumer goods 
and the means of production would be a cen­
tralized authority in a monopolistic position. 
(Halm 1975, 189-200) 

From the social point of view, a negative fea­
ture of the market mechanism is said to be its 
destructive effect on tradltions. Above all, the 
market mechanism formulates traditions little 
by little through an incremental process. Ac­
cordingly, a justification for government is 
sometimes said to be the fact that it slows 
down the destruction of the cultural traditions 
caused by the market. Compared to the func­
tioning based on tradition the most remarkable 
change from the social relations' point of view 
is the co-ordination between individual human 
beings required by the market mechanisms. On 
the other hand, neither communal goals nor 
communal will seem to belong to the market 
mechanism. Therefore social requirements 
have usually been directed to the government. 
(Lavoie 1985, 36-41) 

The idea behind the planning process is that 
social production is based on democratic 
choice and voluntary participation. As it is not 
possible to combine the different principles of 
economic organization Lavoie (1985, 29-42) is 
of the opinion that the government has never 
really constituted a genuine agent of rational 
planning. He also points out that Marx had the 
same opinion. This is based on the fact that the 
role of the government has always been con­
nected and somehow submitted to either the 
tradition or the market. lf the functioning of the 
government was independent of the market, the 
market should be entirely substituted for the 
social pian. 

According to Hayek the aim of planning !s a 
more rational mechanism for the arrangement 
of production than the price mechanism of the 
market is. lf the competition between economic 
units and the market is maintained, it is ques­
tionable whether lt is possible to speak about 
planning at all or whether it actually is a ques­
tion of the formulation of a legal frame for 
capitalism. ln practice efforts can be made to 
realize this arrangement under centralized plan­
ning as competition either between different in­
dustries or between individual companies. Only 
through the latter alternative ls lt possible to 
avoid the statements presented against central 
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planning. Hayek thinks that the competition be­
tween different industries operating as monop­
olies under centralized planning does not lead 
to the most rational running of the economy. 
He also considers real competition impossible 
even when efforts are made to maintain the 
competitive mechanism between companies 
under centralized planning. Rather, that is a 
question of ostensible competition in which the 
problems of the freedom of initiative and the 
appreciation of responsibility connected with 
bureaucracy emerge. For this reason Hayek is 
very sceptical about the possibility to combine 
planning and competition in a rational way. 
(Hayek 1975b, 218-241; see also Halm 1975, 
149-150)

On a general level the theoretical arguments
supporting planning have been criticized be­
cause in the beginning the question of planning 
in practice was not considered at all. From the 
economic point of view, attention was not paid 
to the question how market institutions would 
function together with central planning. From 
the political point of view, no attention was paid 
to the threat caused by the planning machin­
ery to the individual liberties. (Lavoie 1985, 213) 
ln the next chapter the problem of the position 
of the market institutions is analyzed as a 
knowledge problem. After that the threat aimed 
at the individual liberties by the planning ma­
chinery is approached as a political problem of 
totalitarianism. 

THE KNOWLEDGE PROBLEM IN 

PLANNING 

When we start a detailed analysis of the cri­
tique Hayek directed against economic plan­
ning, it is possible to show that the basis of his 
subjectivist view of knowledge was the impor­
tance which he gave in this connection to the 
individual liberty. According to him the defini­
tion of the free or liberal society is that there 
is no coercion and individuals are not sup­
pressed under the will of others. lt is possible 
to give many arguments for the individual lib­
erty. Firstly, the ignorance of the mechanisms 
according to which the society functions 
means that the centralized pian may destroy 
some of those mechanisms in a fatal manner 
while limiting the liberty. Secondly, the limita-
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tion of the liberty prevents progress and the 
finding of new intellectual discoveries. Third­
ly, the complexity of society is based on the lib­
erty. (Butler 1985, 25-26) 

Hayek developed further von Mises' idea ac­
cordlng to which the insuperable problem of so­
cialist planning was the knowledge concerning 
the best way to use resources. The forecasting 
of the development of society was impossible 
because the basis of that very development was 
the behaviour of human beings and the rela­
tlons between them. The complexity of socie­
ty makes also the planning of it impossible. ln­
stead of conscious planning the roots of socie­
tal life lie in human development. Societal life 
and the economic institutions are results from 
human action, nevertheless, they are not con­
sequences of conscious formulation and plan­
ning. Also, the market order originates from the 
individual economic action of human beings, 
and not from conscious planning. The institu­
tions functioning in society are based on spon­
taneous empirical findings according to Hayek. 
That is why he calls the order on which the 
modern society is based as spontaneous one. 
As an example of another unplanned structural 
order he gives language. Based on his theory 
of spontaneous order Haeyk argues that social 
and economic planning are contradictory with 
the aims of planners; in addition planning is 
harmful for the interests of society. ln spite of 
their structural form social institutions are nei­
ther consciously invented nor planned. (Butler 
1985, 9-16, 72 and the note no 15 p. 158 and 
Kukathas 1989, 207) 

