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Preface

A f t e r  L a b o u r ’s d e fe a t  in  th e  1983 G e n e r a l  E l e c t i o n — th e  

s e c o n d  d e fe a t  in  a r o w — th e  F a b ia n  S o c ie ty  ca l le d  t o g e t h e r  a 

g r o u p  o f  s y m p a t h e t i c  a c a d e m ic s  a n d  o t h e r s  to  a m e e t i n g  to  

d iscuss  w h a t  h a d  g o n e  w r o n g .  A t  t h a t  m e e t i n g  J u l i a n  Le G r a n d  

an d  R a y m o n d  P l a n t  a r g u e d  t h a t  p e r h a p s  th e  m a j o r  c u r r e n t  

p r o b l e m  f a c e d  b y  th e  L e f t ,  i n c l u d i n g  th e  L a b o u r  P a r t y ,  w a s  its 

loss o f  an  i n t e l l e c tu a l  b a se .  M a n y  o f  t h e  t r a d i t i o n a l  so c ia l i s t  

f o r m s  o f  e c o n o m i c  o r g a n i z a t i o n — s u c h  as c e n t r a l  p l a n n i n g  o r  

n a t i o n a l i z a t io n — w e r e  w i d e l y  p e r c e i v e d  as fa i lu res ;  e v e n  c o l le c ­

t iv is t  v a lu e s  w e r e  d i s c r e d i t e d .  T h e  L e f t  w a s  n o  lo n g e r  in  th e  

v a n g u a r d  o f  in t e l l e c tu a l  r a d i c a l i s m ;  r a t h e r  it  w a s  th e  s o - c a l l e d  

N e w  R i g h t  t h a t  w a s  p r o d u c i n g  r a d ic a l  id e a s  f o r  so c ia l  r e f o r m  

a n d  c h a n g e ,  id e a s  to  w h i c h  th e  L e f t  c o u l d  o n l y  r e s p o n d  w i t h  a 

l im p  d e f e n c e  o f  th e  s t a tu s  q u o .  W h a t  w a s  n e e d e d  w a s  n o t h i n g  

less t h a n  a r e t h i n k  o f  s o c i a l i s m :  a r e - e v a l u a t i o n  o f  its b a s ic  

te n e ts  a n d  a r e c o n s t r u c t i o n  o f  i ts  p h i l o s o p h i c a l  a n d  e c o n o m i c  

f o u n d a t io n s .

A f t e r  th e  m e e t i n g  J u l i a n  L e G r a n d  w r o t e  to  th e  t h e n  G e n e r a l  

S e c re ta ry  o f  t h e  F a b ia n  S o c ie ty ,  Ian  M a r t i n ,  t o  s u g g e s t  t h a t  a 

g r o u p  b e  se t  u p  to  m e e t  o n  a r e g u l a r  b a s is  a n d  to  b e g i n  

r e t h i n k i n g  a n d  r e c o n s t r u c t i n g  so c ia l i s t  id e a s .  T h e r e  w a s  an  

e n th u s ia s t i c  r e s p o n s e  t o  t h e  id e a ,  a n d  th e  S o c ia l is t  P h i l o s o p h y  

G r o u p  w a s  s e t  u p  b y  th e  F a b ia n  S o c ie ty  u n d e r  th e  j o i n t  

c o n v e n o r s h i p  o f  L e  G r a n d ,  M a r t i n ,  a n d  P la n t .

A t  th e  f i r s t  m e e t i n g  o f  th e  G r o u p ,  D a v i d  M i l l e r  p r e s e n t e d  a 

p a p e r  011 m a r k e t  s o c i a l i s m .  T h i s  a r o u s e d  c o n s i d e r a b l e  in te re s t ,  

a n d  th e  t o p i c  f o r m e d  th e  b a s is  o f  m a n y  s u b s e q u e n t  d i s c u s s io n s  

in  th e  G r o u p .  D u r i n g  th e  c o u r s e  o f  t h o s e  d i s c u s s i o n s  it  b e c a m e  

a p p a r e n t  t h a t  s e v e r a l  o f  t h e  G r o u p ’s m e m b e r s  h a d  a c o m m o n  

in t e r e s t  in  th e  id e a s  g r o u p e d  u n d e r  th e  u m b r e l l a  o f  m a r k e t  

s o c i a l i s m — id e a s  t h a t  s e e m e d  to  b e  w o r t h y  o f  f u r t h e r  d e v e l o p ­

m e n t  a n d  o f  d i s s e m i n a t i o n  to  a w i d e r  a u d ie n c c .  T h i s  b o o k  is th e  

re su l t .



VI Preface

A l t h o u g h  e a c h  c h a p t e r  in  th i s  b o o k  is i n d i v i d u a l l y  a u t h o r e d ,  

it  is in  a re a l  s e n s e  a c o l l a b o r a t i v e — d a r e  o n e  say ,  s o c ia l i s t—  

e f fo r t .  E a c h  c o n t r i b u t o r  h a s  r e a d ,  a n d  c o m m e n t e d  e x t e n s iv e l y  

o n ,  th e  o t h e r s ’ c o n t r i b u t i o n s .  W e  h a v e  h e ld  s e v e r a l  m e e t i n g s  to  

d is c u s s  th e  m a t e r i a l  a n d  t o  i r o n  o u t  d i f fe re n c e s .  W e  h a v e  n o t  

a l w a y s  b e e n  s u c c e s s fu l  a t  t h e  l a t te r ;  b u t  t h e  d i f f e r e n c e s  t h a t  

r e m a i n  a re  s m a l l  a n d  d o  n o t ,  w e  b e l ie v e ,  d e t r a c t  f r o m  t h e  b o o k ’s 

in t e l l e c tu a l  c o h e r e n c e .

W e  h a v e  t r i e d  t o  m a k e  th e  b o o k  ac c e s s ib le  to  as m a n y  p e o p l e  

as p o s s ib le .  T o  th i s  e n d  w e  h a v e  t r i e d  so  fa r  as p o s s ib le  to  a v o i d  

te c h n ic a l  j a r g o n  a n d  sp e c ia l i s t  a n a ly se s .  W e  h a v e  a l so  t r i e d  n o t  

to  b u r d e n  th e  r e a d e r  w i t h  e x c e s s iv e  f o o t n o t e s  a n d  r e f e re n c e s .  

F o o t n o t e s  h a v e  b e e n  k e p t  to  a m i n i m u m ;  th e  r e f e r e n c e s  a re  

c o l le c t e d  a t  t h e  e n d  o f  th e  b o o k .

W e  h a v e  m a n y  d e b t s .  W e  o w e  a spe c ia l  o n e  to  th e  E x e c u t i v e  

a n d  s t a f f  o f  t h e  F a b ia n  S o c ie ty ,  p a r t i c u l a r l y  the" t w o  su c c e s s iv e  

G e n e r a l  S e c re ta r i e s ,  I a n  M a r t i n  a n d  J o h n  W i l l m a n ,  f o r  th e i r  

e n c o u r a g e m e n t  a n d  s u p p o r t  o f  t h e  S o c ia l is t  P h i l o s o p h y  G r o u p  

o v e r  t h e  y e a r s .  W e  h a v e  b e n e f i t e d  g r e a t l y  f r o m  all th e  

c o n t r i b u t i o n s  to  t h e  d e b a t e s  o n  t h e  t o p i c  w i t h i n  th e  G r o u p  itself ,  

i n c l u d i n g  (a n d  p e r h a p s  e sp e c ia l ly )  t h e  c o n t r i b u t i o n s  f r o m  th o s e  

w h o  p r o f o u n d l y  d i s a g r e e  w i t h  o u r  a r g u m e n t s .  M a n y  o t h e r  

f r ie n d s  a n d  c o l l e a g u e s  h a v e  h e l p e d  u s  d e v e l o p  a n d  re f in e  o u r  

v ie w s .  J a n e  D i c k s o n  b o r e  t h e  b r u n t  o f  t h e  o r g a n i z a t i o n  a n d  

a d d i t i o n a l  t y p i n g .  F in a l ly ,  o u r  f a m i l ie s  h a v e  h a d  to  t o l e r a t e  th e  

d e m a n d s  o f  t h e  p r o j e c t ,  as w e l l  as t h o s e  o f  o u r  n o r m a l  

o c c u p a t i o n s  a n d  p r e o c c u p a t i o n s .  T o  t h e m  all, o u r  d e e p e s t  

th a n k s .
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D A V I D  M I L L E R  
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T h i s  b o o k  h a s  t w o  a i m s .  T h e  f i r s t  is to  ‘c o u p l e ’ m a r k e t s  a n d  

so c ia l i sm .  W e  h o p e  to  s h o w  th a t  m a r k e t s  c a n  b e  u s e d  to  a c h ie v e  

soc ia l is t  e n d s .  T h e  u s e  o f  m a r k e t s  in  th i s  w a y  is w h a t  w e  m e a n  

b y  m a r k e t  s o c i a l i s m ,  a n d  th e  c h a p t e r s  in  th i s  b o o k  s h o w  h o w  

th is  m a y  b e  d o n e  in  a v a r i e t y  o f  c o n t e x t s .  A n  i m p o r t a n t  

c o r o l l a r y  is t h e  ‘d e c o u p l i n g ’ o f  c a p i t a l i s m  a n d  m a r k e t s .  W h i le  it 

m a y  b e  i m p o s s i b l e  to  h a v e  c a p i t a l i s m  w i t h o u t  m a r k e t s  (at le a s t  

in p a r t  b e c a u s e ,  as w e  a r g u e  la te r ,  al l i n d u s t r i a l  s y s t e m s ,  

w h e t h e r  c a p i ta l i s t ,  s o c ia l i s t ,  o r  m i x e d ,  i n e v i t a b ly  u s e  m a r k e t s  o f  

o n e  k i n d  o r  a n o t h e r ) ,  it  is p e r f e c t l y  p o s s i b l e  to  h a v e  m a r k e t s  

w i t h o u t  c a p i t a l i s m .

T h e  s e c o n d  a i m  is to  s t a r t  t h e  r a d ic a l  r e o r i e n t a t i o n  o f  so c ia l i s t  

t h i n k i n g  t h a t  is r e q u i r e d  b y  a p r o p e r  u n d e r s t a n d i n g  o f  m a r k e t  

so c ia l i sm .  T h e  m a r k e t  m e c h a n i s m  is th e  m o s t  e f f ic ie n t  w a y  o f  

c o - o r d i n a t i n g  d e c e n t r a l i z e d  e c o n o m i c  d e c i s i o n - m a k i n g .  T h i s  

m e a n s  e s c h e w i n g  th e  t e n d e n c y  t o  c e n t r a l i z e d  i n t e r v e n t i o n  in  th e  

e c o n o m y  c h a r a c t e r i s t i c  o f  so c ia l i s t  p a r t ie s .  P e r h a p s  m o r e  f u n d a ­

m e n ta l ly ,  i t  m e a n s  a c h a n g e  in  o u r  u n d e r s t a n d i n g  o f  th e  

a p p r o p r i a t e  r o l e  o f  t h e  s ta te .  M i s t r u s t  o f  th e  i n t e n t i o n s  o f  

b u r e a u c r a t s  a n d  th e  e f f e c t i v e n e s s  o f  p u b l i c  i n t e r v e n t i o n s  leads  

m a r k e t  so c ia l i s ts  to  s e e k  to  e r r  o n  th e  s id e  o f  laissez-faire. I f  o n e  

w is h e s  to  e n s u r e  s o c ia l i s t  o u t c o m e s  f r o m  a m a r k e t  m e c h a n i s m ,  

o n e  m u s t  a l te r  th e  e n v i r o n m e n t  in  w h i c h  m a r k e t s  o p e r a t e  to  

e n s u r e  t h a t  s u c h  o u t c o m e s  a r e  in  t h e  p r i v a t e  in t e r e s t  o f  

i n d iv id u a l s ,  r a t h e r  t h a n  u s e  t h e  s t a te  to  i m p o s e  t h e  p u b l i c  

in t e r e s t  f r o m  a b o v e .  T h i s  le ad s  s o m e  o f  t h e  c h a p t e r s  t h a t  f o l l o w  

to  fo c u s  o n  i n s t i t u t i o n a l  c h a n g e s  a n d  le g a l  r e f o r m s  c o n d u c i v e  to  

th e  so c ia l i s t  v i s io n .
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O n e  o f  t h e  t h i n g s  t h a t  h a s  m a d e  o u r  t a s k  p a r t i c u l a r l y  d i f f i c u l t  

is t h a t  so c ia l i s t s  h a v e  o f t e n  b e e n  ca re le s s  in  d i s t i n g u i s h i n g  

b e t w e e n  e n d s  a n d  m e a n s .  S o c ia l i s m  h as  a w e l l - d e f i n e d  se t  o f  

ends: f o r  e x a m p l e ,  p r e v e n t i n g  e x p l o i t a t i o n  o f  th e  w e a k  b y  th e  

p o w e r f u l ,  g r e a t e r  e q u a l i t y  o f  i n c o m e ,  w e a l t h ,  s t a tu s ,  a n d  

p o w e r ,  a n d  t h e  s a t i s f a c t i o n  o f  b a s ic  n e e d s .  B u t  m a n y  so c ia l i s ts  

h a v e  c o n f l a te d  th e s e  w i t h  a p a r t i c u l a r  se t  o f  means, s u c h  as th e  

s ta te  o w n e r s h i p  o f  p r o d u c t i o n  o r  c e n t r a l i z e d  p l a n n i n g  o f  th e  

a l lo c a t io n  o f  r e s o u r c e s — m e a n s  t h a t  h a v e  b e c o m e  o b je c t i v e s  in  

th e i r  o w n  r i g h t .  S o  s o c i a l i s m  is id e n t i f i e d  w i t h ,  f o r  in s ta n c e ,  th e  

a t t a in m e n t  o f  g r e a t e r  e q u a l i ty  t h r o u g h  p la n n in g  o r  th e  e l im in a t io n  

o f  e x p l o i t a t i o n  t h r o u g h  th e  n a t i o n a l i z a t i o n  o f  i n d u s t r y .  B u t  a 

k e y  t h e m e  o f  th i s  b o o k  is t h a t  t h e r e  is n o  lo g i c a l  r e a s o n  f o r  th e se  

t r a d i t i o n a l  i d e n t i f i c a t io n s  to  h o ld .  T h e r e  is n o t h i n g  in t r i n s ic  in  

p la n n in g  th a t  im p l ie s  e q u a l i ty  o r  in  n a t io n a l iz a t io n  th a t  e l im in a te s  

e x p l o i t a t i o n .  N o r ,  b y  e x t e n s i o n ,  is t h e r e  a n y t h i n g  in t r i n s ic  in  

m a r k e t s  t h a t  p r e v e n t s  t h e m  f r o m  b e i n g  u s e d  t o  a c h i e v e  th o s e  

en d s .

In  th i s  i n t r o d u c t o r y  c h a p t e r  w e  p r o v i d e  a s u m m a r y  a n d  

p a r t ia l  s y n t h e s i s  o f  t h e  a r g u m e n t s  d e v e l o p e d  in  m o r e  d e ta i l  in  

th e  re s t  o f  t h e  b o o k .  R e a d e r s  i n t e r e s t e d  s i m p l y  in  o b t a i n i n g  a 

b a s ic  u n d e r s t a n d i n g  o f  t h e  p r i n c ip a l  id e a s ,  t o g e t h e r  w i t h  s o m e  

o f  th e i r  im p l i c a t i o n s  f o r  p o l i c y  a n d  p ra c t i c e ,  s h o u l d  r e a d  th is  

c h a p t e r  a n d  t h e n  C h a p t e r s  2, 7, a n d  8. T h o s e  w h o  w a n t  to  c o m e  

to  g r i p s  w i t h  s o m e  o f  t h e  m o r e  c o m p l e x  e c o n o m i c  a n d  

p h i l o s o p h i c a l  i s su e s  r a i s e d  b y  th e  c o n c e p t  o f  m a r k e t  s o c ia l i s m  

s h o u l d  c o n c e n t r a t e  o n  C h a p t e r s  3, 4, 5, a n d  6.

A  f in a l  p o i n t  b e f o r e  w e  b e g i n  th e  d i s c u s s i o n  p r o p e r .  T h i s  

b o o k  is n o t  c o n c e r n e d  w i t h  p r o v i d i n g  s h o r t - t e r m  s o l u t i o n s  to  

c o n t e m p o r a r y  B r i t i s h  e c o n o m i c  a n d  so c ia l  p r o b l e m s .  T h e r e  w i l l  

b e  v i r t u a l l y  n o  d i s c u s s i o n  o f  c u r r e n t  i s su e s  s u c h  as u n e m p l o y ­

m e n t ,  in f la t io n ,  p o v e r t y ,  t h e  i n n e r  c i t ie s ,  r a c i s m ,  s e x i s m ,  o r  th e  

n u c l e a r  b o m b ,  i m p o r t a n t  as t h e s e  a re .  I n s te a d  it  is a n  a t t e m p t  to  

ta k e  th e  a r g u m e n t  a w a y  f r o m  th e  i m m e d i a t e  c o n c e r n s  o f  th e  

p r e s e n t ,  to  t h e  o r i g i n a l  i s s u e s  o f  t h e  B r i t i s h  so c ia l i s t  d e b a t e —  

e g a l i t a r i a n i s m ,  a n  e n d  t o  c lass  e x p l o i t a t i o n ,  b r e a k i n g  th e  

t r a n s m i s s i o n  o f  w e a l t h  in e q u a l i t i e s ,  o w n e r s h i p  a r r a n g e m e n t s ,  

a n d  t h e  o r g a n i z a t i o n  o f  t h e  p r o d u c t i o n  p ro c e s s .  W e  h o p e  th a t ,
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t h r o u g h  th e  a n a ly s is  o f  a d e c e n t r a l i z e d  e c o n o m i c  m e c h a n i s m  

such  as th e  m a r k e t ,  w e  c a n  ca s t  a f r e s h  l i g h t  o n  th e se  

fu n d a m e n ta l  p r o b l e m s  a n d ,  in  d o i n g  so, c o n s t ru c t  a n  in te llec tua lly  

c o h e re n t  m o d e l  o f  t h e  so c ia l i s t  id ea l .

T H E  M E R I T S  O F  M A R K E T S

W e b e g i n  w i t h  t h e  e c o n o m i c  a d v a n t a g e s  o f  m a r k e t s .  P e r h a p s  

the  g r e a t e s t  o f  t h e s e  is th a t ,  w h e n  t h e y  w o r k  w e l l ,  t h e y  a re  an  

ex ce l len t  w a y  o f  p r o c e s s i n g  i n f o r m a t i o n ,  w h i l e  s i m u l t a n e o u s l y  

p r o v i d in g  in c e n t i v e s  t o  a c t  u p o n  it .  I n  a c o m p e t i t i v e  m a r k e t ,  i f  a 

g o o d  is in  s h o r t  s u p p l y  r e l a t i v e  t o  d e m a n d ,  th e  p r i c e  o f  t h a t  

g o o d  w i l l  r ise ,  i n d i c a t i n g  to  p r o d u c e r s  t h a t  t h e r e  a re  p r o f i t s  to  

be m a d e  i f  t h e y  p r o d u c e  m o r e .  S in c e  m a r k e t  p r o d u c e r s  a re  

g e n e ra l ly  m o t i v a t e d  b y  p r o f i t ,  th i s  is a n  i n c e n t i v e  to  w h i c h  t h e y  

will  r e s p o n d .  I f  t h e r e  is o v e r - p r o d u c t i o n  o f  a g o o d ,  t h e n  th e  

p rice  w i l l  fall,  i n d i c a t i n g  to  p r o d u c e r s  t h a t  th e y  s h o u l d  s w i t c h  

the ir  p r o d u c t i o n  t o  s o m e t h i n g  e lse  t h a t  is m o r e  in  d e m a n d .  

T h e r e  is n o  n e e d  f o r  l o n g  c o m m u n i c a t i o n s  b e t w e e n  re ta i l  o r  

w h o le s a l e  o u t l e t s  a n d  c e n t r a l  p l a n n e r s  g i v i n g  d a i ly  u p d a t e s  o n  

the  s h o r t a g e s  o r  s u r p lu s e s  t h a t  a r e  a p p e a r i n g ;  n o  n e e d  fo r  

d e ta i led  c e n t r a l  p l a n n i n g  d i r e c t i v e s  to  p r o d u c t i v e  e n t e r p r i s e s  

te l l ing  t h e m  h o w  m u c h  o r  h o w  l i t t le  to  p r o d u c e .

F o r  m u c h  th e  s a m e  r e a s o n s ,  m a r k e t s  t e n d  t o  e n c o u r a g e  

i n n o v a t io n  b o t h  in  p r o d u c t i o n  t e c h n iq u e s  a n d  in  t h e  g o o d s  

th e m s e lv e s .  P r o d u c e r s  a r e  c o n s t a n t l y  o n  th e  l o o k  o u t  f o r  w a y s  

to  in c re a se  t h e i r  p r o f i t s  b y  s t e a l i n g  a m a r c h  o n  th e i r  c o m p e t i t o r s ;  

c re a t in g  a s u c c e s s f u l  n e w  p r o d u c t  o r  i n t r o d u c i n g  a c h e a p e r  

p r o d u c t i o n  p r o c e s s  a r e  o b v i o u s  w a y s  in  w h i c h  th is  c a n  b e  d o n e .

C o m p e t i t i v e  m a r k e t s  a l so  h a v e  th e  a d v a n t a g e  th a t  t h e y  

d is p e r se  e c o n o m i c  p o w e r .  P e o p l e  h a v e  a r a n g e  o f  o t h e r  p e o p l e  

w i th  w h o m  t h e y  c a n  dea l ;  t h e y  a r e  n o t  a t  t h e  m e r c y  o f  an  

a w k w a r d  m a n a g e r  o r  a r e c a l c i t r a n t  c le rk .  I f  t h e y  d o  n o t  l ik e  th e  

se rv ic e  o f f e r e d  b y  a p a r t i c u l a r  s u p p l ie r ,  t h e y  c a n  g o  to  a n o t h e r  

p r o v i d i n g  a b e t t e r  q u a l i t y  s e rv ic e .  M o r e o v e r ,  th e  v e r y  p ro c e s s  

o f  s w i t c h i n g  f r o m  u n h e l p f u l  t o  h e l p f u l  s u p p l i e r s  w i l l  e n c o u r a g e  

th e  s u r v iv a l  o f  t h e  l a t t e r  a t  t h e  e x p e n s e  o f  th e  f o r m e r .
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D a v i d  M i l l e r  in  C h a p t e r  2 n o t e s  th e s e  e f f ic i e n c y  a d v a n t a g e s ,  

b u t  g o e s  o n  t o  a p p e a l  t o  o t h e r  k e y  v a lu e s  in  th e  d e f e n c e  o f  

m a r k e t s :  f r e e d o m  a n d  d e m o c r a c y .  M a r k e t s ,  h e  a r g u e s ,  p r o m o t e  

f r e e d o m  i n  (at leas t)  t h r e e  w a y s .  F i r s t ,  a n d  m o s t  o b v i o u s ,  th e  

d i s p e r s a l  o f  e c o n o m i c  p o w e r  m e a n s  t h a t  p e o p l e  h a v e  g r e a t e r  

f r e e d o m  o f  c h o i c e  o v e r  w h a t  a n d  w h e r e  to  b u y .  S e c o n d ,  t h e y  

a lso  h a v e  a m u c h  g r e a t e r  f r e e d o m  o v e r  w h e n  a n d  w h e r e  to  

w o r k .  O b v i o u s l y ,  th i s  f r e e d o m  is l i m i t e d  b y  th e  a v a i l a b i l i ty  o f  

w o r k  ( s o m e t h i n g  t h a t  m a y  b e  g r e a t e r  u n d e r  p l a n n e d  s y s t e m s ) ,  

b u t ,  w i t h i n  t h a t  c o n t e x t ,  t h e  u s e  o f  f in a n c ia l  in c e n t iv e s  is l ik e ly  

t o  b e  m o r e  f r e e d o m - p r o m o t i n g  t h a n  th e  l a b o u r  d i r e c t i o n  th a t  is 

a n  u n a v o i d a b l e  f e a t u r e  o f  p l a n n e d  e c o n o m i e s .  T h i r d ,  m a r k e t s  

p r o m o t e  f r e e d o m  o f  e x p r e s s i o n .  W i t h o u t  an  i n d e p e n d e n t  s o u r c e  

o f  e c o n o m i c  p o w e r ,  p e o p l e  a t t e m p t i n g  to  p r o p a g a t e  v i e w s  th a t  

r u n  c o n t r a r y  t o  t h o s e  o f  t h e  s t a t e  w i l l  o n l y  b e  a b le  to  d o  so  b y  

th e  u se  o f  th e  s t a t e ’s r e s o u r c e s — a n d  h e  w h o  p a y s  th e  p ip e r  calls 

th e  tu n e .

O f  c o u r s e ,  m a r k e t s  a l so  h a v e  t h e i r  f a i lu re s .  M a n y  m a r k e t  

a c t iv i t ie s  i m p o s e  c o s t s  o n  p e o p l e  o t h e r  t h a n  th e  i m m e d i a t e  

p a r t i c ip a n t s :  e n v i r o n m e n t a l  p o l l u t i o n  is a n  o b v i o u s  e x a m p le .  

C o n v e r s e l y  t h e r e  a r e  a c t iv i t ie s  t h a t  c o n f e r  b e n e f i t s  o n  n o n ­

p a r t i c i p a n t s  a n d  w i l l  t e n d  to  b e  u n d e r - p r o v i d e d  i f  le f t  to  th e  

m a r k e t :  i m m u n i z a t i o n  is a n  e x a m p l e .  A n  e x t r e m e  f o r m  o f  th e  

la t te r  p h e n o m e n o n  a r e  so - c a l l e d  ‘p u b l i c  g o o d s ’ l ik e  d e f e n c e  o r  

la w  a n d  o r d e r .  O t h e r  p r o b l e m s  a r i se  f r o m  t e c h n o lo g i c a l  f a c to r s ,  

su c h  as e c o n o m i e s  o f  sca le ;  a c o m p e t i t i v e  m a r k e t  in  a n  i n d u s t r y  

w i t h  e c o n o m i e s  o f  sca le  w i l l ,  as s o o n  as o n e  f i r m  g e t s  a n  e d g e  o n  

th e  o th e r s  a n d  b e g i n s  to  g r o w ,  r a p i d ly  d e g e n e r a t e  i n t o  a 

m o n o p o l y .  E v e n  m o r e  i m p o r t a n t ,  in  a reas  c ru c ia l  to  p e o p l e ’s 

w e l f a r e  s u c h  as e d u c a t i o n  a n d  h e a l t h  ca re ,  s u p p l ie r s  o f  a s e rv ic e  

( d o c t o r s ,  te a c h e r s )  a r e  o f t e n  m u c h  b e t t e r  i n f o r m e d  t h a n  th e  

p e o p l e  t h e y  s e rv e ;  h e n c e  u s e r s  o f  th e s e  s e rv ic e s  c a n n o t  p r o p e r l y  

a ssess  q u a l i t y  a n d  a re  t h e r e f o r e  o p e n  t o  e x p l o i t a t i o n .

W h i le  m a r k e t  f a i lu r e s  s u c h  as th e s e  s h o w  th e  n e e d  fo r  

a p p r o p r i a t e  i n t e r v e n t i o n ,  M i l l e r  r e s p o n d s  m o r e  c r i t i c a l ly  to  

th r e e  o t h e r  a l l e g e d  d i s a d v a n t a g e s  o f  m a r k e t s :  t h e y  r e s p o n d ,  n o t  

t o  rea l  ‘n e e d s ’, b u t  t o  s u p e r f ic i a l  d e m a n d s ,  o f t e n  c r e a t e d  b y  

m a r k e t  p r o d u c e r s  t h e m s e l v e s ;  t h e y  e n c o u r a g e  a n t i - s o c ia l ,  se l f ish
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b eh a v io u r ;  a n d — p e r h a p s  f o r  so c ia l i s ts  th e  m o s t  c ru c ia l  o f  al l—  

they c rea te  a m o r a l l y  a r b i t r a r y ,  a n d  t h e r e f o r e  u n j u s t  d i s t r i b u t i o n  

o f  in c o m e .  W i t h  r e s p e c t  to  th e  f i rs t ,  h e  p o i n t s  o u t  t h a t  in  n o n ­

sub s is te n c e  e c o n o m i e s  t h e  n o t i o n  o f  ‘n e e d ’ is p r o b l e m a t i c :  w h o  

is to  d e c id e  w h a t  p e o p l e  n e e d ,  th e  p l a n n e r ,  th e  so c ia l  s c ie n t i s t ,  o r  

the p e o p le  t h e m s e l v e s ?  N o r  is th e  fa c t  t h a t  s o m e  w a n t s  a re  

m a r k e t - c r e a t e d  c o n c l u s iv e .  E v e r y  e c o n o m y  o p e r a t i n g  a t  a b o v e  

su b s is ten ce  le v e l  h a s  to  c a t e r  f o r  w a n t s  t h a t  a r e  c r e a t e d  b y  th e  

socie ty  itself ;  t h e r e  s e e m s  l i t t l e  r e a s o n  to  r e g a r d  th e  w a n t s  

g e n e ra te d  in  a m a r k e t  e c o n o m y  as a n y  m o r e  p s y c h o l o g ic a l ly  

suspec t t h a n  t h o s e  g e n e r a t e d  in  a f e u d a l ,  t r ib a l ,  o r  e v e n  c e n t r a l l y  

p la n n e d  s o c ie ty .