Based on his subjectivist view of knowledge 
Hayek tries to make a clear distinction between 
the regularities of individual action and the 
overall social regularities generated by them. 
The starting point is that the social order de­
mands certain regularity from the behaviour of 
individuals. Only based on the experience is it 
possible to analyze the connection between the 
rules of individual action and the social order. 
To understand the social order requires the 
differentiation of knowledge from pure facts. 
This kind of definition of knowledge connects 
it to individuals. Pure facts on the other hand 
are only an abstract impersonal form of infor­
mation. The functioning of social institutions 
is based on wider unconscious "wordless" 
knowledge. lt includes customs, attitudes, 
skills, gestures, and inherited unconscious 
knowledge. lndividuals may be unaware of this 
nonarticulated knowledge; nevertheless, it 
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directs either their individual behaviour in the 
form of spiritual rules or their social action in 
the form of social rules or it directs both of 
them. That is why on the psychological level ln­
dividuals adapt to their environment in spite of 
their unawareness. On the level of social action 
the unawareness leads to the best results with­
out the conscious ambitions of individuals. 
(Butler 1985, 17-20 and Kukathas 1989, 56) 

Hayek classifies the rules which direct the 
behaviour of human beings on the group level 
into three categories: 
1) the deliberately chosen rules which can be

communicated;
2) the unwritten rules, which cannot be exhaus­

tively expressed in words
- justice, style in using the language, fair

play; and
3) the verbal rules, which concern the course

of practical action
- common law.

The rules above are interpreted subjectively. 
The emergence of and changes in the rules are 
evolutionary processes. After following the ab­
stract rules the behaviour of human beings be­
comes regular and predictable. According to 
Hayek a society functioning on the basis of 
general rules is more effective in adapting to 
changing circumstances than a consciously 
planned and directed society. (Butler 1985, 
21-24 and the note no 12 p. 154 and see also
Vihanto 1987. About the explanation of the so­
cial action as following the rules see also Pietilä
1984, 109-114.)

The economic view, according to which the 
aim of research was the rational economic or­
der, which required knowledge of the prefer­
ences and of the means to be used to satisfy 
them, was considered wrong by Hayek. Accord­
ing to him the essential question was to clari­
fy how the knowledge was reached and used 
correctly as well as how economic activity was 
co-ordinated. ln the Austrian theory a general 
aim of economic research can be sc1id to be to 
get information on knowledge. According to 
subjectivist view of knowledge the market pro­
cess and the price mechanism co-ordinate the 
subjective knowledge to economic relations. 
These relations between human beings are 
based on means, not on ends. Unlike the 
planned economy the market cannot be ruled 
by one scale of values or by one hierarchy of 
goals, because in the market the different goals 
of different people are articulated in a certain 
manner to create a functioning mechanism. lt 
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ls lmposslble to collect indlviduals' knowledge 
centrally, because it is changing all the time. 
(Kukathas 1989, 8, Butler 1985, 42-57 and 
Lachmann 1977, 336) 

ln the social sciences the prediction and con­
trol of social actlon ls impossible according to 
the subjectivlst vlew of knowledge. The reason 
for this is that the knowledge directlng social 
actlon comes into existence ln the communi­
cation process between human beings. Social 
actlon is directed by the free choice of the in­
dividual, the prediction or control of which is 
impossible, because as the basis of the choice 
there is the lndlvldual interpretation of the 
existing situatlon. (Lachmann 1977, 170) 

From the socialist point of view the inevita­
bility of planning has been justified as the only 
means to solve the problems of capitalism. The 
inevitability of planning has been explained 
mainly by two arguments. On the one hand it 
has been claimed that the technological 
changes lead to monopolistic production and 
to prevent this development planning would be 
needed. On the other hand the expanding com­
plexity of the society has been seen to require 
co-ordination based on centralized planning. 
According to Hayek there is nothing in the so­
cial evolution which inevitably leads to plan­
ning, however, the idealistic trends which con­
sider planning necessary make the situation 
look like it. Hayek denies the inevitability of 
planning because according to him e. g. the 
standardization of production through planning 
ignores the continuous economic and techno­
logical changes. Likewise, the co-ordination re­
qulred by decentralization can be taken care of 
by the price mechanism. Experts in different 
areas are ready to support planning because 
they see it as a possibility to realize their own 
aims. So the movement towards planning is 
based on the will. (Butler 1985, 68-71 and 
Hayek 1972, 43-54) 