W i th  r e s p e c t  t o  t h e  s e l f i s h n e s s  o f  th e  m a r k e t ,  h e  a c c e p t s  th a t  

m a rk e ts  a re  u n l i k e l y  to  b e  c o m p a t i b l e  w i t h  a ‘m o n o l i t h i c ’ s e n s e  

o f  c o m m u n i t y — o n e  in  w h i c h  all r e l a t i o n s h i p s  a re  o f  th e  s a m e  

s e l f -d e n y in g  c h a r a c t e r ,  s u b o r d i n a t i n g  in d i v i d u a l  i n t e r e s t s  f o r  th e  

g o o d  o f  t h e  c o m m u n i t y .  H o w e v e r ,  h e  d o e s  n o t  f in d  s u c h  a 

c o m m u n i t y ,  w i t h  i t s  d e n ia l  o f  i n d i v i d u a l  p e r s o n a l i t y  a n d  li fe ­

style, a t t r a c t iv e .  M o r e o v e r ,  as th e  e x i s te n c e  o f  v i l la g e s  a n d  

indeed  m a r k e t  t o w n s  i n d i c a t e s ,  t h e  e x i s t e n c e  o f  m a r k e t s  is 

p e rfec t ly  c o m p a t i b l e  w i t h  l o o s e r  c o m m u n i t i e s — o n e s  th a t  a l l o w  

the ir  m e m b e r s  a v a r i e t y  o f  i n t e r a c t i o n s  w i t h  e a c h  o th e r ,  i n c l u d ­

ing  lo ve ,  f r i e n d s h i p ,  a n d  c o m p a s s i o n ,  a n d  e x c h a n g e  r e l a t i o n s h ip s  

in c lu d in g  m a r k e t  o n e s .

F in a l ly ,  th e  in j u s t i c e  o f  th e  m a r k e t .  M i l l e r  p o i n t s  o u t  th a t  

m a r k e t  d i s t r i b u t i o n s  a r e  n o t  n e c e s s a r i l y  a l w a y s  u n ju s t ;  m a r k e t s ,  

fo r  e x a m p l e ,  w i l l ,  o t h e r  t h i n g s  b e i n g  e q u a l ,  r e w a r d  h a r d  w o r k  

and  th r i f t ,  o u t c o m e s  t h a t  a c c o r d  w i t h  s o m e  (d e se r t )  n o t i o n s  o f  

fa irness  o r  j u s t i c e .  H o w e v e r ,  i t  h a s  to  b e  a c k n o w l e d g e d  th a t  

th e y  w i l l  a l so  r e w a r d  lu c k :  th e  l u c k  o f  b e i n g  b o r n  i n t o  th e  r i g h t  

fam ily ,  th e  l u c k  o f  o w n i n g  a h o u s e  n e a r  t h e  n e w  u n d e r g r o u n d  

e x te n s io n .  M o r e o v e r ,  th e  in e q u a l i t i e s  t h u s  g e n e r a t e d  t e n d  to  be  

c u m u la t iv e  o v e r  t i m e ,  w i t h  t h e  o w n e r s  o f  la r g e  f o r t u n e s  h a v i n g  

th e  e c o n o m i c  p o w e r  to  d e f e n d  a n d  to  e n h a n c e  t h e i r  p r iv i l e g e s .

B u t  m a n y  o f  th e s e  fa i l in g s  c a n  b e  p u t  d o w n  in  la r g e  p a r t  to  

m a r k e t  capitalism  r a t h e r  t h a n  to  m a r k e t s  t h e m s e l v e s .  A  w o r l d  

w h e r e  t h e r e  a re  f e w  o w n e r s  o f  c a p i ta l ,  a n d  ca p i ta l  o w n s  a n d  

c o n t r o l s  e n t e r p r i s e s ,  is a w o r l d  o f  c o n t i n u i n g  i n e q u a l i t y  a n d
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e x p l o i t a t i o n .  S in c e  th e r e  is n o  i n t r i n s i c  l i n k  b e t w e e n  c a p i t a l i s m  

a n d  m a r k e t s ,  th i s  ra i s e s  t h e  q u e s t i o n  as to  th e  a l t e rn a t iv e s .  Is it  

p o s s ib le  to  d e v i s e  a m a r k e t  s y s t e m  t h a t  c a n  a t t a i n  so c ia l i s t  e n d s  

a n d  e v e n  i n c o r p o r a t e  a p a r t i c u l a r  v e r s i o n  o f  so c ia l i s t  m e a n s ?  In  

o t h e r  w o r d s ,  is i t  p o s s i b l e  t o  c r e a t e  m a r k e t  so c ia l i sm ?

m a r k e t  s o c i a l i s m : a  c o n t r a d i c t i o n  I N  T E R M S ?

T h e r e  a r e  t h o s e  f r o m  b o t h  L e f t  a n d  R i g h t  w h o ,  w h e n  f a c e d  w i t h  

th e  q u e s t i o n  a t  th e  e n d  o f  t h e  la s t  s e c t io n ,  w o u l d  a n s w e r  w i t h  a 

f i r m  n o .  F o r  t h e m  m a r k e t s  a n d  s o c i a l i s m  a r e  a t  t h e  o p p o s i t e  

e n d s  o f  t h e  p o l i t i c a l  a n d  e c o n o m i c  s p e c t r u m ;  th e i r  c o n j u n c t i o n  

in  th e  p h r a s e  m a r k e t  s o c i a l i s m  is a n o n s e n s e ,  a c o n t r a d i c t i o n  in  

t e r m s .  O t h e r  c h a p t e r s  in  th i s  b o o k  a r e  a i m e d  a t  d i s p r o v i n g  th is  

a s s e r t i o n  b y  i l l u s t r a t i n g  in  p r a c t i c e  h o w  m a r k e t  m e c h a n i s m s  c a n  

b e  u s e d  t o  a t t a i n  s o c ia l i s t  e n d s .  H o w e v e r ,  t h e r e  is a f u n d a m e n t a l  

c h a l le n g e ,  e m a n a t i n g  p a r t i c u l a r l y  f r o m  th e  N e w  R i g h t ,  to  th e  

p h i l o s o p h i c a l  b a s is  f o r  m a r k e t  s o c i a l i s m  t h a t  h a s  t o  b e  a d d r e s s e d  

b e f o r e  w e  c a n  p r o c e e d  f u r t h e r .  T h i s  is t a k e n  u p  b y  R a y m o n d  

P la n t  in  C h a p t e r  3.

S o c ia l i s m  is c o n v e n t i o n a l l y  id e n t i f i e d  w i t h  ‘e n d  s t a t e s ’ o r  

o u t c o m e s .  T h a t  is, a so c ia l i s t  s o c i e ty  is o n e  w h e r e  so c ia l  

o u t c o m e s  a re  s p e c i f i e d  a c c o r d i n g  to  a p a r t i c u l a r  m o d e l — o n e  

b a s e d  o n  f u n d a m e n t a l  so c ia l i s t  v a lu e s  s u c h  as ju s t i c e ,  ( p o s i t iv e )  

f r e e d o m ,  o r  c o m m u n i t y .  N o w  l ib e ra l  d e f e n d e r s  o f  t h e  m a r k e t  

h a v e  a r g u e d  t h a t  m a r k e t s  c a n n o t  b e  u s e d  t o  a t t a i n  so c ia l i s t  

o u t c o m e s .  T h i s  is b e c a u s e ,  a l t h o u g h  m a r k e t s  c o n s i s t  o f  h u m a n  

a c t io n s ,  t h e y  d o  n o t  p r o d u c e  o u t c o m e s  t h a t  a re  o f  h u m a n  

d e s ig n .  T h e  d i s t r i b u t i o n  o f  i n c o m e ,  o r  th e  p a t t e r n  o f  c o n s u m p ­

t io n ,  t h a t  e m e r g e s  f r o m  t h e  o p e r a t i o n s  o f  m a r k e t s  is u n i n t e n d e d ,  

u n d e s i g n e d ,  a n d  u n f o r e s e e n .  T o  c o m p l a i n  t h a t  b e c a u s e  s o m e  

p e o p l e  e n d  u p  w i t h  m o r e  a n d  o t h e r s  w i t h  less  th i s  is u n ju s t ,  

c u r ta i l s  p o s i t i v e  f r e e d o m ,  o r  is a n t i - c o m m u n i t a r i a n  is l ik e  

c o m p l a i n i n g  a b o u t  t h e  i n ju s t i c e  o r  i l l i b e r a l i t y  o r  a n t i - s o c ia ln e s s  

o f  t h e  w e a t h e r :  a l i t e r a l  ‘n o n s e n s e ’. T h e  o n l y  ‘e n d ’ t h a t  m a r k e t s  

c a n  a t t a in  is e s s e n t i a l l y  a n e g a t i v e  o n e :  n e g a t i v e  l i b e r t y  o r  th e  

a b s e n c e  o f  i n t e n t i o n a l  c o e r c i o n .



T h e  u s e  o f  m a r k e t s  to  a t t a i n  so c ia l i s t  e n d s  h a s  a n o t h e r  se t  o f  

p r o b l e m s  a s s o c i a t e d  w i t h  it .  T h e  t e r m s  in  w h i c h  th o s e  e n d s  a re  

e x p re s s e d — t e r m s  s u c h  as ‘n e e d s ’ o r  ‘so c ia l  j u s t i c e ’— h a v e  a 

w id e  v a r i e ty  o f  i n t e r p r e t a t i o n s ,  e a c h  o f  w h i c h ,  a c c o r d i n g  to  th e  

N e w  R i g h t ,  is e q u a l ly  d e f e n s ib l e  o r  in d e fe n s ib le .  S o c ia l i s m ,  

N e w  R i g h t  t h i n k e r s  a r g u e ,  i n v o l v e s  t h e  i m p o s i t i o n  o f  o n e  

p a r t ic u la r  i n t e r p r e t a t i o n  o f  e a c h  o f  th e s e  t e r m s  011 e v e r y o n e — a 

p r o c e d u r e  t h a t  h a s  110 m o r a l  j u s t i f i c a t i o n  a n d ,  m o r e o v e r ,  is 

u n l ik e ly  t o  b e  p r a c t i c a l ly  s u s t a in a b le  w i t h o u t  th e  u se  o f  

u n a c c e p ta b le  le v e ls  o f  f o r c e  o r  c o e r c i o n .  M a r k e t s ,  b y  w a y  o f  

co n t ra s t ,  a l l o w  p e o p l e ’s p r e f e r e n c e s  ( i n c lu d i n g  th e i r  o w n  

in t e r p r e t a t i o n s  o f  m o r a l  t e r m s )  f r ee  re in .  M a r k e t s  a n d  s o c ia l i s m  

thus s e e m  q u i t e  i n c o m p a t i b l e .

T o  th is  t h e r e  a r e  a n u m b e r  o f  r e s p o n s e s .  F ir s t ,  th e  v e r y  fac t  

tha t  th e  N e w  R i g h t  t h i n k e r s  j u s t i f y  th e  o p e r a t i o n  o f  m a r k e t s  

w i th  r e s p e c t  t o  o n e  p a r t i c u l a r  e n d — n e g a t i v e  l i b e r t y — s u g g e s t s  

tha t  in  f a c t  e v e n  t h e y  b e l i e v e  t h a t  m a r k e t  o u t c o m e s  a re  n o t  

m o r a l ly  n e u t r a l .  S e c o n d ,  w e  k n o w  t h a t  m a r k e t s  c a n  b e  

regula ted ,  s u p p l e m e n t e d ,  o r  e v e n  s u p p la n te d  e n t i re ly  b y  g o v e r n ­

m e n t  a c t io n .  H e n c e  a n y  d e c i s io n  t o  a l l o w  t h e m  to  o p e r a t e  f r e e ly  

in v o lv e s  an  a c c e p t a n c e  o f  t h e  m o r a l i t y  o f  th e  o u t c o m e .  T h u s  to  

ju d g e  th e  o u t c o m e s  o f  m a r k e t  o p e r a t i o n s  a c c o r d i n g  to  a n y  

p a r t ic u la r  se t  o f  v a lu e s  is n o t  a ‘n o n s e n s e ’.

P la n t  p r o v i d e s  a t h i r d  a r g u m e n t .  M a r k e t  s o c i a l i s m  d e n ie s  th e  

link b e t w e e n  s o c i a l i s m  a n d  o u t c o m e s .  In d e e d ,  in  th is  r e s p e c t ,  

m a rk e t  so c ia l i s ts  a c c e p t  a la r g e  f r a c t io n  o f  t h e  l ib e ra l  case: th a t  

p eo p le  o n  th e  w h o l e  s h o u l d  b e  le f t  to  d e t e r m i n e  th e i r  o w n  id e a  

o f  th e  ‘th e  g o o d ’ a n d  i n d e e d  o f  th e  ‘g o o d  l i f e ’. W h a t  m a r k e t  

so c ia l ism  d o c s  r e q u i r e — t h e  a i m  o f  m a r k e t  s o c i a l i s m — is g r e a t e r  

e q u a l i ty  a t  t h e  beginning:  t h a t  p e o p l e  e n t e r  m a r k e t s  o n  a n  e q u a l  

fo o t in g .  T h e y  a r e  c o m m i t t e d  to  e q u a l i t y  a t  th e  s t a r t i n g - g a t e ,  

n o t  e q u a l i t y  a t  th e  e n d .  A n d  w h y  s h o u l d  th e r e  b e  e q u a l i t y  a t  th e  

s t a r t in g -g a t e ?  T h i s  is j u s t i f i e d  b y  th e  v e r y  a r b i t r a r in e s s  o f  m o r a l  

th e o r iz in g  to  w h i c h  th e  l ib e ra l  th e o r i s t s  t h e m s e l v e s  d r a w  

a t te n t io n ;  fo r ,  in  t h e  a b s e n c e  o f  a n y  w e l l - d e f i n e d  o r  c o n s e n s u a l  

th e o ry  o f  m e r i t  a n d  d e s e r t ,  t h e r e  is n o  j u s t i f i c a t i o n  f o r  n o t  

d i s t r i b u t i n g  r e s o u r c e s  e q u a l ly .
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D o e s  th i s  m e a n  t h a t  m a r k e t  so c ia l i s t s  h a v e  n o  v i e w s  a b o u t  

o u t c o m e s — o r ,  m o r e  c o r r e c t l y ,  t h a t  t h e y  a c tu a l ly  a c c e p t  all 

m a r k e t  o u t c o m e s  as in  a c c o r d  w i t h  t h e i r  v a l u e s — so  l o n g  as t h e y  

h a v e  b e e n  a t t a i n e d  f r o m  e q u a l i t y  a t  t h e  s t a r t i n g - g a t e  a n d  so  l o n g  

as th e  m a r k e t  o p e r a t i o n s  w e r e  t h e m s e l v e s  fair?  A  ra d ic a l  

i n t e r p r e t a t i o n  o f  m a r k e t  s o c i a l i s m  is to  a n s w e r  y es ;  i f  o n e  o f  th e  

m o t i v a t i o n s  b e h i n d  th e  m a r k e t  so c ia l i s t  e n t e r p r i s e  i n  t h e  f i r s t  

p la c e  is to  g iv e  p e o p l e  g r e a t e r  p o s i t i v e  f r e e d o m ,  t h e n  w e  c a n n o t  

o b je c t  to  t h e  o u t c o m e s ,  e v e n  i f  t h e y  a r e  o n e s  t h a t  w e  p e r s o n a l l y  

d o  n o t  l ike .  A n o t h e r  v i e w  w o u l d  b e  s o m e w h a t  m o r e  ec lec t ic :  to  

a l l o w  m a r k e t s  t o  o p e r a t e ,  b u t  t o  u s e  r e g u l a t i o n  as a p p r o p r i a t e  to  

a c h ie v e  c e r t a in  w e l l - s p e c i f i e d  o u t c o m e s  (e .g .  p e r m i t  e d u c a t i o n  

v o u c h e r s  w h i le  a t  th e  s a m e  t i m e  e n fo r c in g  a n a t io n a l  c u r r ic u lu m ) .  

B u t  th i s  ra i se s  w i d e r  i s su e s  c o n c e r n i n g  th e  o v e r a l l  o b je c t i v e s  o f  a 

so c ia l i s t  s y s t e m  a n d  h o w  b e s t  to  a c h i e v e  t h e m — is su e s  a d d r e s s e d  

in  C h a p t e r  4  b y  P e t e r  A b e l l .

E N D S  A N D  M E A N S

A b e l l  b e g i n s  b y  d i s c u s s i n g  t h e  a p p r o p r i a t e  e n d s  t o  w h i c h  

so c ia l i s ts  m i g h t  s u b s c r ib e .  I n e v i t a b l y ,  th e s e  m u s t  i n c lu d e  

e q u a l i t y  in  s o m e  f o r m ;  all so c ia l i s t s  m u s t  b e  e g a l i t a r i a n s ,  e v e n  i f  

n o t  all e g a l i t a r i a n s  a r e  so c ia l i s t .  H o w e v e r ,  l ik e  s o m e  o t h e r  

c o n t e m p o r a r y  s o c ia l i s t  t h i n k e r s  (see, f o r  in s ta n c e ,  t h e  r e c e n t  

w o r k s  b y  B r i a n  G o u l d ,  1985, a n d  R o y  H a t t e r s l e y ,  1987),  A b e l l  

sees  n o  r e a s o n  w h y  t h e  L e f t  s h o u l d  l e t  th e  v a lu e s  o f  f r e e d o m  a n d  

e f f ic i e n c y  b y  a p p r o p r i a t e d  b y  th e  R i g h t .  R a t h e r ,  so c ia l i s t  

p r in c ip l e s  s h o u l d  b e  f o r m u l a t e d  t h a t  t a k e  a c c o u n t  o f  e q u a l i t y ,  

f r e e d o m ,  a n d  e f f ic ie n c y .

H e  b e g i n s  h is  s e a r c h  f o r  s u c h  p r i n c ip l e s  w i t h  t h o s e  t h a t  h a v e  

t r a d i t i o n a l ly  g u i d e d  so c ia l i s t  t h i n k e r s :  f r o m  e a c h  a c c o r d i n g  to  

a b i l i ty ,  t o  e a c h ,  i n i t i a l l y  a c c o r d i n g  to  a b i l i t y  (in  t h e  e a r ly  s t a g e s  

o f  s o c i a l i s m ,  w h i l e  a c q u i s i t i v e  v a lu e s  s t il l  p r e v a i l )  a n d  th e n  

a c c o r d i n g  to  n e e d  ( w h e n  a c q u i s i t i v e  v a lu e s  h a v e  d i m i n i s h e d  o r  

d i s a p p e a r e d ) .  A b e l l  p o i n t s  o u t  t h a t  n e i t h e r  p r i n c ip l e  ta k e s  a n y  

a c c o u n t  o f  l i b e r t y ;  a n d  t h a t  t h e  s e c o n d  is s i le n t  o n  t h e  q u e s t i o n  

o f  in c e n t iv e s  f o r  e f f ic ie n c y ,  w h i l e  th e  f i r s t  a s s u m e s  a p a r t i c u l a r  

s t r u c t u r e  o f  i n c e n t i v e s  t h a t  m a y  b e a r  l i t t l e  r e l a t i o n s h i p  to  r e a l i ty .



In s tead  h e  p r o p o s e s  a n  a l t e r n a t iv e :  th e  e q u a l i z a t i o n  o f  p o s i t i v e  

f r e e d o m s  in  p r o d u c t i o n .

T h i s  t e c h n ic a l  p h r a s e  m a y  b e  r o u g h l y  i n t e r p r e t e d  as i m p l y i n g  

that, so  f a r  as p o s s ib le ,  e v e r y o n e  s h o u l d  h a v e  e q u a l  r e s o u r c e s  o r  

p r o d u c t iv e  c a p a c i t i e s — a n  id e a  t h a t  h a s  s im i la r i t i e s  to  th e  

a r g u m e n t s  o f  G o u l d  (1985) a n d  L e  G r a n d  (1984) .  If, fo r  

in s tance ,  a n  i n d i v i d u a l  w a s  b o r n  w i t h  less  a b i l i ty ,  p h y s i c a l  o r  

in te l lec tua l ,  t h a n  th e  a v e r a g e ,  h e  o r  sh e  s h o u l d  b e  ‘c o m p e n s a t e d ’ 

w i th  o t h e r  r e s o u r c e s  s u c h  as e d u c a t i o n  o r  m a te r i a l  a sse ts .  In  

c o n t r a s t  w i t h  m o s t  W e s t e r n  so c ia l  s y s t e m s ,  th i s  w o u l d  i m p l y  

tha t  m o r e  e d u c a t i o n  s h o u l d  b e  g iv e n  to  th e  less  r a t h e r  t h a n  th e  

m o r e  ab le ,  a n d  t h a t  i n h e r i t a n c e  o f  w e a l t h  s h o u l d  b e  d i r e c t e d  at 

tho se  d i s a d v a n t a g e d  in  o t h e r  r e s p e c t s  r a t h e r  th a n  a t  th o s e  

a l read y  p r i v i l e g e d .

A b e l l  a c k n o w l e d g e s  t h a t  p o l i c ie s  d e s i g n e d  to  e q u a l i z e  p r o ­

d u c t iv e  c a p a c i t i e s  in  th i s  w a y  m a y  h a v e  s h o r t - t e r m  d i s in c e n t iv e  

effects a n d  t h u s  i m p e d e  e c o n o m i c  e f f ic ie n c y .  H e n c e  h e  r e c o m ­

m e n d s  t h a t  t h e  p o l i c ie s  c o n c e r n e d  b e  i n t r o d u c e d  g ra d u a l ly ,  

a l lo w in g  a p r o g r e s s i v e  a c c e p t a n c e  o f  th e  r e d i s t r i b u t i v e  e ffec ts .

B u t  w h a t  w o u l d  t h e s e  p o l i c ie s  be?  A b e l l  d o e s  n o t  d is c u s s  

these in  d e ta i l ,  f o r  t h e y  a re  t r e a t e d  e l s e w h e r e  in  t h e  b o o k .  

H o w e v e r ,  h e  a r g u e s  t h a t  so c ia l i s t s  o u g h t  to  b e  e th ic a l ly  n e u t r a l  

b e t w e e n  e q u a l  acce ss  to  p r o d u c t i v e  a sse ts  w h i c h  a re  so c ia l ly  

o w n e d  a n d  t h o s e  o w n e d  p r i v a t e l y  b u t  e q u a l ly  d i s t r i b u t e d .  T h e  

ch o ice  b e t w e e n  t h e m  is p r i m a r i l y  a m a t t e r  o f  e f f ic ie n c y .  O n  th is  

basis, A b e l l  d o e s  n o t  s u p p o r t  n a t io n a l i z a t i o n  o f  th e  ty p e  

s a n c t io n e d  b y  o l d - s t y l e  i n t e r p r e t a t i o n s  o f  th e  c e l e b r a te d  C la u s e  

4 in th e  L a b o u r  P a r t y  c o n s t i t u t i o n ;  h e  is a lso  s c e p t ic a l  o f  th e  

va lue  o f  m o r e  r e c e n t  id e a s  o f  e c o n o m i c  r e s t r u c t u r i n g  s u c h  as th e  

‘share  e c o n o m y ’ p r o p o s e d  b y  M a r t i n  W e i t z m a n  (1984).  In s te a d ,  

he a d v o c a t e s  r e s o u r c e - e q u a l i z a t i o n  m e a s u r e s  o f  th e  k i n d  m e n ­

tioned  a b o v e ,  c o u p le d  w i t h  c o m p e t i t iv e  p ro d u c e r s ,  each  o rg a n iz e d  

acco rd in g  to  o n e  o f  severa l  p o ss ib le  f o r m s  o f  p r o d u c e r  d e m o c ra c y .  

H e re  h e  f a v o u r s  t h e  l a b o u r —c a p i ta l  p a r t n e r s h i p ,  w h e r e  b o t h  

la b o u r  a n d  c a p i ta l  p o s s e s s  s h a r e  c e r t i f ic a te s  w h i c h  e n t i t l e  th e  

s h a r e h o ld e r  to  a d i v i d e n d ,  a n d  w h e r e  th e  e n t e r p r i s e  c o n c e r n e d  is 

c o n t ro l l e d  b y  d i r e c t o r s  e l e c te d  in  e q u a l  n u m b e r s  b y  l a b o u r  a n d  

capita l .  T h i s  w o u l d ,  in  h is  v i e w ,  g o  a l o n g  w a y  t o w a r d s  th e
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e s t a b l i s h m e n t  o f  t h e  u l t i m a t e  so c ia l i s t  g o a l :  a n  e q u i t a b l e ,  f ree  

a n d  e f f ic i e n t  s o c i e ty .

P L A N N I N G  A N D  M A R K E T S

W e  h a v e  s e e n  t h a t  m a r k e t s  h a v e  m a n y  a t t r a c t i v e  p r o p e r t i e s  a n d ,  

in  p a r t i c u l a r ,  t h a t  m a r k e t s  can  a c t iv e l y  p r o m o t e  r a t h e r  t h a n  

h i n d e r  so c ia l i s t  o b j e c t i v e s  p r o v i d e d  t h a t  th e  d i s t r i b u t i o n  o f  

i n c o m e ,  w e a l t h ,  a n d  o p p o r t u n i t i e s  a r e  r i g h t .  B u t  w h a t  o f  th e  

t r a d i t i o n a l  so c ia l i s t  a r g u m e n t  t h a t  m a r k e t s  t e n d  to  a g g r a v a t e  t h e  

ev i ls  o f  c a p i t a l i s m ,  a n d  t h e r e f o r e  n e e d  t o  b e  o v e r r i d d e n  b y  a 

c e n t r a l  p l a n n i n g  m e c h a n i s m ?  T h i s  is t h e  s u b j e c t  o f  C h a p t e r  5 b y  

S au l  E s t r i n  a n d  D a v i d  W i n t e r .

T h e  c h a p t e r  h a s  t w o  o b je c t i v e s .  T h e  f i r s t  is to  h i g h l i g h t  th e  

fac t  t h a t  m a r k e t  so c ia l i s t s  a r e  n o t  u n a w a r e  o f  th e  s y s t e m a t i c  

d e f ic ie n c ie s  o f  t h e  m a r k e t  m e c h a n i s m  f r o m  th e  so c ia l i s t  p o i n t  o f  

v ie w .  M i l l e r  h a s  a l r e a d y  p o i n t e d  o u t  t h e  i n f o r m a t i o n a l  a n d  

in c e n t i v e  s t r e n g t h s  o f  t h e  m a r k e t  m e c h a n i s m .  T h e  p o i n t  E s t r i n  

a n d  W i n t e r  s t r e s s  is th a t ,  p r o v i d e d  t h e  m a r k e t  s y s t e m  is 

c o m p e t i t i v e ,  p r o d u c t i o n  f o r  p r o f i t  c a n  b e  socially  as w e l l  as 

p r i v a t e l y  e f f ic ie n t .  T h e  t r a d i t i o n a l  so c ia l i s t  d i s t i n c t i o n  b e t w e e n  

p r o d u c t i o n  f o r  p r o f i t  a n d  so c ia l  p r o d u c t i o n  h a s  n o  b a s is  in  

e c o n o m i c  t h e o r y  f o r  t h e  v a s t  m a j o r i t y  o f  g o o d s  o n  th e  m a r k e t .

E x c e p t i o n s  t o  th i s  r u l e  a r e  t e r m e d  m a r k e t  fa i lu re s ,  a n d  m a r k e t  

soc ia l i s ts  w o u l d  h a v e  a l o n g e r  l i s t  o f  e x a m p l e s  t h a n  a p o l o g i s t s  

f o r  th e  N e w  R i g h t .  F o r  e x a m p l e ,  a l l o c a t io n  b y  m a r k e t s  c a n  fail 

c o m p l e t e l y  w h e n  th e  g o o d  u n d e r  c o n s i d e r a t i o n  is c o n s u m e d  

c o l le c t iv e ly ,  o r  h a s  t o  b e  p r o d u c e d  m o n o p o l i s t i c a l l y  to  e x p l o i t  

e c o n o m i e s  o f  sca le .  S e r i o u s  a l lo c a t iv e  p r o b l e m s  w i l l  a l so  e m e r g e  

i f  t h e r e  is c o m p l e t e  la issez-fa ire  in  t h e  a l lo c a t io n  o f  c a p i ta l  o r  

g o o d s  w i t h  m a j o r  s p i l l o v e r  e f fec ts .  T h e  o t h e r  s id e  o f  th e  

d e c e n t r a l i z a t i o n  c o i n  is t h e  ‘a n a r c h y  o f  th e  m a r k e t ’, w i t h  

e x c e s s iv e  p r i c e  v o la t i l i t y  a n d  w a s t e  f r o m  d u p l i c a t i o n  o f  e f f o r t  

a n d  c a p a c i ty .  T h e  i n f o r m a t i o n a l  a n d  in c e n t i v e  a d v a n t a g e s  o f  th e  

m a r k e t  s y s t e m  m a y  b e  o f f s e t  b y  s y s t e m a t i c  o v e r s h o o t i n g  o f  

p rices  a n d  in a d e q u a c y  o f  r e s p o n s e  to  p u r e ly  m a te r ia l  m o t iv a t io n s .  

M a r k e t s  m a y  t h e r e f o r e  b e  w e a k  in  i n d u c i n g  n o n - m a r g i n a l  

c h a n g e s  in  t h e  s t r u c t u r e  o f  t h e  e c o n o m y .  F in a l ly ,  m a r k e t s  h a v e
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a t e n d e n c y  to  a g g r a v a t e  w e a l t h  a n d  i n c o m e  in e q u a l i t i e s ,  a n d  th e  

p ro b le m  c a n n o t  b e  d e a l t  w i t h  e n t i r e l y  b y  t a x a t i o n ,  a t  le a s t  in  th e  

shor t  t e r m ,  b c c a u s e  o f  th e  e f fec ts  o n  in c e n t iv e s .

T h is  d a u n t i n g  l i s t  d o e s  n o t  t e m p t  E s t r i n  a n d  W i n t e r  to  

a b a n d o n  th e  m a r k e t  as th e  p r i n c i p a l  a l l o c a t io n  m e c h a n i s m .  In  

the e n d ,  th e s e  d i s a d v a n t a g e s  a r e  n o t  s u f f i c i e n t  to  o u t w e i g h  th e  

gains in  e f f ic i e n c y  f r o m  d e c e n t r a l i z a t i o n .  H o w e v e r ,  m a r k e t  

socialists w i l l  w a n t  t o  p r e v e n t  as m a n y  as p o s s i b l e  o f  th e s e  

p ro b le m s  f r o m  e m e r g i n g ,  b y  a l t e r i n g  p r o p e r t y  r i g h t s  a n d  b y  

ad ju s t in g  th e  le g a l  s y s t e m  so  as to  p r o v i d e  in c e n t iv e s  f o r  p e o p l e  

to c h o o s e  m o r e  d e s i r a b l e  p a t t e r n s  o f  b e h a v i o u r .  In  t h e  l im i t ,  

m a rk e t  so c ia l i s ts  m a y  e v e n  h a v e  to  o v e r r i d e  c e r t a in  f ree  m a r k e t  

o u tc o m e s .  P r e f e r a b l y  th is  w i l l  b e  in  a d e c e n t r a l i z e d  w a y  b y  

s p o n s o r in g  t h e  e m e r g e n c e  o f  n o n - m a r k e t  i n s t i t u t i o n s  t o  d ea l  

w i th  sp ec if ic  p r o b l e m s ,  b u t ,  i f  n e c e s s a r y ,  d i r e c t  g o v e r n m e n t  

i n t e r v e n t io n  w i l l  b e  u s e d .  ‘In d i c a t i v e  p l a n n i n g ’ c a n  b e  u s e d  to  

s t im u la te  s u c h  p r i v a t e  in i t i a t i v e s .  T h i s  i n v o l v e s  a d e c e n t r a l i z e d  

and d e m o c r a t i c  p r o c e s s  o f  c o n s u l t a t i o n  a n d  d i s c u s s i o n  to  d e v i s e  

a g u id e  to  m e d i u m - t e r m  e c o n o m i c  d e v e l o p m e n t  in  t h e  m e d i u m  

te rm . C r e a t i n g  t h e  i n s t i t u t i o n s  o f  a n  in d i c a t iv e  p l a n n i n g  p ro c e s s  

could  b e  a n  i m p o r t a n t  e x a m p l e  o f  i n s t i t u t i o n a l  i n t e r v e n t i o n  b y  a 

m a rk e t  so c ia l i s t  g o v e r n m e n t .

In d i c a t iv e  p l a n n i n g  a c ts  as a c o m p l e m e n t  to ,  r a t h e r  t h a n  a 

s u b s t i tu te  fo r ,  th e  m a r k e t  m e c h a n i s m .  In  c o n t r a s t  to  c e n t r a l  

p la n n in g ,  it  h a s  n o  i m p l e m e n t a t i o n  p h a s e .  It  a l l o w s  in d i v id u a l s  

to m a k e  t h e i r  e c o n o m i c  d e c i s io n s  in  th e  k n o w l e d g e  o f  w h a t  

the ir  s u p p l ie r s ,  b u y e r s ,  a n d  c o m p e t i t o r s  w i l l  d o .  M o r e  i m p o r t ­

an t ly ,  it  a l l o w s  a m a r k e t  so c ia l i s t  g o v e r n m e n t  to  c o - o r d i n a t e  its 

ran ge  o f  p o l i c y  i n t e r v e n t i o n s  to  e n s u r e  m a r k e t  o u t c o m e s .

E s t r i n ’s a n d  W i n t e r ’s s e c o n d  o b je c t i v e  is to  a r g u e  t h a t  th e  case  

for  m a r k e t  s o c i a l i s m  re s ts  o n  m o r e  t h a n  th e  a t t r a c t i o n s  o f  

m a rk e ts .  I t  is a l so  b a s e d  o n  th e  fa i lu r e s  o f  t h e  p r i n c ip a l  

alternative: c e n t ra l  p la n n in g .  T h e i r  d is cu ss io n  e x a m in e s  p la n n in g  

b o th  f r o m  a t h e o r e t i c a l  p e r s p e c t i v e ,  a n d  w i t h  r e f e r e n c e  to  S o v ie t  

a n d  E a s t e r n  E u r o p e a n  e x p e r i e n c e .  I t  is r e l a t i v e ly  e a s y  to  

establish th a t  c e n t ra l  p l a n n in g  o f  an  e n t i re  e c o n o m y  is unfeas ib le .  

P la n n e rs  d o  n o t  h a v e  e n o u g h  i n f o r m a t i o n  to  c o n s t r u c t  p la n s  

w h ic h  a re  i n t e r n a l l y  c o n s i s t e n t ,  a n d  th e  o t h e r  a c to r s  in  th e
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e c o n o m y — w o r k e r s ,  c o n s u m e r s ,  a n d  p a r t i c u l a r l y  e n t e r p r i s e  

m a n a g e r s — h a v e  n o  i n c e n t i v e  e i t h e r  to  p r o v i d e  th e  c o r r e c t  

i n f o r m a t i o n  o r  t o  i m p l e m e n t  t h e  p la n s  p r o p e r l y .  E s t r i n  a n d  

W i n t e r  a l so  p o i n t  to  th e  d a n g e r s  o f  t o t a l i t a r i a n i s m  i n h e r e n t  in  

th e  o v e r c e n t r a l i z a t i o n  o f  a p l a n n i n g  m e c h a n i s m .

T h e  e x p e r i e n c e  o f  c e n t r a l  p l a n n i n g  in  t h e  S o v ie t  U n i o n  a n d  

E a s t e r n  E u r o p e  as a m e a n s  o f  a t t a i n i n g  so c ia l i s t  e n d s  d o e s  n o t  

in s p i r e  c o n f i d e n c e  in  t h e  a b i l i t y  o f  s u c h  p l a n n i n g  to  e l im i n a t e  

w a s t e  o r  e n c o u r a g e  e f f ic ie n c y .  P l a n n e r s  a t t e m p t  to  r e s o lv e  th e  

i n f o r m a t i o n a l  a n d  i n c e n t i v e  p r o b l e m s  b y  ‘t a u t n e s s ’— s e t t i n g  

p la n s  t h a t  a re  a t  o r  b e y o n d  th e  l im i t s  o f  th e  e n t e r p r i s e s ’ c a p a c i ty .  

T h i s  c re a te s  s h o r t a g e s  t h r o u g h o u t  t h e  e c o n o m y ,  w i t h  i n t e r n a l  

in c o n s i s t e n c i e s  r e s u l t i n g  f r o m  th e  f a i lu r e  o f  f i r m s  to  m e e t  t h e i r  

t a rg e ts .  T h e  e c o n o m y  o n l y  f u n c t i o n s  a t  all in  s u c h  a s y s t e m  

b e c a u s e  o f  t h e  e m e r g e n c e  o f  b la c k  a n d  g r e y  m a r k e t s .  S o c ia l is ts  

a t t a c k  th e  ‘a n a r c h y ’ o f  m a r k e t s ,  b u t  t h e r e  is a l so  a n  a n a r c h y  o f  

c e n t r a l  p l a n n i n g ,  w i t h  a p e r p e t u a l  s e l le r s ’ m a r k e t ,  s p e c u l a t i o n  

a n d  c o r r u p t i o n  in  b l a c k  m a r k e t s ,  a n d  e x t e n s iv e  w a s t e  a n d  p o o r  

q u a l i ty  o u t s i d e  p r i o r i t y  a reas .

D e s p i t e  th e  f a i lu r e  o f  c e n t r a l  p l a n n i n g  to  s u s t a in  a r e a s o n a b le  

g r o w t h  in  l i v in g  s t a n d a r d s  o v e r  r e c e n t  y e a r s ,  a t t e m p t s  a t  r e f o r m  

in , f o r  e x a m p l e ,  P o l a n d  h a v e  t e n d e d  t o  m a k e  m a t t e r s  e v e n  

w o r s e  so  far .  T h e  e n t r e n c h e d  b u r e a u c r a c y  a t  th e  h e a r t  o f  th e  

p l a n n i n g  s y s t e m  is a h i g h l y  c o n s e r v a t i v e  é l i te ,  as u n w i l l i n g  to  

f o r g o  its  p r i v i l e g e s  as a n y  o f  i ts  c a p i ta l i s t  c o u n t e r p a r t s .  It is s m a l l  

w o n d e r  t h a t  c e n t r a l l y  p l a n n e d  e c o n o m i e s  h a v e  d o n e  l i t t le  to  

e l im i n a t e  i n e q u a l i t i e s  in  w e a l t h  a n d  p r iv i l e g e ;  i n d e e d ,  in  s o m e  

r e s p e c ts  th e s e  i n e q u a l i t i e s  a re  g r e a t e r  t h a n  in  t h e  W e s t .

S o ,  e v e n  t h o u g h  m a r k e t s  h a v e  s e v e r e  d e f ic ie n c ie s ,  E s t r i n  a n d  

W i n t e r  b e l i e v e  t h a t  c e n t r a l  p l a n n i n g  d o e s  n o t  o f f e r  a v ia b le  

a l t e rn a t iv e .  W e  a r e  f o r c e d  b a c k  to  t h e  m a r k e t  m e c h a n i s m .  T h e  

a r g u m e n t  h e r e  is q u i t e  s u b t l e .  In  p ra c t ic e ,  all e c o n o m i e s  u se  

m a r k e t s  a n d  all u s e  p l a n n i n g ,  to  a g r e a t e r  o r  le s se r  d e g re e .  S o -  

called m a r k e t  e c o n o m ie s  p la n  v a r io u s  specif ic  fields o f  ac t iv i ty —  

w i t h i n  t h e  w e l f a r e  s y s t e m ,  e d u c a t i o n ,  o r  m u l t i - d i v i s i o n a l  f i rm s .  

S im i l a r ly  m a r k e t s  e m e r g e  in  p l a n n e d  e c o n o m i e s ,  w h e t h e r  le ga l  

o r  i l leg a l ,  t o  fill a l lo c a t iv e  g a p s .  T h e  q u e s t i o n  is w h i c h  o f  th e  

t w o  m e c h a n i s m s  is t o  b e  t h e  principa l  m e t h o d  o f  a l lo c a t in g
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resources :  m a r k e t  o r  p la n .  E s t r i n  a n d  W i n t e r  a r g u e  th a t ,  i f  

markets  are  u s e d  as th e  p r in c ip a l  e c o n o m ic  m e c h a n i s m ,  p la n n in g  

can be  u s e d  as a n d  w h e r e  i t  is n e c e s s a r y .  I f  p l a n n i n g  is u s e d ,  th e  

m a rk e t  m e c h a n i s m  is d e b i l i t a t e d ,  a n d  is t o o  w e a k  to  p ic k  u p  th e  

picces. C e n t r a l  p l a n n i n g  i n s t i t u t i o n s  n e c e s s a r i l y  s u p p r e s s  a n d  

d a m a g e  th e  m a r k e t  m e c h a n i s m  a n d  th e  k e y  c h a ra c t e r i s t i c s  o n  

w h ic h  it  t h r i v e s — r i s k - t a k i n g ,  e n t r e p r e n e u r s h i p ,  a n d  c o m ­

p e t i t iven ess .  I t  is b e t t e r  to  m a k e  m a r k e t s  t h e  p r i n c ip a l  e x c h a n g e  

m e c h a n i s m ,  s u p p l e m e n t e d  b y  n o n - m a r k e t  m e c h a n i s m s  s h o u l d  

the n e e d  a r ise .  W h e n  th e s e  b r e a k  d o w n ,  a w e l l - d e v e l o p e d  

m a rk e t  s y s t e m  w i l l  b e  a v a i la b l e  011 w h i c h  t o  fall b a c k .

S O C I A L I S T  E N D S  A N D  C A P I T A L I S M

If soc ia l is ts  c a n n o t  re j e c t  m a r k e t s ,  p e r h a p s  t h e y  s h o u l d  in s te a d  

e m b ra c e  c a p i t a l i s m  in i ts  e n t i r e t y .  S o c ia l is t  w o r r i e s  a b o u t  

in e q u a l i ty  c o u l d  p e r h a p s  b e  a s s u a g e d  b y  ta x e s  a n d  s u b s id ie s ,  

w ith  th e  w e l fa r e  s ta te  e n s u r in g  m i n i m u m  s ta n d a rd s  in  e d u c a t io n ,  

h eal th ,  a n d  l i v in g  s t a n d a r d s .  S o c ia l  c o r p o r a t i s m  a n d  th e  

e n h a n c e d  p o w e r  o f  u n i o n s  w o u l d  c i r c u m v e n t  p r o b l e m s  o f  

cap i ta l is t  d o m i n a t i o n  a t  th e  w o r k p l a c e .  T h i s  v i s io n  h a s  b e e n  

in s p ire d  b y  th e  su c c e s s e s  o f  so c ia l  d e m o c r a c y  in  S w e d e n  a n d  

A u s tr ia ,  a n d  h a s  h e l p e d  to  m o t i v a t e  m u c h  o f  th e  B r i t i s h  L a b o u r  

P a r t y ’s t h i n k i n g  s in c e  th e  S e c o n d  W o r l d  W a r  (see in p a r t i c u l a r  

C r o s l a n d ,  1964). I t  is c h a l l e n g e d  a n d  d e c i s iv e ly  re j e c te d  b y  

D a v id  W i n t e r  in  C h a p t e r  6.

W i n t e r  s e e k s  to  e x p o u n d  th e  f u n d a m e n t a l  o b j e c t i o n s  th a t  

socia lis ts  h a v e  to  t h e  c a p i ta l i s t  s y s t e m ,  a n d  t h e r e b y  to  in d ic a te  

the f o r m  t h a t  c h a n g e s  w i l l  h a v e  to  t a k e  i f  o n e  s eek s  to  i n t r o d u c e  

m a r k e t  s o c i a l i s m .  T h e  a n a ly s is  ta k e s  h i m  b a c k  to  th e  p r o b l e m s  

tha t  l e f t - w i n g  ,th i n k e r s  h a v e  t r a d i t i o n a l ly  id e n t i f i e d  w i t h  th e  

cap i ta l is t  s y s t e m :  e x p l o i t a t i o n ,  th e  d y n a m i c  p r o c e s s  w h i c h  

c o n t in u a l ly  r e g e n e r a t e s  i n e q u a l i t i e s  o f  i n c o m e  a n d  w e a l t h ,  a n d  

the  d o m i n a t i o n  o f  l a b o u r  b y  ca p i ta l  in  th e  w o r k p l a c e .  H e  f in d s  

little m e r i t  in  th e  t r a d i t io n a l  socialis t  s o lu t io n  to  these  p r o b l e m s —  

n a t io n a l i z a t io n .  R a t h e r  h e  p o i n t s  to  f u n d a m e n t a l  c h a n g e s  in  th e  

p r o p e r t y - r i g h t  s y s t e m  w h i c h  w i l l  i m p e d e  o r  e l im i n a t e  th e se  

e x p l o i t a t i v e  p r o c e s s e s  d e s p i t e  th e  o p e r a t i o n  o f  m a r k e t s .
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E x p l o i t a t i o n  o f  w o r k e r s  is t r a d i t i o n a l ly  t h o u g h t  to  a r ise  

b e c a u s e  c a p i ta l i s t s  o w n  th e  m e a n s  o f  p r o d u c t i o n ,  in i t i a l ly  b y  

d i r e c t  p o s s e s s io n  b u t  m o s t  c o m m o n l y  n o w  t h r o u g h  l i m i t e d  

l ia b i l i ty  c o m p a n i e s .  T h e  M a r x i s t  n o t i o n  o f  e x p l o i t a t i o n  re s ts  o n  

th e  l a b o u r  t h e o r y  o f  v a lu e ,  w h i c h  s h o w s  th a t ,  w h e n  w o r k e r s  sell 

th e i r  l a b o u r  s e r v ic e s  t o  c a p i ta l i s t s ,  i ts  v a l u e  to  th e  c a p i ta l i s t  is 

g r e a t e r  t h a n  th e  v a l u e  o f  g o o d s  th e  w o r k e r s  c a n  p u r c h a s e  w i t h  

th e i r  w a g e s .  T h i s  v i e w  h a s  r e c e n t l y  b e e n  c h a l l e n g e d  b y  J o h n  

R o e m e r  (1982) ,  w h o  e s t a b l i s h e s  t h a t  th is  c o n c e p t  o f  e x p l o i t a t i o n  

b e c o m e s  h a r d e r  t o  s u s t a in  as so c ia l  h e t e r o g e n e i t y  in c re a se s .  In  

p a r t i c u l a r ,  h e  p r o v i d e s  a t h e o r e t i c a l  c o u n t e r - e x a m p l e  t o  th e  

M a r x i s t  v i e w  t h a t  c a p i ta l i s t s  a l w a y s  e x p l o i t  w o r k e r s  b y  n o t i n g  

th e  p o s s i b i l i t y  o f  r i c h  w o r k e r s  e x p l o i t i n g  p o o r  c a p i ta l is t s .  T h e  

s t r a i g h t f o r w a r d  l i n k  b e t w e e n  in e q u a l i t i e s  in  w e a l t h  a n d  e x p l o i t a ­

t i o n  c a n  b r e a k  d o w n  w h e n  p e o p l e  d i f f e r  w i t h  r e g a r d  to  i n h e r i t e d  

ab i l i t ie s  a n d  ta s tes .

W i n t e r  u se s  th i s  r a t h e r  a b s t r a c t  a r g u m e n t  to  d is t i l  th e  e s s e n t i a l  

charac te r is t ics  o f  cap i ta l is t  e x p lo i t a t io n  f r o m  th e  a n c ien t  t h e o lo g y  

o f  t h e  l a b o u r  t h e o r y  o f  v a lu e .  E x p l o i t a t i o n  in  a c a p i ta l i s t  s o c i e ty  

a r ises  f r o m  t w o  so u r c e s :  t h e  d i f f e r e n t i a l  o w n e r s h i p  o f  p r o d u c t i v e  

a sse ts ,  a n d  th e  d i s p e r s i o n  o f  sk i l ls  a n d  t a le n t s  a c ro s s  th e  

p o p u l a t i o n .  E v e n  i f  al l i n c o m e  d i f f e r e n c e s  a re  n o t  e n t i r e ly  

e r a d i c a te d ,  so c ia l i s ts  w o u l d  s t i l l  w i s h  t o  e l im i n a t e  th e  i n e q u a l i t y  

th a t  arises f r o m  d if fe ren ces  in  th e  o w n e r s h i p  o f  th e  m e a n s  o f  p r o ­

d u c t io n ,  b o t h  b e c a u s e  th e s e  a r e  t h e  p r i n c ip a l  s o u r c e  o f  i n e g a l i t ­

a r i a n i s m ,  p a r t i c u l a r l y  o v e r  t i m e ,  a n d  b e c a u s e  t h e y  u n d e r l i e  th e  

d o m i n a t i o n  o f  w o r k e r s  b y  c a p i ta l i s t s  in  th e  w o r k p l a c e .

S o c ia l is ts  h a v e  u s u a l ly  s o u g h t  to  r e d u c e  th is  p r o b l e m  b y  th e  

p i e c e m e a l  n a t i o n a l i z a t i o n  o f  i n d u s t r y .  W i n t e r  a r g u e s  t h a t  th e  

e x p e r i e n c e  o f  p u b l i c  o w n e r s h i p  in  m o s t  W e s t e r n  e c o n o m i e s  h a s  

n o t  b e e n  a h a p p y  o n e .  I t  is n o t  c le a r  w h i c h  a s se ts  s h o u l d  b e  

n a t io n a l i z e d ,  n o r  w h a t  s h o u l d  b e  d o n e  w i t h  t h e m  o n c e  t h e y  a re  

in  p u b l i c  h a n d s .  T h e  p u b l i c  s e c t o r  o f  m o s t  W e s t e r n  c o u n t r i e s  is 

th e re fo re  ty p ica l ly  a r a g b a g  o f  uti li t ies, p u b l ic  se rv ice  c o rp o ra t io n s ,  

d efence  c o n t r a c to r s ,  oil  c o m p a n ie s ,  p re v io u s ly  b a n k r u p t  capita l is t  

f i rm s ,  a n d  m i s c e l l a n e o u s  o t h e r s  u n i t e d  o n l y  b y  th e i r  o w n e r s h i p  

s t r u c t u r e .  S in c e  t h e  p u r p o s e  is to  p r e v e n t  o t h e r s  f r o m  o w n i n g  

t h e  a sse ts ,  r a t h e r  t h a n  to  a c h ie v e  a n y t h i n g  w i t h  t h e m  itse lf ,  th e



state o f t e n  r u n s  th e s e  f i r m s  b a d l y ,  s o  p r o b l e m s  o f  in e f f i c ie n c y  

and  b u r e a u c r a c y  g e n e r a l l y  e m e r g e .  P o l i t i c a l  c o n t r o l  p r o d u c e s  

p o w erfu l  in te re s t  g r o u p s  b u t  ra re ly  e n h a n c e s  e c o n o m ic  eff ic iency, 

n o r  p r o v i d e s  d i s t i n c t  b e n e f i t s  to  t h e  f i r m ’s w o r k e r s .

I f  n a t i o n a l i z a t i o n  is n o t  th e  p a n a c e a ,  c a n  th e  e x p l o i t a t i o n  

p r o b l e m  b e  r e s o l v e d  b y  ‘e g a l i t a r i a n  c a p i t a l i s m ’? P u t  a n o t h e r  

w ay ,  is t h e r e  s o m e t h i n g  i n h e r e n t  in  t h e  c a p i ta l i s t  s y s t e m  w h i c h  

g ene ra te s  a n  u n e q u a l  d i s t r i b u t i o n  o f  cap i ta l ,  a n d  th e r e f o r e  

e x p lo i ta t io n ?  W i n t e r  a n s w e r s  th i s  q u e s t i o n  in  th e  p o s i t i v e .  

C a p i t a l i s m  h a s  t r a d i t i o n a l l y  b e e n  c h a r a c t e r i z e d  b y  th e  s c a r c i t y  o f  

capital a n d  th e  a b u n d a n c e  o f  l a b o u r ,  e x p l a i n i n g  th e  r e l a t i v e ly  

h igh  r e t u r n s  p a i d  to  t h e  f o r m e r .  A s  a c c u m u l a t i o n  r e d u c e s  th e  

re tu rn  t o  c a p i ta l ,  n e w  sc a rc i t ie s  a re  g e n e r a t e d  b y  te c h n ic a l  

advance. M o r e o v e r ,  th e  u n c e r ta in t ie s  s u r r o u n d i n g  th e  g e n e ra t io n  

o f  p r o f i t  e n s u r e  t h a t  t h e  s u r v i v i n g  o w n e r s  o f  c a p i ta l  a re  

re la t iv e ly  r ic h ;  t h e  u n s u c c e s s f u l  c a p i ta l i s t s ,  w h o  m a k e s  lo sses  

ra th e r  t h a n  p r o f i t s ,  h a v e  th e i r  a s se ts  s c r a p p e d  a n d  r e v e r t  to  b e i n g  

w o rk e r s .  S u c c e s s fu l  c a p i ta l i s t s  o n  th e  o t h e r  h a n d  c a n  d iv e r s i f y  

the ir  p o r t f o l i o s  t o  s p r e a d  th e i r  r i sk s ,  w h i c h  f u r t h e r  in c re a s e s  th e  

c o n c e n t r a t i o n  o f  o w n e r s h i p .  T h e s e  p e r s i s t e n t  r e l a t i v e  sca rc i t ie s  

o f  l a b o u r  a n d  c a p i ta l  m e a n  t h a t  w o r k e r s  w i l l ,  o n  th e  w h o l e ,  e a r n  

a re la t iv e ly  s m a l l  s h a r e  o f  th e  c a k e ,  a n d  t h a t  c a p i ta l is t s  w i l l  h a v e  

the  p o w e r  to  a r r a n g e  a n d  c o n t r o l  th e  l iv e s  o f  w o r k e r s  a t  th e  

w o rk p la c e .

H a v i n g  i s o l a t e d  th e  p r o b l e m ,  W i n t e r  a r g u e s  t h a t  th e  o n l y  w a y  

o f  r e f o r m i n g  a c a p i t a l i s t  e c o n o m y  is b y  c h a n g i n g  th e  le ga l  

f r a m e w o r k  t h a t  s u p p o r t s  it .  W h o l e s a l e  e x p r o p r i a t i o n  v ia  

n a t io n a l i z a t io n  h a s  l i m i t e d  b e n e f i t .  H e  h a s  s y m p a t h y  f o r  th e  

‘p o ll  g r a n t s ’, d i s c u s s e d  in  C h a p t e r  8 b y  J u l i a n  L e  G r a n d ,  b u t  

feels th e  l o n g - r u n  e f f e c ts  w i l l  b e  s l ig h t  g i v e n  th e  i n h e r e n t  

d y n a m ic s  o f  t h e  c a p i t a l i s t  s y s t e m .

W i n t e r  a lso  n o t e s  t h a t  c a p i ta l i s t  ac ts  c a n  b r i n g  s ig n i f i c a n t  

social b e n e f i t s — f o r  e x a m p l e ,  th e  w i d e s p r e a d  d i f f u s io n  o f  n e w  

p r o d u c t i o n  p r o c e s s e s  o f  p r o d u c t s .  A s  h e  p o i n t s  o u t ,  w i t h  

a p p r o p r i a t e  l i m i t s  i t  is n o t  c le a r  t h a t  o n e  w o u l d  w a n t  to  ru l e  o u t  

c a p i ta l is t  ac ts  b e t w e e n  c o n s e n t i n g  a d u l t s  a l t o g e t h e r .  S o  f i r m s  

can b e  c a p i ta l i s t  u p  t o  a c e r t a in  size, b u t  th e  b u l k  o f  o w n e r s h i p  

c a n n o t  b e  p r i v a t e  in  a so c ia l i s t  s o c ie ty .
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16 i .  M a r k e t  Socialism

In  p r a c t ic e ,  m o s t  l a r g e  f i r m s  a r e  n o t  p r i v a t e l y  o w n e d ,  b u t  

o w n e d  b y  t h e i r  s h a r e h o l d e r s .  W i n t e r  sees  th i s  s e p a r a t i o n  o f  

o w n e r s h i p  a n d  c o n t r o l  as a n  i m p o r t a n t  s o u r c e  o f  in e f f i c ie n c y  in  

c o n t e m p o r a r y  c a p i t a l i s m .  B u t  it  d o e s  o p e n  t h e  p o s s i b i l i t y  o f  

a l t e r i n g  o w n e r s h i p  a r r a n g e m e n t s  w i t h o u t  t h e  e f f ic ie n c y  losses  

t h a t  c o u l d  r e s u l t  f r o m  th e  a p p r o p r i a t i o n  o f  th e  asse ts  o f  ‘h e r o i c  

c a p i t a l i s t s ’. C h a n g e s  in  t h e  C o m p a n i e s  A c t  to  e l im i n a t e  th e  

l i m i t e d  l i a b i l i ty  c o m p a n y  a r e  r e l e v a n t  h e r e .  W i n t e r  c o n c l u d e s  

th a t  c a p i ta l i s t  o r  m a n a g e r i a l  d o m i n a t i o n  in  th e  w o r k p l a c e  is b e s t  

r e s o lv e d  b y  a s y s t e m  o f  w o r k e r s ’ co n t ro l :  th e  su b jec t  o f  C h a p t e r  7.

w o r k e r s ’ c o - o p e r a t i v e s

W o r k e r s ’ c o - o p e r a t i v e s  a r e  i n t e l l e c tu a l ly  f a s h io n a b l e  a c ro s s  

m u c h  o f  th e  p o l i t i c a l  s p e c t r u m  a n d  d e s e r v e d l y  so . In  C h a p t e r  7 

S a u l  E s t r i n  sp e l ls  o u t  t h e i r  a d v a n t a g e s ;  b u t  h e  a l so  p o i n t s  to  t h e i r  

l i m i t a t i o n s ,  a n d  s u g g e s t s  w a y s  in  w h i c h  th e s e  m a y  b e  o v e r c o m e .