As stated above, when starting from the sub­
jectivist view of knowledge planning becomes 
impossible and not inevitable because of the 
complexity of the economy and society. ln the 
allocation of economic resources the collection 
of the required knowledge ls seen as a problem 
from this viewpoint, not at all the making of the 
decisions concerning it. Mistakes have more ta­
tai consequences ln centrally planned system 
than mistakes in lndividual plans or in those 
made by companies, because centralized plan­
ning ls connected to only one vlew concernlng 
the future development. ln Hayek's opinion the 
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aim of comprehensive planning to cover all ac­
tivity of economic participants was worrying 
not only in socialist planning systems but also 
elsewhere. According to him planning requires 
such unity of aims that it is not possible to be 
reached between human belngs except in the 
smallest groups of people. (Hayek 1975a, 23 and 
Butler 1985, 71-75) 

ln his own analyses concerning economic 
plannlng Don Lavoie (1985, 4-6 and 56-112) 
develops further the critic of comprehensive 
planning based on Hayek's view of knowledge. 
Lavoie's definition of liberal view of planning 
takes as its starting point the idea that all 
proposals aiming to increase the power of the 
state to control economic actions are negative. 
Comprehensive planning requires knowledge 
instead of data, because economic phenome­
na are based on the actions at the indivldual 
level. Accordingly knowledge is the basis of 
economlc activity. lt is not possible to deliver 
knowledge in pieces of information because it 
is connected to its subject. The knowledge 
problem also concerns noncomprehensive 
planning. ln noncomprehensive views of plan­
ning efforts have been taken to solve the knowl­
edge problem by limiting the comprehensive­
ness of the job of the planner. There are three 
ways to do that: 1) lnstead of detailed data 
planning is based on aggregated information. 
Wassily Leontief is a famous representative of 
this perspective. 2) Decision making is decen­
tralized in the planning system. ln the United 
States the representatives of this kind of views 
are called democratic planners. 3) The planning 
unit concentrates its support on certain struc­
turally important sectors. This is called reindus­
trialization. For researchers in the field of pub­
lie administration the most famous represen­
tative ls perhaps Amltal Etzioni. 

Hayek himself analyzed the mathematical 
possibilities of theoretical economics to collect 
the lnformation required by plannlng as well. 
lf the aim was to reach the same level of infor­
mation as in the economy based on competi­
tion, the collection of the information needed 
was an lmpossible task. First of all the central­
ized planning authority should collect the infor­
mation from the company level in the form that 
it is used in the detailed decision making by the 
management of the companies wlth all its var­
ied possibllities. lt should also have all the tech­
nical information on the basis of which the pro­
duction ls developed and renewed to meet the 
changing requirements of the business environ-
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ment. Thirdly the planners should have infor­
mation about consumers' choices in relation to 
both quality and quantity and, what is even 
more important, about the changes in them. ln 
addition, the pure existence of information is 
not yet enough, because it is on the basis of 
this information that decisions should be made 
and conveyed to those· responsible for im­
plementing them. Based on this Hayek con­
siders the centralized decision making concern­
ing production impossible. (Hayek 1975b, 207-
213; compare also Halm 1975, 184-186) 

Especially the social process or connection 
by means of which the knowledge is created, 
is a prerequisite for the running of the econo­
my. At the moment the only efficient social 
process through which the knowledge is avail­
able is the market mechanism. Competition as 
a part of the market mechanism is such a proce­
dure that the information found and mediated 
by it is not otherwise available. This fact is in 
contradiction with the principles of planning, 
because the planning system would abolish le­
gal and market institutions inevitable for the 
generation of economic information. For exam­
ple John Jewkes (1968, 22-23) thinks that plan­
ning inevitably weakens competition in parti­
cular. So the contradiction lies expressly be­
tween the goals and the real possibilities of 
planning. According to Lavoie not even a com­
prehensive planning system is able to obtain 
the knowledge of the functioning of the econ­
omy. The reason for that is that the knowledge 
required by planning is scattered into the minds 
of individuals, accordingly the collection of it 
is impossible. ln noncomprehensive planning 
the planning unit is on a lower information level 
than the market, whose functioning it aims to 
direct, in consequence the actions of the plan­
ning unit are, from the liberal point of view, 
characteristically blind intervention. lf the plan­
ning unit was able to compensate for the oper­
ation of the market, its individual intelligence 
should exceed the social intelligence of the 
competition process. Through noncomprehen­
sive planning only a part of the economic sys­
tem can be controlled by government. Even the 
possibility to use coercion does not guarantee 
the attainment of the set goals according to 
Lavoie. (Lavoie 1985, 4-6, 56, 95-96, 159 and 
186; see also Hayek 1972, 205) 

The planning systems do not have a means 
comparable to the competitive mechanism of 
the market by which it would be possible to 
reach the level of social knowledge included in 
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the competitive process and which would be 
higher than the individual level of knowledge. 
While planning destroys legal and market insti­
tutions, it also threatens to destroy the knowl­
edge created in the unplanned competitive 
process, which it needs itself. The prerequisite 
for the planning is that the market processes 
function and are able to continue their function­
ing. Knowledge is created and spread through 
the competitive mechanisms. The operation of 
the human society is based on mass commu­
nication. ln economic activity the social intel­
ligence is determined as something else than 
the individual knowledge because of the mass 
communication process (the price mechanism). 
Hayek and Michael Polanyi call this signal sys­
tem based on the price mechanism of the mar­
ket as spontaneous order. The market process­
es can be regarded as unplanned complex 
spontaneous orders. The spontaneous order 
functions as a co-ordination system in the 
economy based on the market. The task of the 
market institutions is to co-ordinate the calcu­
lation on the individual level; in other words -
individuals' plans concerning their economic 
action. The economic system based on decen­
tralized decision making is not a result of plan­
ning based on reason. That is why a certain ir­
rationality is one basic feature of this system. 
(Lavoie 1985, 4-6, 66-119 and 228, Lachmann 
1977, 62 and Lutz 1969, 142) 