T h e  f i r s t  m e r i t  o f  c o - o p e r a t i v e s  is t h a t  th e y  e l im i n a t e  th e  

e x p l o i t a t i o n  o f  l a b o u r  b y  c a p i ta l .  R a t h e r  t h a n  th e  o w n e r s  o f  

c a p i ta l  h i r i n g  l a b o u r ,  l a b o u r  h i r e s  cap i ta l .  T h e  m e a n s  o f  

p r o d u c t i o n  b e c o m e  a t o o l  o f  l a b o u r  in s t e a d  o f  its  m a s t e r .

S e c o n d ,  c o - o p e r a t i v e s  a r e  d e m o c r a t i c .  In  c o n t e m p o r a r y  

W e s te rn  e c o n o m ie s ,  th e r e  is a s h a r p  c o n t r a s t  b e t w e e n  d e m o c r a c y  

in  th e  p o l i t i c a l  p r o c e s s  a n d  a u t o c r a c y  in  t h e  w o r k p l a c e .  T h e  

l a t te r  c re a te s  d i s s a t i s f a c t i o n  a n d  a l i e n a t io n ,  l e a d in g  to ,  o n  th e  

i n d i v id u a l  le v e l ,  o b s t r u c t i v e  b e h a v i o u r  o n  t h e  f a c t o r y  f lo o r ,  

a b s e n t e e i s m ,  s h i r k i n g ,  a n d  h i g h  l a b o u r  t u r n o v e r ,  a n d ,  in  a 

u n i o n i z e d  e n v i r o n m e n t ,  in d u s t r i a l  m i l i t a n c y .  B y  c o n t r a s t ,  in  a 

c o - o p e r a t i v e ,  p o w e r  is s p r e a d  t h r o u g h o u t  t h e  e n t e r p r i s e  w i t h  

e a c h  m e m b e r  f o r m a l l y  h a v i n g  e q u a l  v o t i n g  r i g h t s ,  a n d  a c h a n c e  

to  s h a r e  in  m a n a g e r i a l  f u n c t io n s .  H o u r s  a n d  o t h e r  a s p e c t s  o f  

w o r k i n g  c o n d i t i o n s  c a n  b e  a l t e r e d  in  l in e  w i t h  w o r k e r s ’ d e s i re s .  

A ll  th is  c a n  c r e a t e  a h i g h l y  p o s i t i v e  a t t i t u d e  to  w o r k  a n d  an  

in c r e a s e d  c o m m i t m e n t  to  t h e  a c t iv i t ie s  o f  t h e  e n t e r p r i s e .

T h i s  le a d s  t o  t h e  t h i r d  a d v a n t a g e  o f  c o - o p e r a t i v e s :  t h e i r  

p o t e n t i a l  f o r  i n c r e a s i n g  e f f ic ie n c y .  T h i s  a r i se s  in  p a r t  b e c a u s e  o f  

th e  r e d u c t i o n  in  a l i e n a t io n  a n d  th e  a c c o m p a n y i n g  in c re a s e  in  

w o r k  c o m m i t m e n t  j u s t  d e s c r ib e d .  T h e  e n t e r p r i s e  m a y  a lso



benefi t  f r o m  b e i n g  b e t t e r  p l a c e d  to  d r a w  o n  th e  e x p e r t i s e  o f  th e  

sh o p - f lo o r ,  a v a l u a b le  r e s o u r c e  g e n e r a l ly  i g n o r e d  in  th e  h i e r ­

archical c a p i ta l i s t  f i r m s .  B u t  t h e  in c r e a s e  in  w o r k  e f f o r t  a n d  

th e re b y  e f f ic ie n c y  m a y  a lso  c o m e  a b o u t  b e c a u s e  e a c h  m e m b e r  

has a g r e a t e r  s t a k e  in  t h e  p r o f i t  o f  th e  e n t e r p r i s e .  T h e y  a re  n o t  

w o r k in g  s i m p l y  t o  p r o v i d e  f o r  s h a r e h o l d e r s ’ d iv i d e n d s :  th e  

re w a rd s  f r o m  th e  e x t r a  h o u r  w o r k e d  a t  th e  e n d  o f  t h e  d a y  g o  to  

those  w h o  w o r k  it.

T h e  p o t e n t i a l  o f  c o - o p e r a t i v e s  f o r  i n c r e a s e d  e f f ic ie n c y  h as  

been r a t h e r  o b s c u r e d  in  B r i t a i n  b y  th e  s p e c t a c u la r  f a i lu r e  o f  th e  

M e r id e n ,  S c o t t i s h  D a i l y  N e w s ,  a n d  K i r k b y  c o - o p e r a t i v e s  

s p o n s o r e d  b y  t h e  L a b o u r  G o v e r n m e n t  in  th e  1970s. H o w e v e r ,  

these s e e m  to  h a v e  b e e n  u n r e p r e s e n t a t i v e .  I ta ly ,  F ra n c e ,  a n d  

Spain  h a v e  l a r g e  a n d  s u c c e s s fu l  c o - o p e r a t i v e  s e c to r s .  E v e n  in  th e  

U n i t e d  K i n g d o m ,  E s t r i n  p o i n t s  o u t ,  th e  n u m b e r  o f  c o ­

o p e ra t iv e s  h a s  i n c r e a s e d  f r o m  less t h a n  t w e n t y  in  1975 to  

p e rh ap s ,  1 ,60 0  t o d a y ;  m o r e o v e r ,  t h e i r  f a i lu r e  r a te  s e e m s  to  b e  

l o w e r  t h a n  t h a t  o f  o t h e r  t y p e s  o f  s m a l l  b u s in e s s e s .

A  f o u r t h  a d v a n t a g e  o f  c o - o p e r a t i v e s  is t h a t  th e y  a re  l ik e ly  to  

be m o r e  e g a l i t a r i a n  t h a n  th e i r  c a p i ta l i s t  c o u n t e r p a r t s .  T h e  

d i s t r i b u t io n  o f  p r o f i t s  a m o n g  th e  w o r k - f o r c e  is l ik e ly  to  be  

m o r e  d i s p e r s e d  t h a n  a m o n g  s h a r e h o ld e r s ;  a n d ,  a l t h o u g h  s o m e  

p ay  d i f fe re n t ia l s  r e m a i n  w i t h i n  th e  w o r k - f o r c e ,  I ta l ian ,  F re n c h ,  

and  S p a n i s h  e x p e r i e n c e  s u g g e s t s  t h a t  th e y  w i l l  in  g e n e r a l  b e  

m u c h  s m a l l e r  t h a n  in  t h e  c o n v e n t i o n a l  c a p i ta l i s t  f i rm .

B u t ,  as E s t r i n  g o e s  o n ,  n e i t h e r  t h e  u n d o u b t e d  m e r i t s  n o r  th e i r  

c u r r e n t ly  f a s h io n a b l e  s t a tu s  s h o u l d  b l i n d  us  to  th e  d e fe c t s  o f  c o ­

o p e ra t iv e s .  F i r s t ,  t h e i r  c o n c e r n  f o r  w o r k e r s ’ w e l f a r e  m e a n s  th a t  

th e y  t e n d  to  a d j u s t  o u t p u t  less  t h a n  c a p i ta l i s t  f i r m s  in  r e s p o n s e  

to  c h a n g e s  in  d e m a n d  a n d  in  c o s t  c o n d i t i o n s .  In  g o o d  t im e s ,  c o ­

o p e ra t iv e s  w i l l  n o t  a d a p t  s u f f i c i e n t ly  to  h i g h  d e m a n d  o r  

t e c h n o lo g ic a l  c h a n g e s .  In  b a d  t im e s ,  c o - o p e r a t i v e s  a re  i l l - s u i t e d  

to  th e  h a r d  d e c i s io n s  i n v o l v e d  in  f u n d a m e n t a l  c a p i ta l  a n d  l a b o u r  

r e s t r u c t u r i n g .

T h i s  w o u l d  n o t  b e  s o  m u c h  o f  a p r o b l e m  i f  it  w e r e  r e la t iv e ly  

easy  to  s t a r t  o r  c lo se  c o - o p e r a t i v e s ,  f o r  t h e n  th e  fo r c e s  o f  

c o m p e t i t i o n  w o u l d  w e e d  o u t  t h e  s l u g g i s h  c o - o p e r a t i v e s  a n d  th e  

o v e ra l l  e f f ic ie n c y  o f  th e  e c o n o m y  b e  m a in t a in e d .  B u t ,  E s t r in
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18 i .  M a r k e t  Socialism

a rg u e s ,  in  p r a c t i c e  i t  is n o t  e a s y  t o  f o r m  o r  c lo se  c o - o p e r a t i v e s .  

T h e y  a r e  d i f f i c u l t  to  f o r m  b e c a u s e  t h e i r  p o t e n t i a l  m e m b e r s  h a v e  

to  f i n d  e a c h  o t h e r .  M o r e o v e r ,  e n t r e p r e n e u r s  w h o  h a v e  f o u n d  a 

p ro f i t a b le  o p p o r t u n i t y  a re  l ike ly  to  w a n t  to  e x p lo i t  it  th e m se lv e s ,  

n o t  s h a r e  i t  w i t h  t h e i r  w o r k - f o r c e .  T h e y  a re  d i f f i c u l t  to  c lo se  

b e c a u s e ,  d u e  to  t h e  v e r y  c o m m i t m e n t  t h e y  e n g e n d e r ,  t h e i r  

w o r k - f o r c e  is o f t e n  p r e p a r e d  to  a c c e p t  sac r if ic e s  t h a t  p e r m i t  

e n t e r p r i s e s  to  o p e r a t e  a t  le v e ls  w e l l  b e l o w  w h a t  w o u l d  b e  

e c o n o m i c a l l y  v ia b le  in  a m o r e  c o n v e n t i o n a l  c o n t e x t .

A  s e c o n d  m a j o r  p r o b l e m  c o n c e r n s  th e  t e n d e n c y  o f  c o ­

o p e r a t i v e s  to  u n d e r i n v e s t .  T h i s  a r i se s  b e c a u s e ,  in  c o - o p e r a t i v e s  

c o l le c t iv e ly  o w n e d  b y  th e  w o r k - f o r c e ,  c a p i ta l  i n v e s t m e n t  h a s  to  

c o m p e t e  w i t h  p a y  f o r  t h e  d i s t r i b u t i o n  o f  p r o f i t s .  I f  w o r k e r s  

c a n n o t  ta k e  th e i r  ‘s t a k e ’ o u t  o f  th e  c o - o p e r a t i v e  w h e n  th e y  

le ave ,  t h e n  t h e  o n l y  in c e n t i v e  th e y  h a v e  f o r  i n v e s t i n g  in  th e  

e n t e r p r i s e  is t h e  e x t r a  e a r n i n g s  t h e y  re c e iv e .  T h a t  is, t h e y  b e n e f i t  

o n l y  f r o m  th e  r e t u r n  o n  t h e  i n v e s t m e n t ;  th e  p r i n c ip a l  b e c o m e s  

p a r t  o f  th e  c o l l e c t iv e  a s s e ts  o f  th e  e n t e r p r i s e .  N e c e s s a r i l y  in  th is  

s i t u a t io n  t h e y  w i l l  i n v e s t  le ss  t h a n  i f  th e  i n v e s t m e n t  w e r e  b e i n g  

u n d e r t a k e n  b y  c o n v e n t i o n a l  c a p i ta l is t s ,  s in c e  th e  l a t t e r  w i l l  n o t  

o n l y  b e n e f i t  f r o m  a n y  r e t u r n  b u t  c a n  r e c o u p  th e  p r i n c ip a l  b y  

se l l in g  t h e i r  s h a r e s  o r  i f  n e c e s s a r y  t h e  e n t e r p r i s e  itself .

F u r t h e r ,  i f  w o r k e r s  i n v e s t  t h e i r  s a v i n g s  in  t h e  e n t e r p r i s e  b y  

f o r g o i n g  p a y  in c re a s e s  o u t  o f  p r o f i t s ,  t h e y  a re  o b v i o u s l y  less 

v u ln e r a b l e  t o  t h e  p o w e r  o f  c a p i ta l  th a n  in  t r a d i t i o n a l  c a p i ta l i s t  

f i rm s .  B u t  t h e y  a re ,  i f  a n y t h i n g ,  m o r e  v u ln e r a b l e  to  th e  p o w e r  

o f  th e  c o n s u m e r ;  f o r  c a p i ta l i s t  f i r m s  h a v e  s h a r e h o l d e r s  w h o  

a b s o r b  s o m e  o f  t h e  r i s k  a n d  c an  c u s h i o n  w o r k e r s  f r o m  s h o r t ­

t e r m  f l u c tu a t io n s  in  m a r k e t  d e m a n d .  In  a fu l ly  c o - o p e r a t i v e  

e c o n o m y ,  a fall in  t h e  d e m a n d  f o r  a n  e n t e r p r i s e ’s p r o d u c t  c o u l d  

r e s u l t  in  w o r k e r s  l o s i n g  b o t h  t h e i r  l i v e l i h o o d  a n d  th e i r  s a v in g s .  

A g a in ,  as w e l l  as b e i n g  so c ia l ly  u n d e s i r a b l e ,  th i s  is l ik e ly  to  

d i s c o u r a g e  i n v e s t m e n t .

T h e s e  d i f f i c u l t i e s — u n r e s p o n s i v e n e s s  a n d  u n d e r i n v e s t m e n t —  

s e e m  p r e t t y  d a m n i n g .  H o w e v e r ,  E s t r i n  a rg u e s ,  t h e y  a re  n o t  

e n d e m i c  to  all f o r m s  o f  c o - o p e r a t i v e s ,  b u t  m e r e l y  t o  c e r t a in  

ty p e s .  O n e  s o l u t i o n  t o  t h e  u n d e r i n v e s t m e n t  p r o b l e m ,  f o r  

in s ta n c e ,  is t o  a d o p t  a m o d e l ,  m o r e  p r e v a l e n t  in  th e  U n i t e d
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States t h a n  in  E u r o p e ,  w h e r e  t h e  w o r k e r s  a re  g iv e n  e q u i t y  

shares in  th e  e n t e r p r i s e .  A n o t h e r  m o d e l ,  o n e  t h a t  a d d re s s e s  b o t h  

sets o f  p r o b l e m s ,  is t h e  l a b o u r - c a p i t a l  p a r t n e r s h i p ,  d i s c u s s e d  

briefly b y  A b e l l  in  C h a p t e r  4. H e r e  o w n e r s  o f  c a p i ta l  t a k e  o u t  

equity  sh a re s  in  e n t e r p r i s e s ;  b u t  b o t h  l a b o u r  a n d  c a p i ta l  a re  

rep re se n ted  o n  th e  b o a r d ,  w i t h  n e i t h e r  s id e  n e c e s s a r i l y  h o l d i n g  a 

m a jo r i ty  o f  v o t i n g  r i g h t s .  T h e  fa c t  t h a t  c a p i ta l  is r e p r e s e n t e d  o n  

the b o a r d  m e a n s  t h a t  c o n v e n t i o n a l  n o t i o n s  o f  e c o n o m i c  r e t u r n  

and v ia b i l i ty  w i l l  p l a y  a m o r e  i m p o r t a n t  r o l e  in  d e t e r m i n i n g  th e  

en te rp r i se ’s a c t iv i t ie s ,  t h u s  i n c r e a s i n g  its  r e s p o n s iv e n e s s  to  

m a rk e t  c o n d i t i o n s  a n d  its  i n v e s t m e n t  p o te n t i a l .

E s t r in ,  h o w e v e r ,  p r e f e r s  a m o r e  r a d ic a l  s o l u t i o n .  H e  p r o p o s e s  

the e s t a b l i s h m e n t  o f  c o m p e t i n g  h o l d i n g  c o m p a n i e s  in  w h i c h  th e  

o w n e r s h ip  o f  p r o d u c t i v e  c a p i ta l  w o u l d  b e  v e s t e d .  T h e s e  w o u l d  

lend cap i ta l  to  e n t e r p r i s e s  a t  t h e  m a r k e t  r a t e  o f  i n t e r e s t .  T h e  

h o ld in g  c o m p a n i e s  w o u l d  b e  e m p o w e r e d  to  se t  u p  n e w  c o ­

o p e ra t ives  in  a re a s  w i t h  p r o f i t  p o t e n t i a l ;  t h e y  w o u l d  a lso  b e  a b le  

to c lose d o w n  s t r u g g l i n g  c o - o p e r a t i v e s  i f  t h e i r  w a g e s  fell b e l o w  

a p r e s c r ib e d  m i n i m u m .  T h e  h o l d i n g  c o m p a n i e s  t h e m s e l v e s  

w o u ld  b e  o w n e d  b y  e q u i t y  s h a r e h o l d e r s ,  b y  th e  s ta te ,  o r  b y  

o the r  c o - o p e r a t i v e s .

T h is  s y s t e m  s h o u l d  o v e r c o m e  m o s t  o f  th e  d i f f i c u l t ie s  f a c e d  b y  

a c o - o p e r a t i v e  e c o n o m y .  B u t  t h e r e  r e m a i n s  th e  p r o b l e m  o f  th e  

t r an s i t io n .  H o w  d o  w e  g e t  t h e r e  f r o m  h e re ?  A n  i n t e r e s t i n g  

s u g g e s t io n ,  o r i g i n a l l y  m a d e  b y  W i n t e r  a n d  d e v e l o p e d  b y  E s t r in ,  

is to  u se  th e  s t r u c t u r e  o f  e x i s t i n g  p u b l i c ly  q u o t e d  f i r m s .  T h e  

ex is t in g  o w n e r s h i p  a r r a n g e m e n t s  w o u l d  r e m a i n  u n c h a n g e d ;  b u t  

the h e a d  o f f ic e  o f  e a c h  f i r m  w o u l d  b e  c o n v e r t e d  i n t o  t h e  h o l d i n g  

c o m p a n y ,  w h i l e  th e  f i r m ’s p l a n t s  w o u l d  b e  t r a n s f o r m e d  in to  

s e l f - m a n a g in g  c o - o p e r a t i v e s  a n d  g iv e n  th e i r  ‘i n d e p e n d e n c e ’. 

T h e y  c o u l d  c h o o s e  to  r e m a i n  w i t h  t h e i r  o r i g in a l  h e a d  o ff ice ,  

n o w  a h o l d i n g  c o m p a n y ,  p a y i n g  t o  t h a t  c o m p a n y  th e  m a r k e t  

interest ra te  o n  th e  v a lu e  o f  th e i r  p r o d u c t iv e  capital; a l te rn a t iv e ly ,  

i f  t h e y  p r e f e r r e d ,  t h e y  c o u l d  s h i f t  t o  a n o t h e r  h e a d  o f f ic e  o r  

h o ld in g  c o m p a n y  i f  t h a t  o f f e r e d  t h e m  a b e t t e r  deal .



20 i .  M a r k e t  Socialism

M A R K E T S ,  W E L F A R E ,  A N D  E Q U A L I T Y

In th e  f in a l  c h a p t e r  J u l i a n  L e  G r a n d  c o n s i d e r s  t w o  to p i c s ,  b o t h  

c o n c e r n e d  w i t h  t h e  r e l a t i o n s h i p  b e t w e e n  m a r k e t  s o c i a l i s m  a n d  

w e l f a r e .  F i r s t ,  h e  d is c u s s e s  t h e  p o t e n t i a l  f o r  m a r k e t s  in  w h a t  is, 

o u t s id e  t h e  f a m i l y ,  p e r h a p s  t h e  l a r g e s t  a re a  o f  n o n - m a r k e t  

a c t iv i ty  in  m o s t  W e s t e r n  e c o n o m i e s :  th e  p r o v i s i o n  o f  w e l f a r e  

se rv ic e s ,  s u c h  as e d u c a t i o n ,  h e a l th  ca re ,  h o u s i n g ,  so c ia l  ca re ,  a n d  

so c ia l  s e c u r i t y .  In  r e c e n t  y e a r s  t h e  w e l f a r e  s t a te  h a s  c o m e  u n d e r  

an u n p r e c e d e n t e d  b a r r a g e  o f  c r i t i c i s m ,  b e i n g  a c c u s e d  o f  i n ­

e f f ic ie n c y  in  i ts  u s e  o f  r e s o u r c e s ;  o f  b e i n g  u n r e s p o n s i v e  t o  th e  

n e e d s  a n d  w a n t s  o f  i t s  u s e r s  a n d  m o r e  c o n c e r n e d  w i t h  th e  

i n t e r e s t s  o f  i ts  e m p l o y e e s ;  o f  c r e a t in g  d e p e n d e n c y  a n d  u n d e r ­

m i n i n g  e c o n o m i c  a n d  o t h e r  i n c e n t iv e s ;  a n d  o f  fa i l in g  to  a c h ie v e  

e q u a l i t y ,  b o t h  w i t h i n  sp e c i f i c  w e l f a r e  a re a s  s u c h  as e d u c a t i o n  

a n d  h e a l th  a n d  w i t h i n  t h e  w i d e r  s o c ie ty .

M a n y  o f  th e s e  p r o b l e m s  h a v e  b e e n  w i l d l y  e x a g g e r a t e d ;  y e t ,  as 

Le G r a n d  a r g u e s ,  t h e  fa c t  t h a t  t h i n g s  a re  n o t  as b a d  as t h e y  a re  

o f t e n  m a d e  o u t  to  b e  d o e s  n o t  m e a n  t h a t  all is w e l l .  

U n d o u b t e d l y ,  m u c h  o f  t h e  w e l f a r e  s t a te  is in e f f i c ie n t ,  u n ­

r e s p o n s iv e ,  a n d  in e g a l i t a r i a n .  N o w  th e  c o n v e n t i o n a l  w i s d o m  

c o n c e r n i n g  m a r k e t s  is t h a t  t h e y  t e n d  to  e n c o u r a g e  e f f ic ie n c y  a n d  

r e s p o n s iv e n e s s ,  b u t  e x a c e r b a t e  in e q u a l i t y .  B u t  is th i s  a l w a y s  

t ru e ?  Is it  p o s s i b l e  to  i n t r o d u c e  m a r k e t - t y p e  w e l f a r e  r e f o r m s  

tha t  p r o m o t e  e f f ic iency  a n d  re s p o n s iv e n e s s  b u t  d o  n o t  inc rease—  

a n d  p e r h a p s  e v e n  r e d u c e — in e q u a l i t y ?  It  is to  th e s e  q u e s t i o n s  

th a t  th i s  f in a l  c h a p t e r  is a d d r e s s e d .

Le G r a n d  b e g i n s  b y  l o o k i n g  a t  th e  case  f o r  th e  m o s t  e x t r e m e  

‘r e f o r m ’ o f  t h e  w e l f a r e  s ta te :  i ts  r e p l a c e m e n t  in  all a reas  o f  

w e l f a r e  b y  t h e  p r i v a t e  m a r k e t  u n i m p e d e d  b y  a n y  f o r m  o f  

g o v e r n m e n t  i n t e r v e n t i o n .  H e  d is c u s s e s  s o m e  w e l l - k n o w n  

p r o b l e m s  w i t h  th e  u s e  o f  u n r e s t r i c t e d  m a r k e t s  f o r  th e  p r o v i s i o n  

o f  w e l f a r e  s e rv ic e s ,  i n c l u d i n g  th e  e x i s t e n c e  o f ‘e x t e r n a l ’ b e n e f i t s  

a s s o c ia te d  w i t h  m a n y  o f  th e s e  s e rv ic e s ,  th e  im b a la n c e  o f  

i n f o r m a t i o n  b e t w e e n  s u p p l i e r s  o f  s e r v ic e s  a n d  th e i r  c l ien ts ,  a n d  

th e  fac t  t h a t  t h e  d i s t r i b u t i o n  o f  s e rv ic e s  w o u l d  b e  d e t e r m i n e d  

p r i m a r i l y  b y  t h e  d i s t r i b u t i o n  o f  m a r k e t  i n c o m e s .  A  f u r t h e r  

p r o b l e m  t o  w h i c h  h e  d r a w s  a t t e n t i o n  is t h e  p o s s i b i l i t y  o f  f a m i ly
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e x p lo i ta t io n ;  i t  is a r g u a b l e  t h a t  a m a j o r  p u r p o s e  o f  th e  w e l f a r e  

state is to  p r o t e c t  i n d i v i d u a l s  f r o m  th e i r  fam il ie s .

So fu l l - s c a le  p r i v a t i z a t i o n  is n o t  t h e  a n s w e r .  B u t  w h a t  o f  

re fo rm s  t h a t  i n c o r p o r a t e  e l e m e n t s  o f  m a r k e t s ,  b u t  s t o p  s h o r t  o f  

c o m p le te  r e p l a c e m e n t  o f  t h e  w e l f a r e  s ta te?  L e G r a n d  d is c u s se s  

tw o  o f  th e s e  in  s o m e  d e ta i l :  v o u c h e r s ,  a n d  t a x - r e l a t e d  c h a rg e s .  

A l t h o u g h  v e r s i o n s  o f  th e s e  id e a s  h a v e  b e e n  c o l o n i z e d  b y  th e  

R ig h t ,  h e  p o i n t s  o u t  t h a t  s o m e  o f  t h e m  a lso  h a v e  re a l  m e r i t s  in  

socialist t e r m s ,  e s p e c i a l l y  i f  t h e y  a r e  a d a p t e d  a p p r o p r i a t e l y .  A  

v o u c h e r  s y s t e m ,  f o r  e x a m p l e ,  t h a t  d i s c r i m i n a t e d  in  f a v o u r  o f  

the  p o o r  w o u l d  i n c r e a s e  t h e i r  p o w e r  r e l a t i v e  to  t h a t  o f  w e l f a r e  

p ro v id e r s  as w e l l  as r e l a t i v e  to  o t h e r ,  r i c h e r  w e l f a r e  u s e r s — an  

o u t c o m e  t h a t  s e e m s  q u i t e  c o n s i s t e n t  w i t h  so c ia l i s t  idea ls .  

S im ila r ly ,  a c h a r g e  f o r  s e r v ic e s  t h a t  w a s  i n c o r p o r a t e d  i n t o  th e  

tax s y s t e m — a ‘u s e r  t a x ’— c o u l d  p r o m o t e  b o t h  e f f ic i e n c y  a n d  

fa irness— a g a in ,  a s o c ia l i s t  o u t c o m e .

H o w e v e r ,  t h e r e  a r e  s e r io u s  d i f f i c u l t ie s  a l so  a s s o c ia t e d  w i t h  th e  

a p p l ic a t io n  o f  t h e  v a r i o u s  id e a s  in  th e  w e l f a r e  a rea ,  a n d  L e  G r a n d  

w a rn s  t h a t  i t  is i m p o r t a n t  n o t  to  a d o p t  t h e m  w h o le s a l e .  I n s te a d ,  

he r e c o m m e n d s  th a t ,  w h e r e  p o s s ib le ,  s o m e  l i m i t e d  e x p e r i m e n t s  

are u n d e r t a k e n  so  as to  assess  in  p r a c t i c e  th e  e x t e n t  o f  th e  

p r o b l e m s  a n d  w h e t h e r  t h e y  o u t w e i g h  th e  a d v a n t a g e s .