On a more general level of analysis the criti­
cism directed towards planning can be seen to 
be based on the criticism directed towards the 
objectivist theories of knowledge. The objec­
tivist rational view of knowledge starts from the 
assumption that knowledge is quantitative, ob­
jective and cumulative as well as separated 
from the subject. According to Hayek both plan­
ning and also totalitarianism do not ac­
knowledge the limited nature of human lntelli­
gence. From this follows that the view, accord­
ing to which social forces should be controlled 
in the same way as the human being has learn• 
ed to control the forces of nature, leads little 
by little to the breaking down of the basls of 
our civilization. As can be seen Lavoie's view 
of knowledge is based on that of Hayek and 
Polanyi. According to it knowledge is connect­
ed to a subject and it depends on his values and 
beliefs. According to this view knowledge can 
be divided into articulate or theoretical knowl­
edge and inarticulate knowledge or knowledge 
without words. The most central shortcoming 
of planning is its rational view of human knowl-
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edge, which leaves the inarticulate part of 
knowledge without attentlon. However this 
knowledge without words atfects the content 
of single economic decisions. For these rea­
sons both comprehensive and noncomprehen­
sive planning systems are unable to direct the 
economy to the desired direction. (Kukathas 
1989, 12, Lavoie 1985, 56-113 and Hayek 1972, 
205) 

Connected to the knowledge problem Lavoie 
refers to Weber and Dilthey as such represen­
tatives of sociological research who have paid 
attention to the interpretation of human action 
from its subjective meaning (Lavoie 1985, 115, 
especially note no 20 p. 123; c f Weber 1978, 4, 
Pietilä 1984, 90-109, Juntunen - Mehtonen 
1982, 88-101 and Ermarth 1981). Ludvig M. 
Lachmann has connected the views of Weber 
and von Mises concerning the nature of eco­
nomic research. Accordingly the function of 
subjective or interpretative economics is to un­
derstand economic activity as intentional ac­
tions of individuals. (Grinder 1977, 16) The es­
sence of Weber's sociology can be considered 
individualistic. His liberal theory of soclety and 
the critique directed towards bureaucratic con­
trol match with the ideas emphasized by neo­
liberalism - lndividualism and a free market, 
a liberal state and society. While taking part in 
the discussion concerning state socialism and 
planned economy which took place ln Germa­
ny after World War I Weber opposed both of 
them and defended a private economy and its 
principles. (Mommsen 1988, 2-3 and Schulin 
1988, 318) 

Weber had also his own views of a rationally 
planned economy. According to him it was im­
possible because there are no means to create 
a pian which could solve everything. The basis 
of Weber's views was the same as von Mises' 
i.e. they both thought that because of social­
ism rational calculation (in other words the eco­
nomic planning on the individual level realized
by the individuals and concerning their own
economic activity) was impossible because it
required an economy based on money and capi­
tal accounting. Perfect socialism, however,
wanted to abolish these institutions in particu­
lar. The social ownership of the means of pro­
duction formed an obstacle to define their value
in monetary terms. Consequently, money could
not function as the basis of economic calcula­
tion. On the other hand, economic solutions re­
quire that the value of both products and the
means of production could be compared based
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on the price mechanism. According to Weber 
the perfect socialism should be separated from 
the partial socialization of different spheres of 
production. The planned economy which was 
directed as a budgetary unit was especially 
characteristlc of perfect socialism. ln partial so­
cialism, on the other hand, some kind of capi­
tal accounting was maintained. (Weber 1978, 
109-112, Lachmann 1977,47, Hayek 1975a,34,
von Mises 1975, 104-108 and Halm 1975,
150-151)

On the other hand, the calculation based on
money has also its limits according to von 
Mises. lt can not function as the measure of 
value when the tactors defining the value lie 
outside the circle of exchange transactions. 
Monetary calculation is meaningful only in an 
economic organization. lt cannot be used as a 
measure when the historical development of 
social relations is studied. lt is not suitable as 
a criteria for national welfare or income, either. 
The first prerequisite for the determination of 
a value in money terms is that the goods to 
whlch it is applied are exchangeable. Another 
prerequisite is that there is some kind of means 
of exchange, i.e. money. (von Mises 1975, 98 
-101; see also Pierson 1975, 72-73)

THE TOTALITARIAN PROBLEM AS A 

CONSEQUENCE OF THE KNOWLEDGE 

PROBLEM 

Besides the knowledge problem there is also 
another problem, that of totalitarianism3