T h e  s e c o n d  m a j o r  t o p i c  in  t h e  c h a p t e r  c o n c e r n s  th e  p o te n t i a l  

im p a c t  o f  th e  t a x  a n d  w e l f a r e  s y s t e m s  o n  w i d e r  e c o n o m i c  a n d  

social in e q u a l i t i e s .  In  p a r t i c u l a r ,  L e  G r a n d  fo c u s e s  o n  th e  

r e d i s t r i b u t io n  o f  w e a l t h ,  a t o p i c  t h a t  h a s  b e e n  r a t h e r  n e g l e c t e d  in  

recen t  y e a r s .  H e  a d v o c a t e s  th e  i n t r o d u c t i o n  o f  a l i f e t im e  c a p i ta l  

rece ip ts  ta x ,  th e  r e v e n u e s  f r o m  w h i c h  a r e  u s e d  to  f in a n c e  a ‘p o l l  

g r a n t ’: a c a p i ta l  g r a n t  t o  e v e r y o n e  o n  r e a c h i n g  th e  a g e  o f  

m a jo r i ty .  T h i s  w o u l d  g o  s o m e  w a y  t o w a r d s  t h e  a t t a i n m e n t  o f  

e q u a l i ty  a t  t h e  s t a r t i n g - g a t e — a n  a i m  w h i c h ,  as p o i n t e d  o u t  in  

P la n t ’s a n d  A b e l l ’s c h a p t e r s ,  is a n  e s s e n t i a l  p r e c o n d i t i o n  fo r  

m a rk e t  s o c i a l i s m .

W H A T  M A R K E T  S O C I A L I S M  IS N O T

A fte r  a n  e x p l a n a t i o n  o f  w h a t  m a r k e t  s o c i a l i s m  is, i t  s e e m s  

i m p o r t a n t  to  g iv e  s o m e  d i s c u s s i o n  o f  t h e  t h i n g s  it  is n o t .  O n e  o f
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th e  m o s t  i m p o r t a n t  o f  th e s e  c o n c e r n s  rac ia l  a n d  g e n d e r  

e x p l o i t a t i o n .  M a r k e t  s o c i a l i s m  is r a c e -  a n d  g e n d e r - b l i n d .  

I n d i v id u a l s  a r e  c o n s u m e r s ,  s a v e r s ,  w o r k e r s — n o t  m e n  o r  

w o m e n ,  b l a c k  o r  w h i t e ,  e a c h  w i t h  sp e c ia l  p r iv i l e g e s ,  p r o b l e m s ,  

o r  in t e r e s t s .  F o r  s o m e ,  b l i n d n e s s  o f  th i s  k i n d  is t h e  e s s e n c e  o f  a 

n o n - d i s c r i m i n a t o r y  s o c i e ty  a n d  h e n c e  w i l l  b e  o n e  o f  m a r k e t  

s o c i a l i s m ’s p r i n c i p a l  v i r tu e s ;  f o r  o t h e r s ,  i t  w o u l d  b e  o n e  o f  its 

g r a v e s t  d e f ic ie n c ie s .

F l o w e v e r ,  e v e n  f o r  th e  l a t t e r  g r o u p ,  th e  ‘d e f i c i e n c y ’ is o n e  

o f  o m i s s i o n  r a t h e r  t h a n  c o m m i s s i o n ;  t h e  v e r y  n e u t r a l i t y  o f  

m a r k e t  s o c i a l i s m  m e a n s  t h a t  t h e r e  is n o t h i n g  w i t h i n  i t  t h a t  is 

c o n t r a d i c t o r y  to ,  f o r  in s ta n c e ,  e q u a l  o p p o r t u n i t i e s  o r  p o s i t i v e  

d i s c r i m i n a t i o n  p o l i c ie s .  N o r  is t h e r e  a n y  r e a s o n  w h y  a m a r k e t  

so c ia l i s t  e c o n o m y  s h o u l d  n o t  o p e r a t e  e f f e c t i v e ly  in  t h e  p r e s e n c e  

o f  a n  a c t iv e  e n f o r c e m e n t  o f  s u c h  p o l ic ie s .  A s  E s t r i n  a n d  W i n t e r  

s t re s s ,  i t  is o n l y  t h e  p r i n c i p a l  e x c h a n g e  m e c h a n i s m  w h i c h  h a s  to  

b e  th e  m a r k e t .  T h i n g s  t h a t  a r e  b e s t  le f t  a lo n e  s h o u l d  b e  le f t  

a lo n e .  B u t  i f  c e r t a in  o u t c o m e s  le a d  to  p u b l i c  d i s q u ie t ,  m a r k e t  

s o c ia l i s ts  h a v e  t h e  fu l l  p a n o p l y  o f  f isca l  a n d  l e g is la t iv e  t o o l s  at 

t h e i r  d i s p o s a l  t o  d e a l  w i t h  t h e m .

B u t ,  f o r  i t s  c r i t ic s ,  p e r h a p s  t h e  p r i n c ip a l  t h i n g  t h a t  m a r k e t  

s o c i a l i s m  is n o t  is so c ia l i s t .  S o m e  m i g h t  s a y  t h a t  t h e  e s s e n c e  o f  

s o c i a l i s m  is t h e  r e n u n c i a t i o n  o f  c o m p e t i t i v e  b e h a v i o u r  in  f a v o u r  

o f  c o - o p e r a t i o n .  O t h e r s  w o u l d  g o  f u r t h e r  a n d  a r g u e  t h a t  m a r k e t  

s o c i a l i s m  is a n t i t h e t i c a l  to  a so c ia l i s t  v i s io n  o f  th e  ‘g o o d  l i f e ’, 

w h e r e  p e o p l e  b e h a v e  in  n o n - c o m p e t i t i v e  w a y s ,  w h e r e  t h e  o n l y  

th in g s  p r o d u c e d  a r e  ‘s o c ia l ly  n e c e s s a r y ’ a n d  th e r e  is n o  v u l g a r  

c o n s u m e r i s m .

T h e  f i r s t  o f  t h e s e  c r i t i c i s m s — t h a t  m a r k e t  s o c i a l i s m  d is ­

c o u r a g e s  c o - o p e r a t i o n — is in  p a r t  m i s d i r e c t e d .  A l t h o u g h  a 

m a r k e t  so c ia l i s t  e c o n o m y  w i l l  h a v e  e n t e r p r i s e s  c o m p e t i n g  w i t h  

o n e  a n o t h e r ,  th e  e n t e r p r i s e s  t h e m s e l v e s  w o u l d  b e  c o - o p e r a t i v e  

in  s o m e  f o r m  o r  a n o t h e r ;  a n d  t o  t h a t  e x t e n t  c o - o p e r a t i v e  

b e h a v i o u r  w o u l d  b e  e n c o u r a g e d .

T h e  s e c o n d  h a s  m o r e  fo r c e .  It  is t r u e  th a t ,  u n d e r  m a r k e t  

so c i a l i s m ,  t h e r e  is n o  o v e r a l l ,  c e n t r a l l y  i m p o s e d  v i s io n  o f  th e  

g o o d  life. R a t h e r ,  e a c h  in d i v i d u a l  is f r e e  to  w o r k  o u t  h is  o r  h e r  

o w n  v i s io n .  B u t  th i s  c o u l d  b e  c o n s t r u e d  as a n  a d v a n t a g e  r a t h e r
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than a d i s a d v a n t a g e .  P r e c i s e l y  w h a t  c o n s t i t u t e s  t h e  g o o d  li fe  is 

n o to r io u s ly  d i f f i c u l t  t o  d e c id e ,  p a r t i c u l a r l y  f o r  p e o p l e  o t h e r  t h a n  

oneself. A t  t h e  e n d  o f  t h e  d a y ,  t h e  u l t i m a t e  a u t h o r i t y  o n  w h a t  

co nst i tu tes  t h e  g o o d  l ife  h a s  t o  b e  th e  p e r s o n  w h o  is g o i n g  to  

live it; a n d ,  u n d e r  m a r k e t  s o c i a l i s m ,  t h a t  is w h e r e  t h a t  a u t h o r i t y  

is vested .

C O N C L U S I O N

C a p i ta l i sm  p la c e s  e c o n o m i c  p o w e r  in  t h e  h a n d s  o f  c a p i ta l  a n d  its 

o w ners .  T r a d i t i o n a l  s o c i a l i s m  g iv e s  p o w e r  e x c l u s iv e l y  to  

labour: t h e  d i c t a t o r s h i p  o f  t h e  p r o l e t a r i a t ,  p r e f e r a b l y  e x e rc i s e d  

th r o u g h  a c e n t r a l i z e d  a u t h o r i t y .  A n d  th e  ‘N e w  R i g h t ’— a c tu a l ly  

be t ter  c h a r a c t e r i z e d  as t r a d i t i o n a l  l i b e r a l i s m — c la im s  to  lo c a te  

p o w er  in  th e  h a n d s  o f  th e  i n d iv id u a l— p art icu la r ly ,  th e  in d iv id u a l  

citizen a n d  c o n s u m e r .

S ince w e  a r e  all c i t iz e n s  a n d  c o n s u m e r s ,  s in ce  m o s t  o f  u s  a re  

(or h a v e  b e e n ,  o r  w i l l  be )  w o r k e r s ,  a n d  s in c e  th e  m a j o r i t y  o w n ,  

o r  w o u l d  l ik e  t o  o w n ,  c a p i t a l  in  s o m e  f o r m  (a h o u s e ,  s a v in g s  

acco u n ts ,  p e n s i o n  r i g h t s ,  i n s u r a n c e  p o l i c ie s ,  s t o c k s  a n d  sh a re s ) ,  

it is n o t  s u r p r i s i n g  t h a t  n o n e  o f  th e s e  t r a d i t i o n a l  ‘m o d e l s ’ o f  h o w  

the e c o n o m y  s h o u l d  b e  o r g a n i z e d  f in d s  u n iv e r s a l  f a v o u r .  F u l l -  

b lo o d e d  c a p i t a l i s m  is u n a t t r a c t i v e  b e c a u s e  i t  e x p l o i t s  l a b o u r  

t h r o u g h  i ts  m o n o p o l y  o f  e m p l o y m e n t  a n d  b e c a u s e  i t  e x p lo i t s  

c o n s u m e r s  t h r o u g h  m o n o p o l i z i n g  g o o d s  m a r k e t s .  T r a d i t i o n a l  

so c ia l i sm  e x p r o p r i a t e s  c a p i ta l  a n d  s u b o r d i n a t e s  t h e  in t e r e s t s  o f  

c o n s u m e r s  t o  t h e  i n t e r e s t s  o f  t h e  w o r k e r s .  I n d e e d ,  w i t h  its 

p e n c h a n t  f o r  c e n t r a l i z a t i o n ,  i t  is f a r  f r o m  c lea r  t h a t  e v e n  th e  

in te re s ts  o f  w o r k e r s  a r e  p r o p e r l y  t a k e n  c a re  o f .  L ib e r a l i s m  p u t s  

p e o p le ’s l i v e l i h o o d s  a n d  th e i r  s a v i n g s  a t  th e  m e r c y  o f  c o n s u m e r  

taste a n d  f a s h io n ;  i t s  e m p h a s i s  o n  t h e  n a r r o w  r i g h t s  o f  

ind iv idua ls  j e o p a r d iz e s  th e  co l lec t iv e  ac t iv i ties  o f  th e  c o m m u n i t y  

a n d  h e n c e  th e  c o m m u n i t y  itse lf .

W h a t  is n e e d e d  is a m o d e l  o f  s o c i e ty  w h e r e  p o w e r  is m o r e  

e v e n ly  d i s t r i b u t e d  b e t w e e n  th e s e  g r o u p s ;  w h e r e  th e  i n t e r e s t s  o f  

o w n e r s  o f  c a p i ta l ,  o f  w o r k e r s ,  a n d  o f  c o n s u m e r s  a re  all t a k e n  

in to  a c c o u n t  w i t h  n o n e  t a k i n g  a u t o m a t i c  p r i o r i t y .  It is th e  v i e w
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o f  th e  a u t h o r s  o f  th i s  b o o k  t h a t  m a r k e t  s o c i a l i s m  c o m e s  c lo s e r  to  

th a t  id e a l  t h a n  a n y  o f  t h e  m o r e  t r a d i t i o n a l  v ie w s .

W e  h a v e  n o t  a t t e m p t e d  t o  a n s w e r  all th e  q u e s t i o n s  t h a t  

m a r k e t  s o c i a l i s m  ra ises ,  n o r  t o  r e s p o n d  to  all th e  p o s s i b l e  

c r i t i c i s m s .  N o r  h a v e  w e  t r i e d  to  p r e s e n t  a c o m p l e t e  d e s c r ip t i o n  

o f  U t o p i a .  H o w e v e r ,  w e  b e l i e v e  w e  h a v e  o f f e r e d  a b l u e p r i n t  f o r  

a s o c i e ty  t h a t  c o u l d  b e  s i m u l t a n e o u s l y  e g a l i t a r i a n ,  n o n -  

e x p l o i t a t i v e ,  e f f ic ie n t ,  a n d  f r e e — t h a t  is , f o r  a so c ia l i s t  s o c ie ty .
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C u r r e n t  a t t i t u d e s  o n  t h e  L e f t  t o w a r d s  m a r k e t s  as a f o r m  o f  

e c o n o m ic  o rg a n i z a t i o n  r a n g e  f r o m  th e  l u k e w a r m  to  th e  po s i t iv e ly  

hostile .  T h o s e  w h o  a r e  l u k e w a r m  c o n c e d e  t h a t  m a r k e t s  m a y  b e  

u n a v o i d a b le  as a w a y  o f  r e g u l a t i n g  th e  p r o d u c t i o n  a n d  d i s t r i b u ­

t ion  o f  s o m e  g o o d s  a n d  s e r v ic e s ,  b u t  t h e y  r e s e r v e  all th e i r  

e n t h u s i a s m  f o r  o t h e r  is su e s :  t h e  r e d i s t r i b u t i o n  o f  w e a l t h ,  th e  

p u b lic  p r o v i s i o n  o f  e s s e n t i a l  s e rv ic e s ,  a n d  so  f o r th .  O t h e r s  f in d  

no  p la ce  f o r  m a r k e t s  a t  a ll in  t h e i r  v i s io n  o f  th e  g o o d  s o c i e ty ,  

see ing  th e  so c ia l i s t  p r o j e c t  as o n e  o f  o v e r c o m i n g  th e  m a r k e t  

e c o n o m y  t o  t h e  e x t e n t  t o  w h i c h  e c o n o m i c  d e v e l o p m e n t  a n d  

h u m a n  p s y c h o l o g y  a l lo w .

A t  o n e  le v e l  th i s  is h a r d l y  s u r p r i s i n g .  F a c e d  w i t h  p o l i t ic a l  

o p p o n e n t s — th e  N e w  R i g h t  i d e o l o g u e s  w h o s e  th e o r ie s  a re  

called in  to  s u p p o r t  t h e  p o l i c ie s  o f  M r s  T h a t c h e r  a n d  P r e s i d e n t  

R e a g a n — t r u m p e t i n g  t h e  v i r t u e s  o f  m a r k e t s  f r o m  t h e  r o o f t o p s ,  

it is u n d e r s t a n d a b l e  t h a t  t h e  R i g h t / L e f t  a n d  M a r k e t / A n t i - m a r k e t  

p o la r i t ie s  s h o u l d  b e c o m e  id e n t i f i e d  w i t h  e a c h  o t h e r .  B u t  in  fac t  

th e  N e w  R i g h t  p o s i t i o n  d e p e n d s  o n  a s l e ig h t  o f  h a n d .  M a r k e t s  

as a g e n e r a l  w a y  o f  o r g a n i z i n g  e c o n o m i c  a c t iv i ty  a re  e q u a t e d  

w i th  c a p i t a l i s m .  N o w  i t  is c e r t a in l y  t r u e  t h a t  c a p i t a l i s m  re l ie s  o n  

m a rk e t s ,  b u t  w h a t  is d i s t i n c t i v e  a b o u t  it  is t h a t  th e  o w n e r s h i p  o f  

p r o d u c t i v e  a s s e ts  is c o n c e n t r a t e d  in  t h e  h a n d s  o f  a f e w ,  w i t h  

m o s t  p e o p l e  b e i n g  h i r e d  as e m p l o y e e s  f o r  a w a g e .  It is q u i t e  

p o s s ib le  t o  b e  f o r  m a r k e t s  a n d  a g a i n s t  c a p i t a l i s m ,  a n d  th e  L ef t  

has o n l y  i t s e l f  t o  b l a m e  i f  i t  a l l o w s  th i s  p o s s i b i l i t y  to  b e  c lo s e d  

o f f  b y  c o n v e n t i o n a l  u s a g e .  A l l  t o o  o f t e n  i t  is: so ,  f o r  in s ta n c e ,

For a more  detailed discussion o f  m any  o f  the arguments in this chapter, see 
Miller (for thcoming).  For alternative treatments o f  some o f  the issues, see 
Buchanan (1985) and Selucky (1979).



w h e n  a r e p o r t e r  l o o k s  a t  c o - o p e r a t i v e  f o o d  s h o p s  o p e r a t i n g  o n  a 

m a r k e t  b a s is  in  M o s c o w ,  t h e  f i r s t  q u e s t i o n  h e  o r  s h e  a sk s  is: 

h o w  c an  th i s  b e  s o c i a l i s m ?  T o  w h i c h  th e  e q u a l ly  s i m p l e  a n s w e r  

s h o u l d  be: w h y  n o t ,  i f  th e  c o - o p e r a t i v e s  a re  d e m o c r a t i c a l l y  r u n  

a n d  th e i r  a s se ts  s o c ia l ly  o w n e d ?

T h e r e  is, h o w e v e r ,  a d e e p e r  r e a s o n  f o r  th e  h o s t i l i t y  t o w a r d s  

m a r k e t s  s t i l l  so  o f t e n  e n c o u n t e r e d  o n  t h e  L ef t ,  a n d  to  u n d e r s t a n d  

it w e  n e e d  t o  l o o k  b r ie f ly  a t  t h e  o r i g i n s  o f  th e  so c ia l i s t  t r a d i t i o n  

in  th e  e a r ly  n i n e t e e n t h  c e n t u r y .  T h e  e a r ly  so c ia l i s ts  r e a c te d  

a g a in s t  th e  e x p l o i t a t i o n  a n d  i m p o v e r i s h m e n t  s u f f e r e d  b y  th e  

n e w l y  f o r m e d  w o r k i n g  class  a t  t h e  h a n d s  o f  t h e i r  e m p l o y e r s ,  

a n d  a lso  a g a i n s t  t h e  so c ia l  f r a g m e n t a t i o n  t h a t  r e s u l t e d  f r o m  th e  

b r e a k u p  o f  th e  p re - in d u s t r i a l  v i l lage  c o m m u n i t i e s .  In  d e v e lo p in g  

th e i r  v i s io n s  o f  a n  a l t e r n a t i v e  s o c i e ty ,  th e s e  so c ia l i s ts  t e n d e d  to  

e m p h a s i z e ,  o n  th e  o n e  h a n d ,  m a t e r i a l  e q u a l i t y  a n d  a n  in c r e a s e d  

s t a n d a r d  o f  l i v in g  f o r  t h e  l a b o u r i n g  c lass ,  a n d ,  o n  th e  o th e r ,  

so c ia l  h a r m o n y  a n d  c o - o p e r a t i o n  in  p la c e  o f  th e  co n f l ic t  a n d  

c o m p e t i t i o n  o f  a c a p i ta l i s t  e c o n o m y .  T h e  so c ia l  o r d e r  e n v i s a g e d  

w a s  b a s e d  o n  s m a l l  lo c a l  c o m m u n i t i e s  w i t h i n  w h i c h  c o - o p e r a t i v e  

re la tions  w o u l d  p rev a i l ;  R o b e r t  O w e n ’s ‘V il lages  o f  C o - o p e r a t i o n ’ 

a n d  C h a r l e s  F o u r i e r ’s ‘P h a l a n s t e r i e s ’ a re  p r i m e  e x a m p le s .  W e  

see, th e n ,  t h a t  in  th i s  e a r ly  f o r m  o f  s o c i a l i s m  a n  a t t e m p t  w a s  

m a d e  to  c o m b i n e  th e  m a te r i a l  b e n e f i t s  o f  in d u s t r i a l i z a t io n  w i t h  

th e  so c ia l  a n d  h u m a n  b e n e f i t s  o f  t h e  p r e - i n d u s t r i a l  c o m m u n i t i e s .  

T h i s  c l e a r ly  r e p r e s e n t e d  a p o te n t i a l  s o u r c e  o f  t e n s io n  w i t h i n  th e  

v a r io u s  m o d e l s  p u t  f o r w a r d — a t e n s io n  th a t  w a s  c o n c e a l e d  in  

p a r t  b e c a u s e  th e  e a r ly  so c ia l i s ts  m a d e  l i t t le  a t t e m p t  to  a n a ly s e  th e  

e c o n o m i c s  o f  t h e i r  p r o p o s e d  s y s t e m s .

M a r x ,  w h o  i n h e r i t e d  th i s  t r a d i t i o n ,  d i s t i n g u i s h e d  h i m s e l f  

f r o m  it b y  c o n t r a s t in g  th e  ‘U t o p i a n  s o c ia l i s m ’ o f  his p re d ec es so rs  

w i t h  h is  o w n  ‘s c ie n t i f i c  s o c i a l i s m ’. If, h o w e v e r ,  w e  a sk  p r e c i s e ly  

h o w  M a r x ’s t h e o r y  d i f f e r e d  f r o m  t h a t  o f  t h e  ‘U t o p i a n s ’, w e  f in d  

th a t  t h e  c o n t r a s t  l ies  in  t w o  m a in  p o in t s .  F i r s t ,  M a r x ’s v i e w  o f  

th e  t r a n s i t i o n  to  s o c i a l i s m  w a s  g r o u n d e d  in  th e  m a te r i a l  in t e r e s t s  

o f  th e  w o r k i n g  c lass ,  w h o m  h e  s a w  as s u f f e r i n g  in c r e a s i n g ly  

in t e n s e  e x p l o i t a t i o n  as c a p i t a l i s m  l u r c h e d  f r o m  cris is  t o  crisis ,  

w h e r e a s  h is  p r e d e c e s s o r s  h a d  re l ie d  o n  th e  e th ic a l  a p p e a l  o f  th e i r  

v i s io n s  o f  s o c i a l i s m  to  all e n l i g h t e n e d  p e r s o n s ,  i n c l u d i n g

26  2. W h y  M arke ts?



D a v id  M i l le r 27

e n l ig h t e n e d  m e m b e r s  o f  th e  u p p e r  c lasses .  S e c o n d ,  M a r x ’s 

th e o ry  w a s  e m b e d d e d  in  a n  a m b i t i o u s  a c c o u n t  o f  h i s to r i c a l  

d e v e l o p m e n t ,  i n h e r i t e d  f r o m  H e g e l ,  a c c o r d i n g  to  w h i c h  th e  

h u m a n  sp e c ie s  re a l iz e s  i t s  fu l l  p o t e n t i a l  o n l y  t h r o u g h  a n  o r d e r e d  

series o f  s t a g e s ,  e a c h  o f  w h i c h  d e v e l o p s  in  r e s p o n s e  to  th e  

in a d e q u a c ie s  o f  i t s  p r e d e c e s s o r .  T h i s  p e r s p e c t i v e  a l l o w e d  M a r x  

to  r e c o g n i z e  t h e  e n o r m o u s  a n d  i r r e v e r s ib l e  t r a n s f o r m a t i o n  o f  

h u m a n  r e l a t i o n s h i p s  t h a t  c a p i t a l i s m  h a d  b r o u g h t  a b o u t .  B u t  

w h e n  i t  c a m e  to  d e s c r i b i n g  th e  s t a g e s  o f  s o c i a l i s m  th a t  w o u l d  

fo l lo w  c a p i t a l i s m ,  M a r x  n a r r o w e d  h is  f o c u s  to  c o n c e n t r a t e  o n  

the  m a te r i a l  b e n e f i t s  t h a t  w o u l d  b e  h a n d e d  d o w n .  H i s  v i s io n  o f  

c o m m u n i s m — th e  h i g h e r  s t a g e  o f  s o c i a l i s m — e m b o d i e d  th e  

m a te r ia l  a c h i e v e m e n t s  o f  c a p i t a l i s m ,  b u t  l i t t le  e lse. I n d e e d  it  

h a d  a g r e a t  d e a l  in  c o m m o n  w i t h  t h o s e  o f  h is  U t o p i a n  

p re d e c e s s o r s .  I t  w a s  e x p r e s s e d  u s i n g  t e r m s  s u c h  as ‘a l i e n a t io n ’ 

th a t  re f le c te d  M a r x ’s b a c k g r o u n d  in  G e r m a n  id e a l i s m ;  th e  

s u b s ta n c e ,  h o w e v e r ,  w a s  f a m i l ia r .  T h e  v i s io n  w a s  o f  s m a l l - s c a le  

u n i ts  in  w h i c h  c o n f l ic t s  o f  i n t e r e s t  h a d  b e e n  o v e r c o m e ,  in  w h i c h  

c o m p e t i t i o n  a n d  p r o f i t - s e e k i n g  h a d  b e e n  r e p l a c e d  b y  c o ­

o p e r a t i o n ,  a n d  in  w h i c h  th e  i n e q u a l i t i e s  o f  c a p i t a l i s m  h a d  b e e n  

s u p e r s e d e d  b y  t h e  d i s t r i b u t i v e  m a x i m  ‘F r o m  e a c h  a c c o r d i n g  to  

ab i l i ty  to  e a c h  a c c o r d i n g  t o  n e e d ’. M o r e o v e r  M a r x ,  t h o u g h  a far  

g r e a t e r  e c o n o m i s t  t h a n  a n y  o f  h is  so c ia l i s t  p r e d e c e s s o r s ,  w a s  

e q u a l ly  s i le n t  a b o u t  t h e  e c o n o m i c s  o f  s o c i a l i s m  itself .

N i n e t e e n t h - c e n t u r y  s o c i a l i s m ,  t o  s u m  u p ,  w a s  a m o r a l l y  

in s p i r e d  v i s io n  o f  a s o c i e ty  w h i c h  n e g a t e d  th e  o f f e n s iv e  f e a tu re s  

o f  c a p i t a l i s m ,  a v i s i o n  d r a w i n g  t o  s o m e  e x t e n t  o n  t h e  p r e ­

i n d u s t r i a l  c o m m u n i t i e s  w h i c h  c a p i t a l i s m  h a d  e r o d e d .  T h e  

q u a l i ty  o f  h u m a n  r e l a t i o n s h i p s  w a s  o f  c e n t r a l  c o n c e r n ,  a n d  th is  

e x p r e s s e d  i t s e l f  in  a f ie rc e  h o s t i l i t y  t o  p r o f i t - m a k i n g ,  a lw a y s  

r e g a r d e d  b y  m a i n s t r e a m  so c ia l i s t s  as e x p l o i t a t i v e .  F r o m  th is  

p e r s p e c t iv e ,  t h e  d i s t i n c t i o n  b e t w e e n  c a p i t a l i s m  a n d  o t h e r  f o r m s  

o f  m a r k e t  e c o n o m y  p a l e d  i n t o  in s ig n i f i c a n c e .  T h e  e m e r g e n c e  o f  

g e n u i n e ly  c o m m u n a l  r e l a t i o n s h i p s  w o u l d  sp e l l  th e  e n d  o f  

e c o n o m i c  e x c h a n g e .

T h i s  id e a l  h a s  n e v e r  e n t i r e l y  l o s t  i ts  h o ld ,  e v e n  o n  th o s e  

w h o s e  p r a c t i c a l  id e a s  a b o u t  t h e  f u t u r e  o f  s o c i a l i s m  h a v e  t a k e n  a 

v e r y  d i f f e r e n t  p a t h .  A s  a v i s io n ,  i t  is in  m a n y  r e s p e c t s  u p l i f t in g ,



a n d  a c c o u n t s  f o r  a g o o d  d e a l  o f  th e  e m o t i o n a l  p u l l  o f  so c ia l i s t  

i d e o lo g y .  B u t ,  f o r  all th a t ,  it  is d e e p l y  f l a w e d .  It  t r ie s  to  g r a f t  a 

f o r m  o f  c o m m u n i t y  t h a t  is n e c e s s a r i l y  l i m i t e d  to  p r e - i n d u s t r i a l  

e c o n o m i e s  o n  to  t h e  v e r y  d i f f e r e n t  e c o n o m i c  a n d  so c ia l  

r e l a t i o n s h i p s  t h a t  a n  in d u s t r i a l  e c o n o m y  r e q u i r e s .  A n d  as a 

g u id e  to  th e  p r a c t i c a l  c o n s t r u c t i o n  o f  a so c ia l i s t  s o c i e ty ,  i t  is o f  

v e r y  l i t t le  h e lp ,  f o r  s o c i a l i s m  s o  u n d e r s t o o d  a m o u n t s  to  l i t t le  

m o r e  th a n  a ser ies o f  neg a t iv e s :  ‘n o  e x p l o i t a t i o n ’, ‘n o  c o m p e t i t i o n ’, 

‘n o  h i e r a r c h y ’, e tc .