, 

which is introduced in liberal views of planning. 
By using this concept the Austrians refer to the 
threat to the individual liberty caused by the 
planning machinery. This threat is based on the 
view according to which power concentrates 
little by little in the hands of a planning elite. 
My aim in this article has been to clarify the 
content of the Austrian criticism of comprehen­
sive planning. To fulfill this aim I have followed 
the terminology of the representatives of the 
Austrian theory. 1 am aware of the politically 
problematic content of the concept totalitar­
ianism. The concept totalitarian problem Is here 
used in a methodical meaning. ln this form the 
concept is originally used by Lavoie to refer to 
the concentration of power. When evaluating 
the suitability of the terminology of the Austri­
an theory one should also keep in mind that 
originally this terminology was created in the 
beginning of 1900s. 
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The totalitarian threat to individual liberty is 
indirectly a consequence of the knowledge 
problem analyzed above. While the knowledge 
problem is of economic nature, it is possible 
to say that the totalitarian problem is of politi­
cal nature. According to the knowledge prob­
lem the public direction of production is not 
possible for human abilities, it is beyond reach. 
lt is possible to connect the totalitarian prob­
lem to planning institutions and their inner dy­
namics. More concretely it means the concen­
tration of both political and economic power 
into one unit. There seems to be no difference 
between the society and the state. The totalitar­
ian problem also includes the view, according 
to which the use of public planning power can 
lead only to a political dispute, not to reasona­
ble discussion concerning the economy. 
(Lavoie 1985, 20 and 201 and Hayek 1972, 187; 
about Karl Popper's views connected to 
totalitarianism see Camhis 1979, 154-155, 
note no 11) 

According to Hayek (1972, 56-58 and 113) 
the forms of collectivism differ from liberalism 
and individualism especially for the reason that 
the collectivistic conceptions refuse to admit 
the primary position of individual goals. Eco­
nomic planning in collectivism wants to or­
ganize the whole society and all its resources 
on the basis of a uniform goal. However, the 
realization of a uniform goal would require a 
complete ethical code according to which all 
human values would be possible to put in their 
due place. This kind of complete ethical code 
does not exist. Because the unification based 
on values is impossible, the restriction of ma­
teria! liberties affects directly also spiritual lib­
erty. 

The absence of the ethical code means that 
those using the planning power have to justify 
their decisions to people in one way or another. 
Propaganda in its different forms is used for 
that purpose. Propaganda needs to be extend­
ed from values to the uniform view of the facts 
on which planning is based. The truth is refor­
mulated by some authority and it does not 
emerge through knowledge formation. As I have 
earlier stated in connection to the knowledge 
problem, according to Hayek (1972, 153-166) 
knowledge can be seen to emerge as a result 
of the interactlon process between human be­
lngs. By limlting and equalizlng the change of 
opinions between human belngs propaganda 
erodes the basis of rational reason instead of 
setting it ln a primary position. The way 
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propaganda gets lts totalitarian nature is that 
all its forms serve the same goal l.e. the justlfi­
cation of the uniform goal setting. 

So behind economic planning there is a com­
mon end or goal to which all people aim at. ln 
this kind of situation people form organizations 
like the state, which are given their own goals 
and means to reach the common end. These or­
ganizations would require complete unanimity 
about the goals, but to reach it is impossible, 
since there is no ethical code covering all the 
possible values. From the point of view of 
democratic decision making planning requires 
wlder unanimity than is possible to reach. ln­
stead of the goals themselves an agreement is 
reached to use planning as the means to 
achieve the goals. However, the implementa­
tion of the plans requires that decisions should 
be made, and according to Hayek, this is when 
the lnability of democratic institutions to make 
the decisions required by the economic plan­
ning is revealed. The conclusion that can be 
drawn is that planning is concentrated in the 
hands of experts. This is realized in practice for 
instance through delegated legislation. (Hayek 
1972, 60-63) 

The irreconcilable contradictions of planning 
bring out that majority decision making is not 
a suitable mechanism to direct the economic 
resources of a nation. The inability of democrat­
ic decision making organs to make the required 
decisions results ln the situation where people 
turn their dissatisfaction towards the demo­
cratic institutions. This view of Hayek is com­
parable to those of Habermas (e.g. 1976) and 
Offe (1972) concerning the social crisis tenden­
cies. They also emphasize the inability of politl­
cal-administrative system to fulfill the expec­
tations growing together with its continuous 
expansion. Because of the causal structure of 
the planning systems in particular it has been 
stated that they support the continuous expan­
sion of the state functions and at the same time 
form a threat to the values of liberty and 
democracy. Following from the interdepen­
dence of economic phenomena it ls not possl­
ble to limit planning on a certain field but it be­
comes comprehenslve. (Paloheimo, 1981, 53-

54 and Hayek 1972, 68 and 105) 
To understand the connection between eco­

nomic planning and totalitarianism in liberal 
views, we hava a good reason to contlnue the 
followlng of Hayek's thoughts (1972, 64-70 
and 235). lt was stated above that because it ls 
not possible to reach the required uniformity 
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of goals through the democratlc majority deci­
slon mechanism, the consequence of this is 
that planning moves more and more in the 
hands of experts. At flrst the delegation of 
power concerns especially the technical tasks, 
but little by little lt becomes evident that the 
goal setting required by planning makes it in­
evitable to liberate the whole decision making 
from the democratic process. The uniformity in 
goal setting ls also problem in the plannlng sys­
tem of experts. lt can be solved only by concen­
trating the planning power in fewer hands still. 
Hayek's general view is that when political mea­
sures become so extensive that ali the essen­
tial lnformation belongs almost excluslvely to 
the bureaucracy, the creativity of individual 
flags. 