T h i s  p r a c t i c a l  h i a tu s  p a v e d  th e  w a y  f o r  th e  l a te r  id e n t i f i c a t io n ,  

b y  b o t h  f r i e n d s  a n d  e n e m ie s ,  o f  s o c i a l i s m  w i t h  s t a te  p l a n n in g .  

F o r  th e  e a r ly  so c ia l i s ts ,  th e  s t a te  w a s  a t  b e s t  a m e a n s  o f  t r a n s i t i o n  

to  a f o r m  o f  s o c i e ty  w h i c h  w a s  o f t e n  i t s e l f  c o n c e i v e d  as s ta te le ss  

( fo r  i n s ta n c e  b y  M a r x ) .  B u t ,  in  th e  a b s e n c e  o f  a n y  d e ta i l e d  

g u id a n c e ,  it  w a s  all t o o  e a s y  f o r  l a t e r  g e n e r a t i o n s  to  a s s u m e  th a t  

th e  d e g r e e  to  w h i c h  a s o c i e ty  w a s  so c ia l i s t  c o u l d  b e  m e a s u r e d  b y  

th e  e x t e n t  o f  s t a te  i n v o l v e m e n t  in  th e  p r o d u c t i o n  o f  g o o d s  a n d  

serv ices— b y  th e  n u m b e r  o f  in d u s t r i e s  ta k e n  in to  s ta te  o w n e r s h ip ,  

t h e  p e r c e n t a g e  o f  G N P  d e v o t e d  to  th e  w e l f a r e  s ta te ,  a n d  so  o n .  

B e c a u s e  s o c i a l i s m  w a s  t h e  n e g a t i o n  o f  c a p i t a l i s m ,  a n d  c a p i t a l i s m  

re l ie d  o n  th e  m a r k e t ,  s t a te  p r o v i s i o n  in  p la c e  o f  m a r k e t  

p r o v i s i o n  b e c a m e  th e  d e f i n i n g  c h a r a c t e r i s t i c  o f  s o c i a l i s m  in  

p ra c t ic e .  T h i s  w a s  c o m m o n  g r o u n d  b e t w e e n  th e  rea l is ts ,  w h o  

u n d e r s t o o d  t h a t  a p o w e r f u l  s t a te  w o u l d  b e  a p e r m a n e n t  f e a tu r e  

o f  so c i a l i s m  so  c o n c e i v e d ,  a n d  th e  U t o p i a n s ,  w h o  st il l  c l u n g  to  

th e  o r i g in a l  v i s io n  o f  a c o m m u n i s t  s o c i e ty  b e y o n d  th e  s ta te .

B u t  th e  e q u a t i o n  o f  s o c i a l i s m  a n d  s t a te  p r o v i s i o n  w a s  

m i s c o n c e i v e d .  M a r x  h a d  a n  i n k l i n g  o f  a b e t t e r  v i e w  w h e n  h e  

s a w  th a t  th e  p o i n t  w a s  n o t  to  n e g a t e  c a p i t a l i s m  b u t  to  t r a n s c e n d  

it ,  w h i c h  m e a n t  t a k i n g  o v e r  a n d  p r e s e r v i n g  th e  v a lu a b le  

e l e m e n t s  in  t h a t  s y s t e m  w h i l e  r e p l a c in g  t h o s e  t h a t  h a d  b e c o m e  

h i s to r i c a l ly  o u t m o d e d .  A s  w e  h a v e  s e en ,  h o w e v e r ,  in  h is  

d e sc r ip t io n  o f  c o m m u n i s m  th e  v a lu ab le  e l e m e n ts  w e re  n a r r o w e d  

d o w n  to  th e  m a t e r i a l  a c h i e v e m e n t s  o f  c a p i t a l i s m :  its t e c h n o l o g y ,  

its m a c h i n e r y ,  its h u m a n  sk i l ls .  M a r x  fa i led  to  a d d r e s s  th e  

q u e s t i o n  as to  h o w  th e s e  a c h i e v e m e n t s  c o u l d  b e  p r e s e r v e d  w i t h ­

o u t  th e  e x t e n s i v e  u s e  o f  m a r k e t s  as a n e c e s s a ry  e l e m e n t  in  an  

a d v a n c e d  i n d u s t r i a l  e c o n o m y .  A t  a d e e p e r  le v e l ,  h e  fa i led  to  a sk

28 2. W h y  M arke ts?



D a v id  M i l le r 29

h o w  i t  w a s  p o s s i b l e  in  p o s t - c a p i t a l i s t  s o c i e ty  to  r e i n s t a t e  a f o r m  

o f  c o m m u n i t y  t h a t  w a s  c h a r a c t e r i s t i c  o f  s i m p l e r ,  less  d y n a m i c  

m o d e s  o f  p r o d u c t i o n .

I h a v e  s u g g e s t e d  s o  f a r  t h a t  so c ia l i s t  h o s t i l i t y  to  m a r k e t s  g o e s  

fa r th e r  t h a n  s i m p l e  o p p o s i t i o n  to  t h e  m a r k e t  r h e t o r i c  o f  th e  

N e w  R i g h t .  A n t i - m a r k e t s  a t t i t u d e s  a re  d e e p l y  e m b e d d e d  in  th e  

soc ia l is t  t r a d i t i o n  f o r  h i s to r i c a l  r e a s o n s .  I h a v e  a lso  s u g g e s t e d ,  

h o w e v e r ,  t h a t  th i s  t r a d i t i o n  c o n t a in s  a n  in t e r n a l  t e n s io n ,  

p e r h a p s  e v e n  a c o n t r a d i c t i o n .  I t  w a n t s  to  m a k e  a v a i la b le  t o  th e  

m a ss  o f  p e o p l e  th e  e n o r m o u s  b e n e f i t s  t h a t  in d u s t r i a l i z a t i o n ,  

p r e d o m i n a n t l y  i n  i t s  c a p i ta l i s t  f o r m ,  h a s  a c h ie v e d ,  w h i l e  a t  th e  

s a m e  t i m e  r e m a i n i n g  r o m a n t i c a l l y  a t t a c h e d  to  a p r e - i n d u s t r i a l  

v is io n  o f  c o m m u n i t y .  I f  w e  a r e  t o  b e g i n  r e w o r k i n g  th e  

p h i l o s o p h y  o f  s o c i a l i s m ,  w e  m u s t  b e  p r e p a r e d  to  face  s q u a r e ly  

u p  to  t h a t  t e n s i o n  a n d  d i s c a r d  c o m p o n e n t s  o f  th e  t r a d i t i o n  

w h i c h  c lo s e r  a n a ly s is  r e v e a l s  t o  b e  u n a t t a i n a b l e .  In  th e  f o l l o w i n g  

s e c t io n  I g iv e  s o m e  r e a s o n s  w h y  so c ia l i s ts  ( a n d  m o r e  g e n e r a l ly  

th o s e  o n  th e  L e f t  w h o  e s p o u s e  t h e  v a lu e s  o n  w h i c h  th e  a n a ly s is  

rests) s h o u l d  l o o k  f a v o u r a b l y  o n  m a r k e t s .  I t h e n  e x p l o r e  s o m e  

e l e m e n t s  in  t h e  t r a d i t i o n a l  so c ia l i s t  c r i t i q u e  o f  m a r k e t s  a n d  a sk  

h o w  d e s t r u c t i v e  t h e y  a r e  o f  th e  m a r k e t  so c ia l i s t  p r o p o s a l s  

a d v a n c e d  in  th i s  b o o k .

T H E  C A S E  F O R  M A R K E T S

T h e  v a lu e s  I sh a l l  a p p e a l  t o  in  d e f e n c e  o f  m a r k e t s  a re  w e l f a r e ,  

f r e e d o m ,  a n d  d e m o c r a c y .  A n  i m p o r t a n t  a s p e c t  o f  w e l f a r e ,  

t h o u g h  c e r t a in l y  n o t  th e  o n l y  a s p e c t ,  is m a te r i a l  w e l l - b e in g ,  as 

m e a s u r e d  b y  th e  q u a n t i t y ,  q u a l i t y ,  a n d  r a n g e  o f  g o o d s  a n d  

se rv ice s  a v a i l a b l e  t o  p e o p l e .  A s  w e  h a v e  s e en ,  a n  i m p o r t a n t  p a r t  

o f  the  n in e t e e n t h - c e n tu r y  socia lis t  case w a s  s i m p ly  th a t  c ap i ta l ism  

le ft m o s t  p e o p l e  b a d l y  o ff ,  d e s p i t e  h a v i n g  th e  p r o d u c t i v e  

p o te n t i a l  t o  e n r i c h  th e i r  l iv es .  T h e  q u e s t i o n  t h e n  is w h e t h e r  th e  

w a y  to  in c r e a s e  m a t e r i a l  w e l l - b e i n g  is to  r e p la c e  m a r k e t s  

g e n e r a l ly  b y  o t h e r  f o r m s  o f  p r o v i s i o n ,  o r  in s t e a d  to  r e d i s t r i b u t e  

r e s o u r c e s  so  t h a t  m a r k e t s  b r i n g  a b o u t  a m o r e  e q u a l  d i s t r i b u t i o n  

o f  w e l f a r e .



T h e  case fo r  m a r k e t s  h e r e  is fam il ia r ,  b u t  it  b e a rs  s u m m a r iz in g .  

M a r k e t s  s e r v e  s i m u l t a n e o u s l y  as i n f o r m a t i o n  s y s t e m s  a n d  as 

i n c e n t i v e  s y s t e m s .  T h e  p r i c e  m e c h a n i s m  s ig n a ls  t o  th e  s u p p l ie r s  

o f  g o o d s  w h a t  t h e  r e l a t i v e  d e m a n d  is f o r  d i f f e r e n t  p r o d u c t  l ines ,  

w h i l e  a t  t h e  s a m e  t i m e  g i v i n g  t h e m  a n  in c e n t i v e ,  in  th e  f o r m  o f  

p o t e n t i a l l y  i n c r e a s e d  p r o f i t s ,  t o  s w i t c h  i n t o  l in e s  w h e r e  d e m a n d  

is c u r r e n t l y  h i g h  in  r e l a t i o n  to  s u p p l y .  T h e s e  t w o  f u n c t i o n s  a re  

s e p a ra b le ,  a p o i n t  w h i c h  is w o r t h  u n d e r l i n i n g .  E v e n  i f  w e  

im a g i n e  p e o p l e  s o  s o c ia l ly  r e s p o n s i b l e  t h a t  t h e y  r e q u i r e  n o  

p r i v a t e  i n c e n t i v e s  to  e m p l o y  t h e m s e l v e s  in  t h e  m o s t  u s e f u l  w a y ,  

th e r e  is st ill n e e d  f o r  a m e c h a n i s m  t o  s ig n a l  w h a t  t h a t  m o s t  

u se fu l  e m p l o y m e n t  is. P r o f i t s  d o  j u s t  th a t ,  a l t h o u g h  t h e  g o o d  

c i t iz en s  w e  a r e  i m a g i n i n g  w o u l d  b e  h a p p y  t o  h a n d  t h e m  all o v e r  

to  t h e  c o m m u n i t y  c h e s t ,  o n c e  t h e i r  f u n c t i o n  h a d  b e e n  s e r v e d .  

T h e  p o i n t  to  s t r e s s  is th a t ,  f o r  m a r k e t s  to  o p e r a t e  e f f e c t iv e ly ,  

in d i v id u a l s  a n d  e n t e r p r i s e s  m u s t  r e c e iv e  p r i m a r y  p r o f i t s ,  b u t  th e  

p r o p o r t i o n  o f  t h o s e  p r o f i t s  t h a t  t h e y  n e e d  to  k e e p  as p r i v a t e  

i n c o m e  d e p e n d s  o n  h o w  fa r  t h e y  r e q u i r e  m a te r i a l  (as o p p o s e d  

to  m o r a l )  in c e n t i v e s .  T h e  m a r k e t  is f lex ib le  in  th i s  r e s p e c t ,  

a c c o m m o d a t i n g  p e r f e c t  e g o i s t s  a n d  p e r f e c t  a l t ru i s t s  as w e l l  as 

th e  m a j o r i t y  o f  us  in  b e t w e e n  w h o  n e e d  s o m e  m a te r i a l  r e w a r d  

to  m o t i v a t e  u s ,  b u t  a r e  h a p p y  to  c o n t r i b u t e  a p r o p o r t i o n  o f  o u r  

ta k in g s  to  t h e  p u b l i c  p u r s e .

I f  w e  f o r g o  th e  s i g n a l l i n g  f u n c t i o n  o f  th e  m a r k e t ,  w e  m u s t  

l o o k  f o r  s o m e  o t h e r  w a y  o f  c o - o r d i n a t i n g  o u r  b e h a v i o u r  as 

p ro d u c e r s  o f  g o o d s  a n d  se rv ices  w i t h  o u r  d e m a n d s  as c o n s u m e r s .  

T h e  e a r ly  so c ia l i s ts  s e e m  to  h a v e  t h o u g h t  t h a t  w h a t  n e e d e d  

p r o d u c i n g  w a s  so  o b v i o u s  t h a t  o n l y  i n f o r m a l  c o - o r d i n a t i o n  w a s  

r e q u i r e d .  P e r h a p s  in  a s m a l l  c o m m u n i t y  w i t h  a v e r y  s i m p l e  s ty le  

o f  life th i s  m i g h t  b e  so .  B u t  i f  w e  t h i n k  o f  a la r g e  in d u s t r i a l  

s o c i e ty  p r o d u c i n g  a n  e n o r m o u s  r a n g e  o f  g o o d s  a n d  s e rv ic e s ,  th e  

o n ly  fe a s ib le  a l t e r n a t i v e  is s t a te  p l a n n i n g .  N o w  p la n n i n g  can  

ta k e  a n u m b e r  o f  d i f f e r e n t  f o r m s ,  a n d  in  s o m e  o f  th e s e  i t  w i l l  

s e r v e  to  c o m p l e m e n t  m a r k e t s  r a t h e r  th a n  to  r e p l a c e  t h e m .  (T h i s  

i s su e  is d e a l t  w i t h  e x t e n s i v e l y  in  C h a p t e r  5 b e l o w . )  B u t  le t  us  

c o n s i d e r  w h a t  w o u l d  b e  i n v o l v e d  in  th e  o u t r i g h t  s u b s t i t u t i o n  o f  

p l a n n e d  f o r  m a r k e t  p r o v i s i o n .  A  p l a n n i n g  a g e n c y  m u s t  a l lo c a te  

l a b o u r  to  e n t e r p r i s e s ,  te ll  e a c h  e n t e r p r i s e  w h a t  to  p r o d u c e  a n d  in
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w h a t  q u a n t i t i e s ,  a n d  p r i c e  t h e  r e s u l t i n g  g o o d s  a n d  s e rv ic e s  so  

th a t  s u p p l y  m a t c h e s  d e m a n d .  T h e r e  h a s  b e e n  a l e n g t h y  d e b a t e  

( the s o - c a l l e d  ‘c a l c u l a t i o n  d e b a t e ’) a b o u t  w h e t h e r  th e  p r o b l e m s  

this p o s e s  a r e  t h e o r e t i c a l l y  s o lu b le .  E v e n  i f  t h e y  a re ,  p ra c t ic a l  

e x p e r i e n c e  re v e a l s  t h a t  p l a n n e d  e c o n o m i e s  in  fac t  h a v e  g r e a t  

d i f f icu l t ie s  s o l v i n g  t h e m .  T h e  m o r e  a d v a n c e d  th e  e c o n o m y ,  th e  

g r e a t e r  t h e  m a g n i t u d e  o f  t h e  ta s k ,  b e c a u s e ,  as t h e  r a n g e  o f  

p r o d u c t s  in c r e a s e s  ( a n d  t h e  p r o d u c t s  t h e m s e l v e s  b e c o m e  m o r e  

so p h i s t i c a te d ) ,  i t  b e c o m e s  p r o g r e s s i v e l y  m o r e  d i f f i c u l t  f o r  

p la n n e r s  t o  c o n t r o l  p r o d u c t i o n  in  a w a y  th a t  w i l l  m e e t  

c o n s u m e r s ’ d e m a n d s .  H e n c e  th e  f a m i l i a r  e x p e r i e n c e  f r o m  

E a s t e rn  E u r o p e a n  e c o n o m i e s  (u s e fu l ly  s u m m a r i z e d  in  N o v e ,  

1983) o f  t h e  o v e r -  a n d  u n d e r - s u p p l y  o f  m a n y  i t e m s ,  o f  p o o r  

q u a l i ty  g o o d s ,  a n d  so  f o r th .

It  w o u l d  b e  a l a r g e  o v e r - s i m p l i f i c a t i o n  to  s u p p o s e  th a t  

p e r s o n a l  w e l f a r e  c a n  b e  m e a s u r e d  s i m p l y  in  t e r m s  o f  th e  

q u a n t i t i e s  o f  p r i v a t e - c o n s u m p t i o n  g o o d s  t h a t  p e o p l e  e n jo y .  It 

d e p e n d s  a l so  o n  s u c h  t h i n g s  as acc e ss  to  p u b l i c  fac i l i t ies  (b u s  

se rv ices ,  s w i m m i n g  p o o l s ,  th e a t r e s )  a n d ,  m o r e  i n t a n g i b l y  b u t  

n o  less s i g n i f i c a n t ly ,  o n  g e n e r a l  f e a tu re s  o f  t h e i r  s o c i e ty  s u c h  as 

the  q u a l i t y  o f  t h e  p h y s i c a l  e n v i r o n m e n t .  T h e s e  a re  g o o d s  th a t  

m a r k e t s  a r e  g e n e r a l l y  n o t  c o m p e t e n t  to  s u p p l y .  H o w  th e  

v a r io u s  c o m p o n e n t s  o f  w e l f a r e  a r e  to  b e  a d d e d  u p  is a m a t t e r  f o r  

each  in d i v i d u a l  t o  d e c id e .  S o m e  so c ia l i s ts  s e e m  to  h a v e  a ta c i t  

m o r a l  p r e f e r e n c e  f o r  c o l l e c t iv e  c o n s u m p t i o n  o v e r  i n d i v id u a l  

c o n s u m p t i o n ,  b u t  in  g e n e r a l  th i s  is in d e fe n s ib le .  T h e r e  is 

n o t h i n g  in t r i n s ic a l ly  m o r e  d e s i r a b l e  a b o u t  s w i m m i n g  in  a p u b l i c  

p o o l  t h a n  s w i m m i n g  in  a p r i v a t e  p o o l ;  th e  case  f o r  p u b l i c  p o o l s  

has t o  b e  m a d e  o u t  in  t e r m s  o f  c o m p a r a t i v e  e f f ic ie n c y .  S in ce  

tastes d i f f e r ,  t h e r e  w i l l  b e  m a n y  g o o d s  a n d  s e rv ic e s  t h a t  a re  

b e t te r  s u p p l i e d  as p r i v a t e - c o n s u m p t i o n  i t e m s ,  a n d  h e r e  th e  case  

fo r  m a r k e t s  c o m e s  i n t o  i ts  o w n .

F r o m  th is  p e r s p e c t i v e ,  t h e  m a j o r  c r i t i c i s m  o f  c a p i t a l i s m  is th a t  

it  d i s t r i b u t e s  w e l f a r e  t o o  u n e q u a l l y ,  b y  fa i l in g  c o n s i s t e n t ly  to  

f in d  e m p l o y m e n t  f o r  e v e r y o n e  w h o  w a n t s  i t ,  a n d  b y  g e n e r a t i n g  

e x cess iv e  i n c o m e  d i f f e r e n t i a l s  b e t w e e n  d i f f e r e n t  g r o u p s  o f  

w o r k e r s  a n d  b e t w e e n  o w n e r s  a n d  e m p l o y e e s .  M a r k e t  so c ia l i s ts  

a im  to  r e c t i f y  t h e s e  d e fe c t s ,  f i r s t  b y  th e  p u b l i c  r e g u l a t i o n  o f
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i n v e s t m e n t  to  e n s u r e  fu l l  e m p l o y m e n t ,  s e c o n d  b y  e n c o u r a g i n g  

th e  g r o w t h  o f  f o r m s  o f  e n t e r p r i s e  ( e s p e c ia l ly  w o r k e r s ’ c o ­

o p e r a t iv e s )  in  w h i c h  p r i m a r y  i n c o m e  is d i s t r i b u t e d  m o r e  

e q u a l ly ,  a n d  t h i r d  b y  u s i n g  th e  t a x  s y s t e m  t o  i m p l e m e n t  s u c h  

f u r t h e r  m e a s u r e s  o f  r e d i s t r i b u t i o n  as c o m m a n d  g e n e r a l  a s sen t .  

A g a in ,  th e  d e ta i l s  a r e  n o t  g e r m a n e  h e re .  T h e  g e n e r a l  p o i n t  is 

t h a t  a m a r k e t  is a h i g h l y  e f f ic i e n t  m e c h a n i s m  f o r  c o n t r o l l i n g  th e  

p r o d u c t i o n  o f  g o o d s  a n d  s e rv ic e s ,  b u t  t h a t  th e  d i s t r i b u t i o n  o f  

w e l f a r e  t h a t  a m a r k e t  g e n e r a t e s  d e p e n d s  o n  th e  f r a m e w o r k  o f  

p u b l i c  i n s t i t u t i o n s — p r o p e r t y  r i g h t s ,  i n v e s t m e n t  a g e n c ie s ,  t a x  

s y s t e m s — w h i c h  s u r r o u n d s  it .  R a t h e r  t h a n  d i s p e n s i n g  w i t h  

m a r k e t s ,  m a r k e t  so c ia l i s t s  w a n t  to  c h a n g e  th e s e  i n s t i t u t i o n s  

ra d ic a l ly  so  t h a t  th e  m a t e r i a l  c o m p o n e n t s  o f  w e l f a r e  a re  s p r e a d  

m o r e  e v e n l y  t h r o u g h o u t  th e  c o m m u n i t y .

F r e e d o m  as a v a l u e  h a s  r e c e n t ly  r e t u r n e d  to  p r o m i n e n c e  o n  

th e  L ef t ,  as so c ia l i s ts  h a v e  b e g u n  to  re a l iz e  h o w  p o l i t i c a l ly  

d i s a s t r o u s  i t  is t o  a l l o w  th e  N e w  R i g h t  t o  e q u a t e  th e  f ree  s o c i e ty  

w i t h  c a p i t a l i s m .  A  s o c ia l i s t  v i e w  o f  f r e e d o m  c e n t r e s  o n  th e  id e a  

o f  e f f e c t iv e  c h o ic e :  a p e r s o n  w h o  is f r e e  h a s  m a n y  o p t i o n s  to  

c h o o s e  b e t w e e n ,  b u t  t h e s e  o p t i o n s  m u s t  b e  r e a l  r a t h e r  th a n  

m e r e l y  f o r m a l .  T h i s  i m p l i e s  t h a t  f r e e d o m  c a n  b e  d i m i n i s h e d  n o t  

m e r e l y  b y  le g a l  p r o h i b i t i o n s  b u t  a l so  b y  e c o n o m i c  p o l i c ie s  t h a t  

d e p r i v e  p e o p l e  o f  t h e  m a t e r i a l  m e a n s  to  a c t  o n  t h e i r  c h o ic e s .  T h e  

d e g r e e  o f  f r e e d o m  in  a s o c i e ty  is c lo s e ly  c o n n e c t e d  to  t h e  w a y  in  

w h i c h  i t  d i s t r i b u t e s  its  r e s o u r c e s .  B u t  i t  w o u l d  b e  a m i s t a k e  to  

c o n c l u d e  t h a t  e q u a l  d i s t r i b u t i o n  b y  itse lf ,  in  t h e  a b s e n c e  o f  a n  

e f fec t iv e  s y s t e m  o f  e x c h a n g e ,  is e n o u g h  to  m a x i m i z e  f r e e d o m .  

F o r  w h a t  i f  t h e  r e s o u r c e s  t h a t  a re  e q u a l ly  s h a r e d  a re  r e s o u r c e s  

th a t  n o b o d y  w a n t s ,  o r  i f  t h e r e  is u n i f o r m  p r o v i s i o n  t h a t  su i ts  

s o m e  p e o p l e  b u t  n o t  o th e r s ?  F r e e d o m  is v a l u a b le  p r e c i s e ly  

b e c a u s e  o f  t h e  p o s s i b i l i t y  t h a t  p e o p l e  m a y  m a k e  ra d ic a l ly  

d i f f e r e n t  c h o ic e s  a b o u t  h o w  t h e y  w a n t  to  l iv e  th e i r  l ives .

M a r k e t s ,  t h e r e f o r e ,  m u s t  h a v e  a c e n t r a l  r o l e  to  p l a y  in  a 

s o c i e ty  t h a t  a i m s  f o r  f r e e d o m ,  f o r  t h e y  a l l o w  p e o p l e  t o  c h o o s e  

th e  r e s o u r c e s  t h a t  s u i t  t h e i r  p a r t i c u l a r  s ty le s  o f  life. P e o p l e  c an  

d re s s  as t h e y  p le a se ,  p u r s u e  th e i r  p a r t i c u l a r  ta s te s  in  m u s ic ,  a n d  

so  o n ,  p r o v i d e d  o n l y  t h a t  s o m e  s u p p l i e r  r e s p o n d s  to  m a r k e t  

in c e n t iv e s  a n d  d e l iv e r s  t h e  n e c e s s a r y  g o o d s .  I t  is e a s y  to  s l ig h t



these f r e e d o m s :  n o  o n e  is g o i n g  to  d e f e n d  t h e  in t r i n s i c  v a lu e  o f  

p u n k  h a i r - s t y l e s  o r  d e s i g n e r  j e a n s ,  b u t  th is  m is s e s  th e  p o i n t .  T h e  

value  r e s id e s  n o t  in  t h e  p a r t i c u l a r  c h o ic e s  t h a t  p e o p l e  m a y  m a k e  

b u t  in  t h e  c a p a c i ty  t o  c h o o s e ,  a n d  th e  s e n s e  th i s  g iv e s  t h e m  th a t  

th e y  c an  d e f in e  t h e i r  o w n  so c ia l  i d e n t i t i e s — o u t r a g e o u s l y  i f  t h e y  

like. N o b o d y  w a n t s  to  h a v e  to  j u s t i f y  c h o ic e s  o f  th is  k i n d  to  

so m e  p u b l i c  a g e n c y ,  h o w e v e r  d e m o c r a t i c a l l y  c o n s t i t u t e d .

B e s id e s  th i s  g e n e r a l  f r e e d o m  o f  c h o i c e  w h i c h  m a r k e t s  c o n fe r ,  

the re  a re  sp e c i f i c  f r e e d o m s  w h o s e  v a lu e  is w o r t h  e m p h a s i z i n g .  

O n e  is th e  f r e e d o m  to  c h o o s e  a t y p e  a n d  p la c e  o f  w o r k .  In  n o  

soc ie ty  c a n  th is  f r e e d o m  b e  u n l i m i t e d ,  s in c e  u l t i m a t e l y  t h e  w o r k  

tha t  p e o p l e  d o  m u s t  b e  m a t c h e d  to  t h e  g o o d s  a n d  s e rv ic e s  t h a t  

n eed  to  b e  p r o v i d e d ,  b u t  in  n o n - m a r k e t  s y s t e m s  l a b o u r  m u s t  

be d i r e c t e d  b y  c o m m a n d ,  p e r s u a s i o n ,  o r  s o m e t h i n g  s im i la r .  

M a r k e t  e c o n o m i e s  r e l y  o n  f in a n c ia l  i n c e n t iv e s ,  a n d  th is  h a s  a 

n u m b e r  o f  a d v a n t a g e s .  It  c a te r s  f o r  t h e  p e r s o n  w h o  w a n t s  to  

w o r k  in  a n  i d i o s y n c r a t i c  w a y  f o r  a l o w  i n c o m e — th e  p r o v e r b i a l  

a rt is t  s t a r v i n g  in  a g a r r e t — a n d  a lso  f o r  th e  h i g h l y  s k i l l e d  p e r s o n  

w h o  f o r  o n e  r e a s o n  o r  a n o t h e r  d e c id e s  n o t  to  m a k e  th e  so c ia l ly  

o p t im a l  u s e  o f  h is  sk i l ls .  In  b o t h  cases ,  th e  c h o ic e  is p la c e d  

f i rm ly  in  t h e  h a n d s  o f  th e  p e r s o n  in  q u e s t io n :  e i t h e r  d o  X  a n d  

earn  a l a r g e r  i n c o m e  o r  d o  Y  a n d  e n j o y  b e n e f i t s  o f  o t h e r  k in d s .  