The plannlng of an economy compels to treat 
human beings as means for reaching the goals 
of the economic pian; in other words as means 
for achieving the aims of the state, such as so­
cial welfare or good of the community. This is 
how the need to develop the coercive machin­
ery ls created. Because the effect of planning 
organs directing individual action tends to 
strengthen, the concentration of power to the 
unit responsible for planning leads towards 
totalitarianism. The danger of planning is the 
concentration of power in the hands of the ex­
perts. lt has been said that in the socialist sys­
tem centralized planning leads to such concen­
tration of power and information that it causes 
the decline of the social system in such a way 
that it starts to support the use of power, ar­
bitrary rule and unequal treatment of people. lf 
the comprehensive planning was to succeed, 
it should not be possible to limit the power of 
government in any way, and so it would expand 
to the traditionally private sphere of life to a 
larger extent. (C f the views of Habermas con­
cerning the crisis tendencies of capitalist so­
clety, Habermas 1976, 33-94, especially 
68-75 and see also Vartola 1979, 44-50.) So
the direction of the resources toward a certain
purpose also implies the setting of the goals
into an order of preference by the government.
At the same time it must take a stand as to the
relative importance of different groups and ln­
dividuals. (Butler 1985, 10, 67 and 75-77, Fried­
man - Friedman 1982, 74 and Hayek 1972, 56,
91-96 and 111)

The expanslon of collectlve planning narrows
therefore the freedom of action of an individu­
al, or to quote Hayek (1972, 76-88 and 
213-214) " ... the more the state 'plans' the
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more difficult planning becomes for the ln­
dividual." The possibilities of the lndividual to 
bring out his own order of values is reduced to 
the periodical election of representatives while 
the dominating order of values represents the 
view of some majority group. Consequently es­
pecially the values of minorities are displaced. 
The expansion of planning reduces the basis 
of the Rule of Law because the solutions can­
not be based on general rules but on such prin­
ciples as "fair" or "reasonable". The applica­
tion of these rules involves a conscious and 
predictable way to select between interests. 
The erosion of the Rule of Law is one step in 
the development which leads to a totalitarian 
state as a consequence of collective planning. 
To run this kind of planned economy requires 
a more or less dictatorial style of leadership. 

The concentration of power resembling dic­
tatorial system is also seen to be based partly 
on the fact that the planned economy should 
be as closed as possible. Because it is imposs­
ible to regulate the competition from outside 
in the same way as one's own economy can be 
regulated the only means to control it is to shut 
it out. (Flynn 1973, 199-200) More concretely 
the centralized control of economic activity is 
connected to the nationalization of the means 
of production. A comprehensive planning sys­
tem without a centralized control of the means 
of production is unthinkable. This centralized 
element is seen to be a typical part of a planned 
economy. (Halm 1975, 168 and Hayek 1975a, 21) 

For Hayek economic freedom forms a 
precondition for social freedom, because eco­
nomic calculation is connected to the fulfill­
ment of all human hopes. As a consequence of 
the division of labour all human activities are 
a part of a wider social process. Therefore by 
controlling economic activity it is possible to 
control all human activities. Through the con­
trol of economic resources the action of the 
state becomes comprehensive already when it 
controls a considerable share of the available 
resources, since the indirect effect of its deci­
sions governs everything. The state has to limit 
the freedom of lndividuals not only as con­
sumers but also as producers since the free­
dom to choose one's occupation has to be 
limited to comply with the aims of planning as 
well. As a consequence the limitation of free­
dom becomes a developmental feature required 
by planning. The control connected to central­
ized planning has to extend wider than econ­
omic activity in society. Accordingly through 
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the control connected to economic planning 
the individual becomes a means to reach 
"higher" goals. According to Hayek planning 
does not lead to economic equality, either but 
supports the politically strong strategic groups. 
Furthermore the uniform economic goals often 
require strong leadership. (Butler 1985, 78-82 
and Hayek 1972, 61 and 92-107) 

ln a society based on plannlng the power 
concentrates to a certain group on the basis of 
how the members of the group can agree on 
their Iines of action. Hayek (1972, 137-141) 
describes those mechanisms through which 
those in power are selected in collectivistic sys­
tems and concludes that the application of col­
lectivism is possible only by some kind of small 
power elite. Accordingly the practical forms of 
collectivism such as socialism are always 
totalitarian by their nature. 

Hayek's (1972, 25-26 and 144-150) view of 
the totalitarian nature of planning may be clar­
ified by his view of power. Socialist concep­
tions of economic freedom identified it with 
power or welfare. Consequently power became 
a goal in itself according to a collectivistic view. 
The desire to arrange society according to a 
uniform pian means at the same time the attain­
ment of power in the form defined above. The 
amount of power used by people varies in so­
ciety. The concentration of power to serve only 
ane pian for instance increases the amount of 
it compared to the power decentralized to in­
dividuals. Economic power in the hands of in­
dividuals is never complete reaching to the 
whole life of indivlduals whereas the centralized 
political power creates a dependence like a 
serfdom. Consequently the basis of this view 
then is that the individual is seen as a means 
which should serve the aims of a higher total­
ity such as the society or the nation. ln a way 
the end justifies the means, and according to 
Hayek this leads to limitations and neglect of 
the rights and values of an individual. 

Hayek (1972, 119-133) analyzes economic 
security as the other side of liberty. He divides 
economic security into limited and absolute 
form. ln a free society it is possible to guaran­
tee limited security to everybody, but that is not 
the case with absolute security. Limited eco­
nomic security refers to " ... the particular in­
come a person is thought to deserve ... " 
whereas absolute security refers to the guar­
antee of minimum income. The latter is not pos­
sible when it concerns all citlzens wlthout at 
the same time jeopardizing the common liber-
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ty. The requirement of maintaining liberty is 
that economic security is guaranteed in a way 
that competition and the operatlon of the mar­
ket ls not lnterfered. 

The guarantee of economic security to ane 
group automatically increases the insecurity of 
other groups since the alternatives offered by 
system based on competition decrease at the 
same time. For lnstance unemployment follows 
accordlng to Hayek (1972, 126-129) from the 
limitation of liberty. Development can lead 
either to the directlon where both the freedom 
of choice and the risk connected to it are as­
signed to the individual or to that where neither 
of them touches the individual. The correspond• 
ing forms of organization would be the commer­
cial and the military form of society. The for­
mer is characterized by a wide spectrum of pos­
sibilities for the individual whereas the latter is 
characterized by the limitations of freedom and 
the hierarchical order. 

THE MAIN FEATURES OF THE AUSTRIAN 

CRITICISM OF ECONOMIC PLANNING 

Based on the text above it is possible to 
question whether it is at all possible even to 
speak about the liberal view of planning from 
the point of the Austrian theory. The starting 
point when considering the possibilities of 
planning is first of all the more generally sus­
picious attitude typlcal of economic liberalism 
when the functions of the state and their neces­
sity especially in the field of economic action 
are concerned. The basic principle is that eco­
nomic activities should be as completely as 
possible in the hands of individual economic 
participants functioning in the market. First of 
all it is clear that the Austrian theory and the 
economic planning machinery directed by a 

centralized authority cannot be fitted together 
conceptually. Therefore the possibility of com­
prehensive economic planning is aisa outside 
the basic principles of liberalism. lt aisa seems 
to be very difficult to fit the noncomprehensive 
forms planning, such as the french indicative 
planning together with liberal economic con­
ceptions. 

The crucial economic values connected to 
the freedom of individual in liberalism are real­
ized in the criticism of planning mainly ln two 
forms. Above these problematic questions have 
been called knowledge and totalitarian prob­
lems. From the point of economic plannlng the 
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knowledge problem seems to become more 
decisive and the totalitarian problem is indirect­
ly derived from lt. Most representatives of the 
Austrian theory think that economic plannlng 
is impossible since from the point of view of 
economic activity the only functional mecha­
nism for the creation of new knowledge is the 
system based on the price mechanism and 
competition on the market. lt is not possible to 
collect the information required by economic 
decision making through the planning system 
because the subjective knowledge is not avail­
able through it. The only form of organization 
and co-ordination mechanism which takes into 
consideration the subjective knowledge impor­
tant for the functioning of the economy is the 
market. The attempts to co-ordinate the knowl­
edge crucial for the economic decision making 
by the government lead to the centralization 
and furthermore to the threat of totalitarianism. 
At the same time the centralized mechanisms 
destroy the prerequisites for obtaining the 
needed information by destroying the market 
institutions. 

As a conclusion it is possible to state that 
according to the Austrian theory it is impossi­
ble to speak about liberal economic planning 
through which the economic decision making 
would be directed comprehensively before­
hand. lt is not possible to try to fit together the 
market mechanisms and noncomprehensive 
forms of economic planning either, according 
to the same views. lt is more suitable to speak 
about the different forms of state interventio n. 
lnstead of the development of a comprehensive 
planning system market mechanisms should be 
allowed to function as freely as possible. 

Although the Austrian market philosophy is 
mainly an economic theory, economic planning 
is one of those fields where the limits between 
administration, politics and the economy are 
not quite clear. Therefore it ls interesting to 
take up with these ideas, partly over forty years 
old, that after the latest remarkable changes in 
the socialist countries seem to have more 
weight than perhaps ever since they were first 
written. These ideas seem to have theoretical 
lnterest too; furthermore they seem to give 
thoughts for many different scientific fields. Be­
fore concluding I would like to elaborate on 
these further possibilities. First the explanation 
of state functions and their suitable limits on 
the basis of the Austrian theory should lnterest 
politlcal scientists as well as economists and 
publlc administrators. The connections be-
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tween the incrementalist views of planning and 
the Austrian theory is another field of interest. 
Connected to the state functions the real na­
ture of the spontaneity of public authorities is 
also a question not yet answered from the Aus­
trian perspective. At last it would also be in­
teresting to carry out an empirical analysis of 
the development of socialist planning from the 
Austrian premise. 