In a s y s t e m  o f  l a b o u r  d i r e c t i o n ,  s u c h  p e o p l e  w i l l  b e  a t  th e  m e r c y  

o f  th e  d i r e c t i n g  a g e n c y  w h o  m a y  o r  m a y  n o t  l i s t e n  to  a p p e a l s  to  

be a l l o w e d  t o  d o  Y. T h e  id e a  t h a t  c h o ic e  o f  w o r k  c o u l d  b e  fu l ly  

v o lu n t a r y  in  a n o n - m a r k e t  s y s t e m — n o t  e v e n  g o v e r n e d  b y  

e x h o r t a t i o n  a n d  so c ia l  p r e s s u r e — is t o o  fa n t a s t ic  t o  b e  w o r t h  

c o n t e m p l a t i n g .

A n o t h e r  f r e e d o m  t h a t  r e q u i r e s  t h e  e x i s te n c e  o f  m a r k e t s  is 

po l i t ica l  f r e e d o m ,  in  th e  s e n s e  o f  t h e  f r e e d o m  to  e x p r e s s  a n d  

c o m m u n i c a t e  p o l i t i c a l  o p i n i o n s ,  p o s s i b l y  w i d e l y  a t  v a r i a n c e  

w i th  th e  v i e w  o f  t h e  m a j o r i t y .  O b v i o u s l y  m a r k e t s  c a n n o t  o f  

th e m s e lv e s  g u a r a n t e e  t h a t  th i s  f r e e d o m  w i l l  b e  p r e s e r v e d ;  

p o l i t ica l  c e n s o r s h i p  m a y  p r e v e n t  th a t .  B u t  o n  th e  o t h e r  h a n d  i t  is 

d if f icu l t  to  see  h o w  f r e e d o m  o f  e x p r e s s i o n  can  b e  re a l iz e d  u n le s s  

th e re  is a m a r k e t  in  b o o k s ,  n e w s p a p e r s ,  a n d  s u c h  o t h e r  m e d ia  o f  

c o m m u n i c a t i o n  as t e c h n o l o g y  m a k e s  a v a i lab le .  P e o p l e  m u s t  b e  

p e r m i t t e d  t o  b a n d  t o g e t h e r  to  p u b l i s h  t h e i r  o p in i o n s ;  i f  t h e y  a re
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n o t  a l l o w e d  t o  sell t h e  r e s u l t s ,  t h e y  m u s t  b e  f u n d e d  b y  a p u b l i c  

a g e n c y — a n d  h o w  is t h e  a g e n c y  t o  j u d g e  w h i c h  p u b l i c a t i o n s  are  

w o r t h  s u p p o r t i n g ?  A l m o s t  i n e v i t a b l y  t h e  d o m i n a n t  p o l i t i c a l  

v i e w  w i l l  a f fe c t  t h e  w a y  th i s  q u e s t i o n  is a n s w e r e d .

O n e  d o e s  n o t  h a v e  to  b e  a f a n  o f  M r  M u r d o c h  a n d  

M r  M a x w e l l  t o  see  t h e  f o r c e  o f  th i s  a r g u m e n t .  I n  a c a p i ta l is t  

e c o n o m y  c o m m u n i c a t i o n s  t e n d  t o  b e  d o m i n a t e d  b y  a f e w  g i a n t  

c o r p o r a t i o n s ,  w h o s e  b o s s e s  h a v e  e x c e s s iv e  p o w e r  to  m o u l d  

p u b l i c  o p i n i o n .  F r e e d o m  w o u l d  b e  e n h a n c e d  i f  t h e r e  w e r e  m o r e  

c o m p e t i t i o n ,  i f  r e a d e r s  a n d  v i e w e r s  w e r e  e x p o s e d  to  a w i d e r  

v a r i e ty  o f  s o u r c e s .  A  s o c ia l i s t  m a r k e t  e c o n o m y  o u g h t  to  m o v e  

in  th i s  d i r e c t i o n ,  e n c o u r a g i n g  th e  g r o w t h  o f  m a n y  s m a l l  

e n t e r p r i s e s  p u b l i s h i n g  b o o k s ,  p e r io d ic a l s ,  a n d  n e w s p a p e r s ,  

m a k i n g  t e l e v i s io n  p r o g r a m m e s  a n d  f i lm s ,  e tc .  T h e  s t r u c t u r e  o f  

t h e  m a r k e t  d e p e n d s  o n  i n v e s t m e n t  p o l i c y ,  a n d  u n d e r  m a r k e t  

s o c i a l i s m  th is  c a n  b e  f o r m u l a t e d  so  as t o  e n c o u r a g e  f r e e d o m  o f  

e x p r e s s io n .

W h a t  i f  t h e  p o l i c y  is less  e n l ig h te n e d ?  A  fe a r  s o m e t i m e s  

e x p r e s s e d  is th a t ,  s in c e  i n v e s t m e n t  is a p u b l i c  f u n c t i o n ,  d i s s id e n t  

g r o u p s  m a y  f i n d  t h e m s e l v e s  s t a r v e d  o f  c a p i ta l  b y  th e  a g e n c ie s  

t h a t  s u p p l y  it. O u r  p r e c i s e  a n s w e r  h e r e  w i l l  d e p e n d  o n  h o w  th e  

i n v e s t m e n t  a g e n c ie s  a r e  c o n s t i t u t e d .  T w o  g e n e r a l  p o i n t s  a re ,  

h o w e v e r ,  w o r t h  n o t i n g .  F irs t ,  w h a t e v e r  th e ir  p rec ise  c o n s t i tu t io n ,  

th e  a g e n c i e s ’ t a s k  is to  a l lo c a te  c a p i ta l  o n  th e  b a s is  o f  th e  

c o m m e r c i a l  v ia b i l i t y  o f  e n t e r p r i s e s ,  m o d i f i e d  b y  s u c h  so c ia l  

c o n s i d e r a t io n s  ( r e g io n a l  e m p l o y m e n t  n e e d s ,  e tc . )  as a r e  w r i t t e n  

in t o  th e i r  m a n d a t e .  T o  d i s c h a r g e  th i s  b r ie f ,  t h e r e  is n o  n e e d  to  

m a k e  j u d g e m e n t s  a b o u t  t h e  i n t r i n s i c  v a lu e  o f  w h a t  is p r o d u c e d ,  

a n y  m o r e  t h a n  th e r e  is w h e n  d e c i d in g ,  sa y ,  w h e t h e r  to  i n v e s t  in  

a c o - o p e r a t i v e  m a k i n g  p la s t i c  f l o w e r s .  S e c o n d ,  e v e n  i f  p o l i t i c a l  

p r e s s u r e  is e x e r t e d  t o  d e n y  th e  d i s s id e n t  c o l le c t iv e  f u n d s ,  i t  is 

l ik e ly  s t i l l  t o  b e  p o s s i b l e  t o  p u b l i s h  in  s o m e  f o r m ,  g iv e n  a 

m a r k e t  c o n t e x t .  E q u i p m e n t  c a n  b e  le a se d ,  p a p e r  b o u g h t ,  a n d  

th e  p r o d u c t  s o l d — n o  d o u b t  w i t h  r i n g i n g  d e n u n c i a t i o n s  o f  th e  

p o l i t i c a l  b ia s  o f  th e  i n v e s t m e n t  a g e n c ie s  o n  th e  f i r s t  p a g e .  

C o m p l e t e  s u p p r e s s io n  is v e r y  u n l ik e ly  w i t h o u t  o v e r t  c en so rsh ip ,  

w h i c h  is p o s s i b l e  in  a n y  t y p e  o f  e c o n o m y  a n d  c a n  o n l y  b e  

c o m b a t e d  b y  d i r e c t  p o l i t i c a l  m e a n s .



D a v id  M il le r 35

A  so c ia l i s t  m a r k e t  e c o n o m y ,  t h e n ,  c a n  r e a s o n a b l y  p r o m i s e  

f r e e d o m  in  c h o i c e  o f  p e r s o n a l  c o n s u m p t i o n ,  f r e e d o m  in  c h o ic e  

o f  w o r k ,  a n d  f r e e d o m  o f  e x p r e s s i o n .  I t  a i m s  t o  e x t e n d  th e s e  

f r e e d o m s  m o r e  w i d e l y  t h a n  is p o s s i b l e  i n  a c a p i ta l i s t  e c o n o m y ;  

a n d  a so c ia l i s t  e c o n o m y  w i t h o u t  m a r k e t s ,  o r  w i t h  v e r y  l i m i t e d  

m a r k e t s ,  w o u l d  b e  u n a b l e  to  g u a r a n t e e  t h e m .  F r e e d o m  is 

a lw a y s  t h r e a t e n e d  b y  d i s c r e t i o n a r y  p o w e r — th a t  is, t h e  p o w e r  

o f  o n e  a g e n t  t o  d e t e r m i n e  w h e t h e r  a s e c o n d  sh a l l  e n j o y  s o m e  

b e n e f i t— a n d  th i s  is t r u e  w h e t h e r  t h e  p o w e r  in  q u e s t i o n  is th e  

p o w e r  o f  t h e  t r a d i t i o n a l  c a p i t a l i s t  o v e r  t h e  w o r k i n g  l iv e s  o f  h is  

e m p l o y e e s  o r  t h e  p o w e r  o f  t h e  so c ia l i s t  o f f ic ia l  o v e r  th e  

r e c ip ie n t s  o f  s t a te  b e n e f i t s .  W e  c a n n o t  d o  w i t h o u t  d i s c r e t i o n a r y  

p o w e r  a l t o g e t h e r  ( w h i c h  is t o  s a y  t h a t  f r e e d o m  m u s t  s o m e t i m e s  

m a k e  w a y  f o r  o t h e r  v a lu e s ) ,  b u t  w e  c a n  l i m i t  i ts  s c o p e  b y  

e x t e n d i n g  p e o p l e ’s e n t i t l e m e n t s  t o  r e s o u r c e s  w h i c h  th e y  can  

e x c h a n g e  f o r  o t h e r  r e s o u r c e s  a c c o r d i n g  t o  c h o ic e .  M a r k e t s  a re  

e s sen t ia l  t o  t h a t  p r o c e s s .

T h e  id e a  t h a t  m a r k e t s  c o n t r i b u t e  t o  f r e e d o m  is f a m i l ia r ,  n o t  

leas t  f r o m  th e  d i s t o r t e d  f o r m  w h i c h  th is  id e a  ta k e s  in  th e  

w r i t i n g s  o f  t h e  N e w  R i g h t .  T h e  id e a  th a t  m a r k e t s  m a y  

c o n t r i b u t e  t o  d e m o c r a c y  is p e r h a p s  m o r e  n o v e l .  A g a in ,  t h e r e  is 

a l i b e r t a r i a n  v e r s i o n  o f  t h i s  th e s is  t h a t  I w a n t  t o  re jec t .  T h i s  

h o ld s  t h a t  t h e  m a r k e t  is a k i n d  o f  p e r m a n e n t  p le b i s c i t e  in  w h i c h  

th e  c o n s u m e r  r e g i s t e r s  a v o t e  e a c h  t i m e  h e  o r  sh e  p u r c h a s e s  o n e  

i t e m  r a t h e r  t h a n  a n o t h e r .  T h e  f l a w  in  th i s  a r g u m e n t ,  e a sy  

e n o u g h  to  s p o t ,  is t h a t  t h e  n u m b e r  o f ‘v o t e s ’ a p e r s o n  h a s  to  cas t  

d e p e n d s  d i r e c t l y  o n  h is  o r  h e r  i n c o m e ,  w h e r e a s  d e m o c r a c y  is 

s u p p o s e d  to  b e  a s y s t e m  o f  p o l i t i c a l  e q u a l i t y .  E v e n  t h o u g h  

m a r k e t  s o c i a l i s m  a i m s  t o  a l lo c a te  i n c o m e  fa r  m o r e  e q u a l ly  th a n  

c a p i t a l i s m ,  i t  w o u l d  b e  e g r e g i o u s  t o  r e p r e s e n t  i t  as d e m o c r a t i c  

o n  th e s e  g r o u n d s  a lo n e .

In s te a d  m y  f o c u s  w i l l  b e  o n  t w o  m o r e  f a m i l i a r  sp ec ie s  o f  

d e m o c r a c y :  i n d u s t r i a l  d e m o c r a c y  a n d  d e m o c r a c y  in  th e  s ta te .  

F o r  i n d u s t r i a l  d e m o c r a c y  t o  b e  m e a n i n g f u l ,  t h e  m e m b e r s  o f  

e a c h  e n t e r p r i s e  m u s t  h a v e  a s u b s t a n t i a l  d e g r e e  o f  c o n t r o l  o v e r  

t h e i r  w o r k  e n v i r o n m e n t ,  i n c l u d i n g  d e c i s io n s  a b o u t  th e  r a n g e  o f  

p r o d u c t s  t o  b e  m a d e ,  t h e  m e t h o d  o f  p r o d u c t i o n ,  a n d  so  f o r th .  In  

a m a r k e t  e c o n o m y  t h e y  a r e  a b le  t o  h a v e  th i s  a u t o n o m y .  T h e y



a re  o f  c o u r s e  c o n s t r a i n e d  b y  p r e v a i l i n g  m a r k e t  c o n d i t i o n s ;  th e y  

m a y  f in d  i t  f i n a n c ia l ly  i m p o s s i b l e  t o  s u p p l y  t h e  g o o d  o r  s e rv ic e  

t h a t  t h e y  w o u l d  id e a l ly  p r e f e r .  B u t ,  e x c e p t  in  cases  w h e r e  th e  

w o r k e r s  h a v e  v e r y  sp e c i f i c  sk i l l s  o r  t h e  a v a i la b le  m a c h i n e r y  is 

u n a d a p t a b l e ,  t h e r e  w i l l  b e  a r a n g e  o f  o p t i o n s  to  c h o o s e  b e t w e e n .  

E n t e r p r i s e  m e m b e r s  c a n  d e b a t e  w h e t h e r  to  sp ec ia l iz e  o r  to  

d iv e r s i fy ,  w h e t h e r  t o  g o  all o u t  f o r  m a x i m u m  p r o d u c t i o n  o r  to  

o p t  f o r  m o r e  p l e a s a n t  w o r k i n g  c o n d i t i o n s  a n d  a l o w e r  i n c o m e .  

D e c i s i o n s  s u c h  as th e s e  a r e  th e  s t u f f  o f  i n d u s t r i a l  d e m o c r a c y .  If, 

o n  th e  o t h e r  h a n d ,  t h e  e c o n o m y  is fu l ly  p l a n n e d ,  n o  e n t e r p r i s e  

c a n  e n j o y  c o m p a r a b l e  a u t o n o m y .  E a c h  m u s t  b e  g iv e n  i n p u t  a n d  

o u t p u t  t a r g e t s  w h i c h  b e t w e e n  t h e m  l a r g e ly  d e t e r m i n e  th e  

r e m a i n i n g  a s p e c t s  o f  t h e  e n t e r p r i s e ’s w o r k .  T h e r e  m a y  stil l  b e  

m i n o r  m a t t e r s  o v e r  w h i c h  d e m o c r a t i c  d e c i s i o n - m a k i n g  is 

p o s s i b le — t h e  s h a p e  o f  th e  w o r k i n g  d a y ,  f o r  i n s t a n c e — b u t  th e  

e x p e r i e n c e  o f  w o r k e r s  w i l l  p r i m a r i l y  b e  t h a t  o f  e x e c u t i n g  o r d e r s  

h a n d e d  d o w n  f r o m  a c e n t r a l  p l a n n i n g  a g e n c y .

M a r k e t s  p e r m i t  i n d u s t r i a l  d e m o c r a c y  b u t  d o  n o t  n e c e s s i t a te  

it. T h e  e x t e n t  t o  w h i c h  i t  is p o s s i b l e  d e p e n d s  o n  th e  s t r u c t u r e  o f  

e n t e r p r i s e s ,  w i t h  w o r k e r s ’ c o - o p e r a t i v e s  b e i n g  th e  m o s t  d e m o ­

c ra t ic  f o r m .  S u c h  a n  e n t e r p r i s e  s t r u c t u r e  m a y  n o t  b e  o p t i m a l  fo r  

all i n d u s t r i e s  a t  all t i m e s ,  in  w h i c h  case  w e  face  a t r a d e - o f f  

b e t w e e n  e c o n o m i c  e f f i c i e n c y  a n d  i n d u s t r i a l  d e m o c r a c y .  E v e n  

so , a so c ia l i s t  m a r k e t  e c o n o m y  w o u l d  p r o v i d e  a d e m o c r a t i c  

w o r k  e n v i r o n m e n t  f o r  t h o s e  w h o  v a l u e d  th is  m o s t  h ig h l y ,  o n  

th e  ( r e a s o n a b le )  a s s u m p t i o n  t h a t  n o t  e v e r y o n e  w o u l d  s h a r e  s u c h  

a s t r o n g  p r e f e r e n c e .

A  s u p p o r t e r  o f  soc ia lis t  p la n n in g  m i g h t  c o n c e d e  th a t  in d iv id u a l  

e n t e r p r i s e s  c o u l d  n o t  b e  d e m o c r a t i c a l l y  s e l f - g o v e r n i n g  in  a 

p l a n n e d  e c o n o m y ,  b u t  a r g u e  t h a t  th i s  w o u l d  b e  c o m p e n s a t e d  

f o r  b y  th e  fac t  t h a t  th e  e c o n o m y  as a w h o l e  w o u l d  b e  s u b j e c t  to  

d e m o c r a t i c  c o n t r o l ;  a m a r k e t ,  in  c o n t r a s t ,  l e ad s  t o  a c o m p e t i t i v e  

o u t c o m e  t h a t  n o  o n e  c o n t r o l s — th e  s u r v iv a l  o f  t h e  f i t t e s t .  I 

s h o u l d  l ik e  to  s u g g e s t  t h a t  t h e  o p p o s i t e  is t ru e .

T o  b e g i n  w i t h ,  w e  m u s t  r e c o g n i z e  t h a t  a n y  m o d e r n  s t a te  th a t  

a sp i re s  to  b e  d e m o c r a t i c  faces  a m a j o r  p r o b l e m ,  n a m e l y  h o w  to  

e n s u r e  e f f e c t iv e  c o n t r o l  o f  t h e  sp e c ia l i s t  a d m i n i s t r a t o r s  w h o  m a n  

th e  v a r i o u s  b r a n c h e s  o f  t h e  b u r e a u c r a c y .  In  i ts  s i m p l e s t  f o r m ,
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the  p r o b l e m  is t h a t  t h e s e  e x p e r t s  h a v e  ac ce ss  t o  b o d ie s  o f  

i n f o r m a t i o n  w h i c h — q u i t e  a p a r t  f r o m  t h e  i s su e  o f  g o v e r n m e n t  

se c r e c y — n o  o r d i n a r y  c i t i z e n  c o u l d  p o s s i b l y  b e  e x p e c t e d  to  

a b so rb .  T h e  p r o p o s a l s  c o m i n g  f r o m  t h e  b u r e a u c r a c y  a re  in  th e s e  

c i r c u m s ta n c e s  h a r d  t o  c h a l l e n g e  w i t h  a n y  s h o w  o f  c o n v i c t i o n .  

N o w ,  in  so  fa r  as t h i s  p r o b l e m  h a s  a s o l u t i o n ,  i t  m u s t  r e s id e  in  

th e  c i t iz e n  b o d y  l a y i n g  d o w n  g e n e r a l  g u id e - l i n e s  f o r  th e  

b u r e a u c r a c y  to  f o l l o w ,  r a t h e r  t h a n  in  t r y i n g  to  s e t t l e  m a t t e r s  o f  

de ta il .  T o  g iv e  a s i m p l e  i l l u s t r a t i o n ,  th e  p u b l i c  m i g h t  d e c id e  

w h e t h e r  i t  w a n t s  n u c l e a r  p o w e r  s t a t i o n s  o r  n o t ;  i f  t h e  d e c i s io n  

w as  p o s i t i v e ,  t h e  e x p e r t s  w o u l d  t h e n  d e c i d e  w h i c h  t y p e  o f  

s t a t i o n  to  b u i l d  in  w h i c h  a rea .  I t  is i m m a t e r i a l  h e r e  w h e t h e r  w e  

see th is  p ro c e s s  as o c c u r r in g  t h r o u g h  th e  re p re se n ta t iv e  in s t i tu t io n s  

th a t  w e  n o w  h a v e ,  o r  t h r o u g h  s o m e t h i n g  m o r e  r a d ic a l ly  

d e m o c r a t i c  ( p r i m a r y  a s s e m b l i e s  o r  r e f e r e n d u m s ,  f o r  in s ta n c e ) .  

T h e  p o i n t  is t h a t  r e a l i s t i c  d e m o c r a t i c  c o n t r o l  d e p e n d s  o n  b e in g  

ab le  to  m a k e  s u c h  a s e p a r a t i o n  b e t w e e n  g e n e r a l  q u e s t i o n s  o f  

p r in c ip l e  a n d  sp e c ia l i s t  d e c i s io n s .

E c o n o m i c  p l a n n i n g ,  o f  t h e  t y p e  a t t e m p t e d  in  t h e  S o v ie t  

U n i o n  a n d  e l s e w h e r e ,  t e n d s  t o  o b l i t e r a t e  a n y  s u c h  d i s t i n c t i o n .  A  

v ia b le  p l a n  m u s t  b e  b o t h  c o m p r e h e n s i v e  a n d  d e ta i l e d ;  i t  re l ie s  o n  

g a t h e r i n g  a v a s t  a m o u n t  o f  i n f o r m a t i o n  a b o u t  th e  c u r r e n t  s t a te  

o f  th e  e c o n o m y  a n d  p r o j e c t i n g  i n t o  a f u t u r e  t i m e  p e r i o d .  T h i s  

r e q u i r e s  a l a r g e  b u r e a u c r a t i c  m a c h i n e  w h o s e  t a s k  is to  c o ­

o r d i n a t e  t h e  i n f o r m a t i o n  t o  t h e  b e s t  o f  i ts  a b i l i ty .  It  w o u l d  b e  

v i r t u a l ly  i m p o s s i b l e  f o r  a n  o u t s i d e r  t o  c h a l l e n g e  t h e  r e s u l t i n g  

p la n ,  s in ce ,  i f  o n e  e l e m e n t  is c h a n g e d ,  th i s  h a s  r e p e r c u s s i o n s  f o r  

all o th e r  va r iab les .  T h e  e s sen ce  o f  s u c h  a p la n  is its c o n n ec ted n ess .  

‘D e m o c r a t i c  p l a n n i n g ’ is f o r  t h a t  r e a s o n  a m e r e  s lo g a n .  N o  

d e m o c r a t i c  b o d y ,  c o m p o s e d  o f  n o n - s p e c i a l i s t s ,  c o u l d  p o s s i b ly  

a s s im i la t e  e n o u g h  i n f o r m a t i o n  t o  d r a f t  a p l a n  o f  th i s  fu l l-  

b l o o d e d  s o r t .

F r a m e w o r k  p l a n n i n g ,  th e  k i n d  o f  p l a n n i n g  w h i c h  m a r k e t  

so c i a l i s m  r e q u i r e s ,  is a v e r y  d i f f e r e n t  m a t t e r .  H e r e ,  in s t e a d  o f  

t r y i n g  t o  d e t e r m i n e  th e  d e t a i l e d  s h a p e  o f  th e  e c o n o m y ,  w e  a re  

s i m p l y  l a y in g  d o w n  b r o a d  p a r a m e t e r s  w i t h i n  w h i c h  th e  

e c o n o m y  w i l l  f i n d  i t s  o w n  e q u a l i b r i u m .  A t  s t a k e  h e r e  a re  is su e s  

s u c h  as p r e f e r r e d  e n t e r p r i s e  s t r u c t u r e  ( i f  a n y ) ,  g u id e - l i n e s  fo r
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i n v e s t m e n t  a g e n c i e s ,  o p t i m a l  t a x  ra te s ,  a n d  th e  l ike .  T h e s e  

is su es  a r e  b y  n o  m e a n s  e a s y  to  s e t t le ,  b u t  a t  le a s t  t h e y  a re  is su e s  

o f  th e  r i g h t  k i n d  o f  g e n e r a l i t y  f o r  d e b a t e  in  a d e m o c r a t i c  f o r u m .  

P re c i s e ly  b e c a u s e  t h e  r o l e  o f  t h e  s t a te  is r e s t r i c t e d  u n d e r  m a r k e t  

s o c ia l i s m ,  i t  b e c o m e s  p o s s i b l e  to  c o n t e m p l a t e  e f f e c t iv e  d e m o ­

c ra t ic  c o n t r o l  o f  t h e  b u r e a u c r a c y .  N o  d e m o c r a t i c  b o d y  can  

r e a s o n a b ly  d e c i d e  w h a t  n e x t  y e a r ’s q u o t a  o f  C h e s h i r e  c h e e se  

s h o u l d  b e ,  b u t  in  a s o c ia l i s t  m a r k e t  e c o n o m y  th is  is n o t  a 

q u e s t i o n  t h a t  a n y o n e  n e e d  d e c id e ;  th e  m a k e r s  o f  c h e e se  w i l l  

a d ju s t  t h e i r  s u p p l y  w e e k  b y  w e e k  t o  m a t c h  t h e  d e m a n d ,  a n d  at 

t h e  y e a r ’s e n d  w h o e v e r  is i n t e r e s t e d  c a n  f i n d  th e  a n s w e r .

In  th is  p a r t  o f  t h e  c h a p t e r  I h a v e  o f f e r e d  a r g u m e n t s  in  s u p p o r t  

o f  m a r k e t s  u n d e r  s o c i a l i s m — a r g u m e n t s  a p p e a l in g  to  th e  v a lu e s  

o f  w e l f a r e ,  f r e e d o m ,  a n d  d e m o c r a c y .  A l o n g  th e  w a y  I h a v e  

s u g g e s t e d  r e a s o n s  w h y  m a r k e t  s o c i a l i s m  m i g h t  s c o r e  m o r e  

h ig h l y  in  th e s e  t e r m s  t h a n  c o n t e m p o r a r y  c a p i t a l i s m ,  b u t  m y  

m a i n  p u r p o s e  h a s  b e e n  t o  r e b u t  th e  v i e w  t h a t  so c ia l i s t  e n d s  a re  

b e s t  s e r v e d  b y  s t a t i s t  m e a n s .  I n o w  t u r n  to  s o m e  c r i t i q u e s  o f  

m a r k e t s  w h i c h  d r a w  o n  t r a d i t i o n a l  so c ia l i s t  id e a s ,  a n d  a g a in  I 

sha l l  i s o la te  t h r e e  e l e m e n t s  f o r  s e p a r a t e  d i s c u s s io n .

S O M E  C R I T I C I S M S  C O N S I D E R E D

T h e  c r i t i q u e s  in  q u e s t i o n  a r e  o f t e n  e x p r e s s e d  p r o g r a m m a t i c a l l y  

in  t e r m s  o f  th e  i m p o r t a n c e  o f  m e e t i n g  n e e d s  r a t h e r  t h a n  w a n t s ,  

o r  in  t e r m s  o f  t h e  c o n t r a s t  b e t w e e n  p r o d u c t i o n  f o r  u se  a n d  

p r o d u c t i o n  f o r  p r o f i t .  T h e s e  s l o g a n s  ro l l  t o g e t h e r  t h e  th r e e  

e l e m e n t s  I w a n t  t o  s e p a r a te .  T h e  f i r s t  c l a im  is t h a t  a m a r k e t  

e c o n o m y  p r o d u c e s  th e  w r o n g  g o o d s  a n d  se rv ice s :  it  r e s p o n d s  to  

su p e r f ic ia l  d e m a n d s  as o p p o s e d  to  rea l  n e e d s .  T h e  s e c o n d  is th a t  

t h e  g o o d s  a n d  s e r v ic e s  so  p r o d u c e d  a r e  d i s t r i b u t e d  in  a m o r a l l y  

a r b i t r a r y  w a y .  T h e  t h i r d  is t h a t  a m a r k e t  b r e e d s  se l f ish  m o t i v e s  

in  b o t h  p r o d u c e r s  a n d  c o n s u m e r s ,  s o  t h a t  th e  g e n e r a l  q u a l i t y  o f  

r e l a t i o n s h i p s  in  t h e  s o c i e ty  is c o r r u p t e d .  A l t h o u g h  th e r e  a re  

o b v i o u s  c o n n e c t i o n s  b e t w e e n  th e s e  t h r e e  c la im s ,  t h e y  a re  b y  n o  

m e a n s  id e n t ic a l ,  a n d  i n d e e d  i t  is e s s e n t i a l  to  k e e p  t h e m  s e p a r a te  

i f  w e  w a n t  t o  e v a l u a t e  t h e m  p r o p e r l y .
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T h e  f i r s t  c r i t i q u e  c a n  b e  s e e n  as a w a y  o f  u n d e r m i n i n g  th e  

w e lfa re  a r g u m e n t  f o r  m a r k e t s  g i v e n  a b o v e .  A  m a r k e t  m a y  b e  a 

h ig h ly  e f f ic i e n t  w a y  o f  p r o d u c i n g  a l a r g e  r a n g e  o f  g o o d s  a n d  

serv ices ,  b u t  t h a t  is all t o  n o  a v a i l  i f  t h e  g o o d s  a n d  s e rv ic e s  d o  

n o t  c o n d u c e  t o  g e n u i n e  w e l l - b e i n g .  F o r  t h e  c r i t i q u e  to  c a r r y  a n y  

w e ig h t ,  h o w e v e r ,  w e  m u s t  h a v e  s o m e  w a y  o f  id e n t i f y in g  ‘rea l  

n e e d s ’ in  c o n t r a d i s t i n c t i o n  to  t h e  d e m a n d s  a c tu a l ly  r e v e a l e d  in  

c o n s u m e r  b e h a v i o u r .  H o w  is th i s  to  b e  d o n e ?