SOME CONCLUDING REMARKS 

Connected to the ideas of the possible fields 
of further research one should also give space 
for a few critical remarks questioning some 
ideas of the Austrian theory. Behind its ideas 
some basic questions of social sciences arise. 
The first one can be connected to the idea of 
individualism and, what is more, to the nature 
of human beings as individuals on the one hand 
and as social beings on the other. The ultimate 
emphasis on individualism leads to problems 
in the analysis of collective action and its pos­
sibilities. One meets the Weberian problem of 
explaining ali collective action on the basis of 
the actions of individuals. Connected to the 
study of organizations one meets difficulties in 
explaining the role of these collective bodies 
in the functioning of society. 

These problems become even more evident 
when connected to another basic question of 
the social science, viz. that of the development 
of society. The basis of Hayek's view (other 
representatives of Austrian theory have differ­
ent views) about the development of society ls 
evolution and, to be more exact, evolution 
based on spontaneous action of individuals. lt
is especially problematic to give a good defini­
tion of the limits of the spontaneity in the func­
tioning of society. lt ls difficult to find an ex­
act answer to the question, why the actions of 
the state based on democratic development are 
not considered as the results of spontaneous 
action; on the contrary, they are seen as coer­
cive. Consequently, the governments economlc 
policy must be seen as being interventionist for 
the most part, and, moreover, the welfare insti­
tutions for instance ln Finland should be seen 
to bear the same burden. The relationship be­
tween democracy and economic action is also 
quite complex in Austrian theory. This can also 
be connected to the problem of the position of 
political sphere in economic theories general­
ly and at this time in Austrian theory. 
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lt is quite difficult to deny the subjectivist 
view of knowledge on which the Austrlan the­
ory is based. Also many features of totalitar­
ianism can be seen in the problems of socialist 
countries. The partial disappearance of real so­
cialism in the eastern parts of Europe shows 
by its details that Friedrich A. Hayek could ac­
tually cry out: "What did I say!" At the moment 
it is much more difficult to say how the ideas 
of the Austrian theory should be lnterpreted in 
order to appraise for instance the public plan­
ning system and welfare institutions in Finland. 
There are undeniable connections;nevertheless 
there seems to be a lot of differences too. One 
can also claim that the now prevailing negative 
attitude to planning cannot immediately very 
dramatically change the ways public adminis­
tration functions. This view can also be based 

on the Austrian theory because it pays atten­
tion to the long lasting effects of ideas forced 
by incremental decision making mechanisms. 
ln other words planning can be seen as a quite 
deeply institutionalized form of action in pub­
lie bureaucracies. 

NOTES 

1. The abbreviation POSDCORB was originally
presented by Luther Gulick ln the article "Notes
on the Theory of Organization". lt was formed from 
the first letters of the words in a list representing
the functions of the executive. These words were: 
Planning, Organizing, Staffing, Directing, Co­
Ordinating, Reporting, and Budgeting. (Gulick
1954, 13)

2. Hayek criticizes the objective view of knowledge
and does not accept rationalism as the basis for
social order. When giving the definition of the liber­
al pian as "the most rational permanent frame­
work" he, however, does not use the term ration­
al as denoting to rationalism. The meaning of the
word rational connected to the definition of liber­
al pian becomes perhaps clarified by the follow­
i ng quotation of Hayek (1972, 34-35) taken few
Iines before the definition: "'Planning' owes its
popularity largely to the fact that everybody
desires, of course, that we should handle our com­
mon problems as rationally as possible and that,
in so doing, we should use as much foresight as
we can command. ln this sen se everybody who is 
not a complete fatalist is a planner, every politi­
cal act is (or ought to be) an act of planning, and 
there can be differences only between good and
bad, between wise and foresighted and foolish and 
shortslghted planning. An economist whose whole 
task is the study of how men actually do and how
they might pian their affairs, is the last person who 
could object to planning in this general sense."

3 As an ldeal goal for totalitarianism was both in ltaly 
(fasclsm) and in Germany (national socialism) to 
abollsh all the differences between classes and 
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groups through an lmperialist goal of aggrandlze­
ment. As a practical consequence was the totalitar­
ian, internal organization of the state. ln the name 
of national power the state should control every 
action and lnterest of every individual and group. 
The fomi of political organization was dictatorship. 
As well in the fields of administratlon and legal 
system as in the economy and social structure sys­
tematic organization took place as a part of a com­
mand system resembling a war economy; a sys­
tem ln which lndlviduals were drowned into the 
mass. (Sabine and Thorson 1981, 677 and 
836-841) lt should also be mentioned that as a
cold war term totalitarianism usualiy has been 
used to refer to the Socialist countries.
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