O n e  p o s s i b i l i t y  is t h a t  t h e  c r i t i c  is s i m p l y '  p o s t u l a t i n g  a 

u n iv e r s a l  l i s t  o f  h u m a n  n e e d s ,  g r o u n d e d  in  a t h e o r y  o f  h u m a n  

n a tu re .  N o w  t h e  id e a  o f  u n i v e r s a l  h u m a n  n e e d s  is n o t  e n t i r e l y  

b o g u s :  c le a r ly  t h e r e  a r e  p r e r e q u i s i t e s  w h i c h  all o f  u s  m u s t  h a v e  

to  s u r v i v e  a n d  f lo u r i s h ,  s u c h  as a d e q u a t e  f o o d ,  p r o t e c t i o n  f r o m  

th e  e l e m e n t s ,  a n d  s o  f o r t h .  B u t  s u c h  a l i s t  is n o t  g o i n g  to  b e  v e r y  

e x t e n s iv e ,  a n d ,  m o r e  i m p o r t a n t ,  th e  m o r e  a f f lu e n t  a so c i e ty  

b e c o m e s ,  t h e  s m a l l e r  a p r o p o r t i o n  o f  its o u t p u t  w i l l  b e  r e q u i r e d  

to  c o v e r  th e s e  i t e m s .  J u d g e d  in  t h e s e  r i g o r o u s  t e r m s ,  m o s t  o f  th e  

t h in g s  t h a t  p e o p l e  c o n s u m e  in  a d v a n c e d  i n d u s t r i a l  so c ie t ie s  a re  

n o n - e s s e n t i a l s .  I f  t h e  c r i t i c  t r ie s  t o  e x t e n d  th e  l i s t  o f  u n iv e r s a l  

n e e d s  b e y o n d  t h e  b a s ic  e s s e n t i a l s ,  h e  c a n  b e  c h a r g e d  w i t h  

a r b i t r a r i l y  a t t e m p t i n g  to  i m p o s e  h i s  p r e f e r e n c e s  o n  o t h e r s  w h o  

d o  n o t  s h a r e  t h e m .  F o r  t h e  fa c t  is t h a t  p e o p l e  h a v e  v e r y  d i f f e r e n t  

ideas  a b o u t  h o w  life  s h o u l d  b e  l i v e d  b e y o n d  b a r e  s u r v iv a l ,  a n d  

so  t h e i r  p r i o r i t i e s  in  t e r m s  o f  th e  g o o d s  a n d  s e rv ic e s  t h e y  w a n t  

to  h a v e  a l so  v a r y  g r e a t ly .  R a t h e r  t h a n  a t t e m p t i n g  to  i m p o s e  

s p u r i o u s l y  u n i f o r m  n e e d s  o n  in d i v i d u a l s  a n d  so c ie t ie s ,  w e  

s h o u l d  b e  t r y i n g  t o  c r e a t e  an  e n v i r o n m e n t  in  w h i c h  th e  m o s t  

d iv e r s e  s ty le s  o f  life  c a n  c o e x i s t  h a r m o n i o u s l y .

T h e r e  is h o w e v e r  a s e c o n d ,  a n d  less  o b v i o u s l y  f l a w e d ,  w a y  o f  

p r e s e n t i n g  th e  c r i t i c a l  a r g u m e n t .  T h e  c l a im  is n o w  th a t  th e  

des i re s  r e v e a l e d  in  m a r k e t  b e h a v i o u r  a r e  t o  a la r g e  e x t e n t  

i n d u c e d  b y  th e  p r o d u c e r s  o f  g o o d s  a n d  s e rv ic e s  t h e m s e l v e s ,  

w h o  h a v e  a n  o b v i o u s  i n t e r e s t  in  s t i m u l a t i n g  d e m a n d  f o r  th e i r  

p r o d u c t s .  ‘R e a l  n e e d s ’ a r e  t h e  d e s i r e s  p e o p l e  w o u l d  h a v e  i f  t h e y  

w e r e  a l l o w e d  f r e e ly  to  m a k e  u p  th e i r  o w n  m i n d s  w i t h o u t  s u c h  

s t im u l i .  In  th i s  v e r s i o n ,  t h e r e  n e e d  b e  n o  p r e s u m p t i o n  th a t  

e v e r y o n e ’s re a l  n e e d s  a r e  t h e  s a m e .
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T h e r e  is o b v i o u s l y  m u c h  t r u t h  in  th e  v i e w  t h a t  m a r k e t  

d e m a n d  is e x t e r n a l l y  s t i m u l a t e d .  B u t  i t  is m u c h  less  o b v i o u s  

w h y  th is  s h o u l d  d e s t r o y  t h e  w e l f a r e  a r g u m e n t  f o r  m a r k e t s .  F o r  

p e r s o n a l  w e l l - b e i n g  is n o t  s i m p l y  a m a t t e r  o f  h a v i n g  as f e w  

u n s a t i s f i e d  d e s i r e s  as p o s s ib le .  I f  th i s  w e r e  t r u e ,  th e  h a p p i e s t  

m a n  o f  all t i m e  w o u l d  b e  D i o g e n e s  in  h is  t u b .  W e l l - b e i n g  c a n  b e  

in c r e a s e d  b y  c u l t i v a t i n g  n e w  d e s i re s ,  a n d  i n e v i t a b l y  m a n y  o f  th e  

d e s i re s  t h a t  w e  d o  a c q u i r e  c o m e  to  us  f r o m  o u r  s u r r o u n d i n g s .  

O u r  ta s te s  in  f o o d  c h a n g e  b e c a u s e  o f  r e c ip e s  o t h e r  p e o p l e  t r y  o u t  

o n  us,  a n d  w e  le a r n  o u r  c l o th e s  s e n s e  b y  l o o k i n g  a t  w h a t  o u r  

n e i g h b o u r s  a r e  w e a r i n g .  T h e r e  is n o t h i n g  s in i s t e r  in  th i s ,  a n d  

a n y o n e  w h o  f in d s  f a u l t  w i t h  it  m u s t  c o n d e m n  u s  all to  s o l i t a r y  

c o n f i n e m e n t .  W h y ,  t h e n ,  s h o u l d  t h e  case  b e  a n y  d i f f e r e n t  w i t h  

d e s i r e s  t h a t  a r e  s t i m u l a t e d  b y  t h o s e  w h o ,  as p r o d u c e r s ,  h a v e  a 

v e s t e d  in t e r e s t e d  in  d o i n g  so?

T h e  d i f f e r e n c e  c a n  o n l y  b e  t h a t  th e s e  d e s i re s  a r e  s t i m u l a t e d  

d e l ib e r a t e ly ,  a n d ,  b e c a u s e  o f  th i s ,  m a y  s o m e t i m e s  b e  a r o u s e d  in  

w a y s  t h a t  u n d e r m i n e  t h e  c o n s u m e r ’s a u t o n o m y .  It  is th e  m e a n s  

o f  s t i m u l a t i n g ,  n o t  t h e  f a c t  o f  s t i m u l a t i o n ,  t h a t  is c ru c ia l .  In  th e  

g r e a t  m a j o r i t y  o f  cases  in  w h i c h  n e w  d e s i re s  a r e  c r e a t e d ,  t h e r e  is 

n o  t h r e a t  t o  a u t o n o m y .  A  d e s i r e  m a y ,  f o r  in s ta n c e ,  m e r e l y  b e  

i n s t r u m e n t a l  t o  t h e  s a t i s f a c t i o n  o f  p r e - e x i s t i n g  d e s i re s ,  as w h e n  

w e  c h o o s e  a p r o d u c t  w h i c h  w e  b e l ie v e  w i l l  s e r v e  a n  e x i s t i n g  

p u r p o s e  m o r e  e f f e c t i v e ly — sa y  a s p i n - d r i e r  in  p la c e  o f  a h a n d -  

w r i n g e r .  O r  w e  m a y  s i m p l y  a c q u i r e  a n e w  ta s te ,  as w h e n  w e  t r y  

a n e w  f r u i t  t h a t  h a s  f o u n d  its  w a y  o n  to  t h e  s u p e r m a r k e t  sh e lv e s .  

T h e  c h a n g e s  o f  d e s i r e  h e r e  m a y  n o t  b e  d e l i b e r a t e  o n  o u r  p a r t ,  

b u t  t h e r e  is n o t h i n g  in  t h e  p r o c e s s  o f  a c q u i r i n g  t h e  n e w  w a n t s  

w h i c h ,  i f  i t  w e r e  b r o u g h t  t o  l i g h t ,  w o u l d  c a u s e  us  to  r e n o u n c e  

t h e m .  M o r e o v e r ,  a l t h o u g h  th e  s u p p l i e r s  o f  s p i n - d r i e r s  a n d  

p o m e g r a n a t e s  h a v e  n o  d i r e c t  in t e r e s t  in  o u r  w e l f a r e ,  b u t  o n l y  in  

s e l l in g  th e i r  p r o d u c t s ,  i t  d o e s  n o t  f o l l o w  f r o m  th is  t h a t  o u r  

w e l f a r e  c a n n o t  b e  i n c r e a s e d  b y  r e s p o n d i n g  t o  t h e i r  p r o m p t i n g s .

T h e  cases  w h i c h  d o  c a u s e  c o n c e r n  a re  t h o s e  w h i c h  in v o l v e  

s o m e  s o r t  o f  f a i lu r e  o f  r a t i o n a l i t y  o n  t h e  p a r t  o f  th e  c o n s u m e r .  

T h e  m o s t  c l e a r - c u t  e x a m p l e s — w h i c h  a re  a lso  t h e  le a s t  w o r r i ­

s o m e — a re  t h o s e  in  w h i c h  th e  p r o d u c e r  d u p e s  t h e  c o n s u m e r  

i n t o  b e l i e v i n g  t h a t  h is  p r o d u c t  w i l l  d o  t h i n g s  w h i c h  i t  w i l l  n o t ,
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in th e  m o s t  l i t e r a l  s e n s e .  O b v i o u s l y  w e  m u s t  h a v e  c o n s u m e r  

i n f o r m a t i o n  s e r v ic e s ,  t r a d e s  d e s c r i p t i o n  ac ts ,  a n d  th e  l ik e  to  

c o u n te r  th i s  p o s s i b i l i t y ,  a n d  th e s e  w i l l  n e e d  to  b e  b u i l t  i n t o  th e  

po l i t ica l  f r a m e w o r k  t h a t  s u r r o u n d s  a p r o p e r l y  f u n c t i o n i n g  

m a rk e t .  B u t  n o t e  t o o  t h a t  c o n s u m e r s  w i l l  s o o n e r  o r  l a te r  

b e c o m e  a w a r e  o f  t h e i r  e r r o r s — w h e n  th e  c a n - o p e n e r  fails to  

o p e n  t h e i r  t i n s — a n d  w i l l  u s u a l ly  b e  in  a p o s i t i o n  t o  c h o o s e  

b e t te r  in  t h e  f u t u r e .  ( W h e r e  th i s  is n o t  so ,  f o r  in s t a n c e  w h e r e  a 

bad  c h o i c e  m a y  c a u s e  p e r m a n e n t  d a m a g e — as in  t h e  case  o f  

m e d ic a l  c a r e — t h e r e  is a s t r o n g  c ase  f o r  p r o v i d i n g  th e  g o o d  o r  

se rv ice  in  q u e s t i o n  o u t s i d e  t h e  m a r k e t . )  S o  m a r k e t s  f u n c t i o n  as 

le a rn in g  d e v ic e s  in  c a ses  w h e r e  p r o d u c t s  a re  b o u g h t  r e p e a t e d ly ,  

an d  fa i lu re s  o f  r a t i o n a l i t y  o f  th i s  k i n d  t e n d  t o  b e  s e l f - c o r r e c t i n g .

M o r e  d i s t u r b i n g  a r e  t h o s e  cases  in  w h i c h  th e  c l a im s  m a d e  b y  

the  s u p p l i e r  o f  a p r o d u c t  a r e  i n t a n g ib l e ,  b u t  n o n e  t h e  less 

p e r s u a s iv e :  t h e  p r o d u c t  is p o r t r a y e d  as e s s e n t i a l  t o  t h e  g o o d  life, 

o r  so c ia l  su c c e s s ,  o r  s u c c e s s  w i t h  th e  o p p o s i t e  sex .  C l a i m s  o f  th i s  

k in d  a re  n o t  o n l y  l a r g e l y  u n v e r i f i a b l e ,  b u t  i n e x h a u s t ib le :  

p e r h a p s  y o u  n o w  d r i n k  t h e  j e t s e t t e r ’s a p e r i t i f ,  b u t  a r e  y o u  

w e a r in g  t h e  r i g h t  s h i r t  w h i l e  d o i n g  so?  C r i t i c s  o f  th e  m a r k e t  

e c o n o m y  b a t t e n  o n  t o  t h e s e  cases ,  p o i n t i n g  o u t  t h a t  m a r k e t s  

m a y  p r o d u c e  a p r o f u s i o n  o f  e v e r  m o r e  c o s t ly  g o o d s  w h o s e  rea l  

c o n t r i b u t i o n  to  t h e  i n c r e a s e  o f  h u m a n  h a p p i n e s s  is n il .  E v e r y o n e  

is c a u g h t  u p  in  a s c r a m b l e  f o r  c o m m o d i t i e s  w h e r e ,  as s o o n  as 

o n e  le v e l  o f  c o n s u m p t i o n  is r e a c h e d ,  a n e w  a s c e n t  is ca l led  f o r  in  

s e a r c h  o f  t h e  e l u s iv e  S h a n g r i - L a .

W e  n e e d  t o  b e  r e m i n d e d  f r o m  t i m e  t o  t i m e  o f  th is  

u n c o m f o r t a b l e  t r u t h .  B u t  w h e r e  d o e s  i t  l e a d  us?  I a m  n o t  

c o n v i n c e d  t h a t  i t  w e i g h s  d e c i s iv e ly  in  th e  c h o ic e  b e t w e e n  

m a r k e t  a n d  n o n - m a r k e t  m e t h o d s  o f  p r o v i s i o n .  I f  a n y t h i n g ,  it  

c a u t io n s  u s  a g a i n s t  e x a g g e r a t i n g  th e  c o n t r i b u t i o n  o f  e c o n o m i c  

a r r a n g e m e n t s  o f  a n y  s o r t  t o  h u m a n  w e l f a r e  a t  t h e  d e e p e s t  leve l.  

S ag es  f r o m  t i m e  i m m e m o r i a l  h a v e  t o l d  u s  t h a t  r e a l  h a p p i n e s s  

d e p e n d s  o n  s e l f - k n o w l e d g e ,  o n  g o o d  p e r s o n a l  r e l a t i o n s h i p s ,  o n  

a d j u s t i n g  y o u r  a s p i r a t i o n s  to  y o u r  c a p a c i t i e s ,  a n d  so  f o r th .  

M a t e r i a l  s t a n d a r d s  d o  n o t  m a k e  so  m u c h  d i f f e r e n c e — at le a s t  

o n c e  b a s ic  n e e d s  a r e  s a t is f ied .  I f  w e  a c c e p t  th i s  w i s d o m  ( w h ic h  

m o s t  o f  u s  d o  in  t h e o r y ,  t h o u g h  r a t h e r  f e w  in  p r a c t ic e ) ,  th e
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o b s e r v a t i o n  t h a t  m a r k e t s  in c r e a s e  m a te r i a l  le v e ls  o f  c o n s u m p t i o n  

fa r  m o r e  t h a n  re a l  h a p p i n e s s  w i l l  s e e m  less  te l l in g .  F o r  t h e  s a m e  

is l ik e ly  to  b e  t r u e  o f  all e c o n o m i e s  o p e r a t i n g  a b o v e  th e  s u b ­

s i s te n c e  le v e ls .  O n c e  n o n - e s s e n t i a l s  a r e  p u t  i n t o  p r o d u c t i o n ,  

p e o p l e  w i l l  b e g i n  d e m a n d i n g  t h e m  f o r  p s y c h o l o g i c a l l y  s u s p e c t  

r e a s o n s .  W e  c a n  see  th i s  o n l y  t o o  c le a r ly  in  t h e  case  o f  S o v ie t -  

s ty le  e c o n o m i e s ,  w h e r e  t h e  s c r a m b l e  f o r  c o m m o d i t i e s  is e v e r y  

b i t  as i n t e n s e  as i t s  c o u n t e r p a r t  in  t h e  W e s t .  I t  d o e s  n o t  ta k e  se lf ­

in t e r e s t e d  p r o d u c e r s  w i t h  s o p h i s t i c a t e d  a d v e r t i s i n g  t e c h n iq u e s  

to  c r e a te  th i s  p s y c h o l o g y .  R a t h e r ,  b e c a u s e  th e  p s y c h o l o g y  

e x i s t s — th e  i l lu s io n ,  i f  y o u  l ik e ,  t h a t  h a p p i n e s s  c a n  b e  b o u g h t  

t h r o u g h  c o m m o d i t i e s — p r o d u c e r s  c a n  m a k e  u se  o f  it  to  sell 

p a r t i c u l a r  i t e m s .

W e  j u d g e  a n y  e c o n o m y  t o o  h a r s h l y  i f  w e  a sk  h o w  m u c h  it 

c o n t r i b u t e s  t o  i n n e r  h a p p i n e s s .  T h e  case  f o r  m a r k e t s  is t h a t  th e y  

a re  an  e f f e c t iv e  m e a n s  o f  s u p p l y i n g  m a n y  g o o d s  a n d  s e rv ic e s  to  

c o n s u m e r s .  S o m e  c o n s u m e r s  w i l l  f i n d  t h a t  w h a t  t h e y  b u y  fails 

to  l iv e  u p  to  t h e i r  e x p e c t a t i o n s ,  b u t  th e  w o r s t  t h a t  c a n  b e  sa id  

a b o u t  m a r k e t s  is t h a t  t h e y  r e i n f o r c e ,  r a t h e r  t h a n  c h a l l e n g e ,  th e  

p s y c h o l o g y  t h a t  b r i n g s  a b o u t  th i s  r e s u l t .  S h o r t  o f  a w h o le s a l e  

o n s l a u g h t  o n  th e  p r i v a t e  c o n s u m p t i o n  o f  g o o d s  a n d  s e r v ic e s — a 

r e m e d y  s o  d r a s t i c  t h a t  e v e n  th e  m o s t  a r d e n t  so c ia l i s t  w i l l  s u r e ly  

s h r i n k  f r o m  i t — th e  p r o b l e m  is in s o lu b l e .  E d u c a t i o n  c a n  h e lp  to  

m i t i g a t e  it ,  b y  g e t t i n g  p e o p l e  to  t h i n k  m o r e  c le a r ly  a b o u t  w h a t  

t h e y  w a n t  o u t  o f  life ,  b u t  t h e  p s y c h o l o g i c a l  p r o c e s s e s  i n v o l v e d  

in  c o n s u m p t i o n  o f  th i s  k i n d  a re  t o o  c o m p l e x  e v e r  t o  b e  b r o u g h t  

fu l ly  u n d e r  r a t i o n a l  c o n t r o l .

H a v i n g  p e e r e d  b r ie f ly  i n t o  th i s  a b y s s ,  le t  u s  t u r n  o u r  a t t e n t i o n  

to  th e  a l l e g e d  d i s t r i b u t i v e  fa i l in g s  o f  th e  m a r k e t .  A  w e l l -  

e s t a b l i s h e d  l in e  o f  a t t a c k  is t h a t  m a r k e t s  d i s t r i b u t e  g o o d s  a n d  

s e rv ice s  n o t  a c c o r d i n g  t o  n e e d  b u t  a c c o r d i n g  t o  a b i l i t y  to  p a y ,  

w h i c h  in  t u r n  d e p e n d s  o n  su c c e s s  in  a k i n d  o f  so c ia l  l o t t e r y .  T h e  

f i rs t  p a r t  o f  th i s  c l a im  is o b v i o u s l y  t r u e ,  in  th e  s e n s e  th a t ,  

a l t h o u g h  p e o p l e  c a n  u s e  t h e i r  a v a i la b l e  p u r c h a s i n g  p o w e r  to  

m e e t  t h e i r  n e e d s  f o r  p a r t i c u l a r  i t e m s ,  t h e r e  is n o  g e n e r a l  r e a s o n  

to  e x p e c t  t h e  e x t e n t  o f  p u r c h a s i n g  p o w e r  t o  m a t c h  th e  e x t e n t  o f  

n e e d ;  o f t e n  th e  r e v e r s e  is t r u e ,  as in  t h e  case  o f  h a n d i c a p p e d  

p e r s o n s  w h o  h a v e  g r e a t e r - t h a n - a v e r a g e  n e e d s  b u t  l e s s - t h a n -



D a v id  M i l le r 43

a v e ra g e  c a p a c i ty  t o  e a r n  i n c o m e .  M a r k e t s  m u s t  b e  c o r r e c t e d  b y  

d i s t r i b u t i v e  m e c h a n i s m s  t h a t  t a k e  a c c o u n t  o f  th i s  f a c t— t h o u g h  

w h e t h e r  th i s  s h o u l d  t a k e  t h e  f o r m  o f  a r e d i s t r i b u t i o n  o f  p r i m a r y  

i n c o m e  o r  t h e  p r o v i s i o n  o f  g o o d s  a n d  s e rv ic e s  o n  a n o n - m a r k e t  

basis  is a n  i s s u e  t o  b e  d e c i d e d  o n  a c a s e - b y - c a s e  bas is .

A  m o r e  d i f f i c u l t  q u e s t i o n  is t o  d e c i d e  h o w  e x t e n s iv e l y  ‘n e e d ’ 

s h o u l d  b e  c o n s t r u e d .  I s u g g e s t e d  e a r l ie r  t h a t  th e  l i s t  o f  u n iv e r s a l ,  

b as ic  h u m a n  n e e d s  is r e a l ly  q u i t e  s h o r t .  O v e r  a n d  a b o v e  th a t ,  

th e r e  a re  n e e d s  t h a t  a r e  d e f i n e d  as s u c h  in  th e  c o n t e x t  o f  a 

p a r t i c u l a r  s o c i e ty :  t h e r e  is a g e n e r a l  c o n s e n s u s  o n  th e  le v e l  o f  

p r o v i s i o n  t h a t  e a c h  p e r s o n  o u g h t  t o  e n j o y  i f  t h e y  a re  n o t  b e  

e x c l u d e d  f r o m  n o r m a l  so c ia l  l ife  ( f o r  e v i d e n c e ,  see  M a c k  a n d  

L a n s le y ,  1985).  N e e d s  o f  th i s  l a t t e r  s o r t  s h o u l d  c e r t a in l y  b e  m e t ,  

b u t  t h e r e  is n o  r e a s o n  t o  t h i n k  t h a t  t h e y  w i l l  c o m e  a n y w h e r e  

n e a r  e x h a u s t i n g  a s o c i e t y ’s r e s o u r c e s .  S o  d i s t r i b u t i o n  a c c o r d i n g  

to  n e e d  c a n n o t  b e  a c o m p l e t e  d i s t r i b u t i v e  p r in c ip l e ,  in  th e  s e n s e  

o f  a p r i n c ip l e  t h a t  c a n  s e n s ib ly  b e  u s e d  t o  a l lo c a te  all th e  

a v a i la b le  c o n s u m p t i o n  g o o d s .

T a k e  h o u s i n g  as an  e x a m p l e .  H o u s i n g  is a n e e d  in  th e  s en se  

t h a t  e v e r y o n e  n e e d s  a c c o m m o d a t i o n  t h a t  c o m e s  u p  to  c e r t a in  

( so c ia l ly  d e t e r m i n e d )  s t a n d a r d s — so  m u c h  f lo o r  s p a c e  p e r  

p e r s o n ,  r u n n i n g  w a t e r  a n d  d r a i n a g e ,  a d e q u a t e  h e a t in g .  B u t  

‘n e e d ’ in  th i s  s e n s e  c o u l d  n o t  b e  u s e d  to  a l lo c a te  th e  w h o l e  o f  th e  

h o u s i n g  s t o c k ,  s in c e  i t  s e ts  o n l y  m i n i m u m  s t a n d a r d s ,  w h e r e a s  

m o s t  a c c o m m o d a t i o n  o f f e r s  a d d i t i o n a l  b e n e f i t s  t h a t  w i l l  b e  

v a lu e d  d i f f e r e n t ly  b y  d i f f e r e n t  p e o p l e .  S o m e  p e o p l e  p r e f e r  o ld  

h o u s e s  o f  c h a r a c t e r ,  o t h e r s  p r e f e r  m o d e r n  d w e l l i n g s  t h a t  a re  

e a sy  t o  r u n ,  e tc .  T h e r e  is q u i t e  p r o p e r l y  a h o u s i n g  m a r k e t ,  

c i r c u m s c r i b e d  b y  t h e  o b l i g a t i o n  o f  p o l i t i c a l  a u t h o r i t i e s  to  e n s u r e  

t h a t  e v e r y o n e  h a s  a c ce ss  to  h o u s i n g  t h a t  m e e t s  th e  m i n i m u m  

s t a n d a r d s .  T h i s  is o f t e n  t h e  w a y  t h a t  n e e d s  i n t e r s e c t  w i t h  m a r k e t  

p r o v i s i o n .  M a r k e t s  a r e  a l l o w e d  to  o p e r a t e ,  b u t  s u b j e c t  to  

p o l i t i c a l  s u p e r v i s i o n  a i m e d  a t  e n s u r i n g  t h a t  all n e e d s  a r e  m e t .

W h a t  o f  t h e  s e c o n d  p a r t  o f  th e  c r i t i c a l  c l a im ,  t h a t  m a r k e t  

a l lo c a t io n s  o f  i n c o m e  a r e  m o r a l l y  a r b i t r a r y ?  I n c o m e  d i s t r i b u t i o n  

d e p e n d s  o n  th e  b a c k g r o u n d  i n s t i t u t i o n s  a g a i n s t  w h i c h  th e  

m a r k e t  o p e r a t e s :  r u l e s  o f  p r o p e r t y ,  ru l e s  o f  c o n t r a c t ,  t a x  ru le s .  

A s  I h a v e  a l r e a d y  a r g u e d ,  t h e  e x t e n t  o f  i n e q u a l i t y  in  a so c ia l i s t



m a r k e t  e c o n o m y  w i l l  d e p e n d  o n  th e  s h a p e  th e s e  i n s t i t u t i o n s  

take ,  w h i c h  in  t u r n  d e p e n d s  o n  th e  s t r e n g t h  o f  p o l i t i c a l  w i l l  in  

f a v o u r  o f  r e d i s t r i b u t i o n .  W e  s h o u l d  a s s u m e ,  h o w e v e r ,  t h a t  to  

s o m e  e x t e n t  i n c o m e  w i l l  d e p e n d  o n  su c c e s s  in  m a r k e t  c o m ­

p e t i t i o n — in  m o s t  cases  s u c c e s s  t h a t  is s h a r e d  a m o n g  all th e  

m e m b e r s  o f  a p a r t i c u l a r  e n t e r p r i s e .  H o w  m o r a l l y  a r b i t r a r y  is 

th is?

It is n o t  m o r a l l y  a r b i t r a r y  i f  su c c e s s  c a n  b e  s h o w n  to  b e  

d e s e r v e d .  D e s e r t  c a n  b e  l o o k e d  a t  in  t w o  w a y s .  F i r s t ,  i t  m a y  b e  

n a r r o w l y  t i e d  to  t h e  id e a  o f  v o l u n t a r y  c h o i c e  a n d  a c t iv i ty :  w h a t  

y o u  d e s e r v e  d e p e n d s  o n  w h a t  y o u  h a v e  c h o s e n  t o  d o .  In  a 

m a r k e t  c o n t e x t ,  d e c i s io n s  a b o u t  h o w  l o n g  to  w o r k ,  h o w  h a r d  to  

w o r k ,  w h a t  p r o d u c t  to  m a k e ,  w h a t  m e t h o d  t o  u se ,  w h a t  n e w  

sk i l ls  to  a c q u i r e ,  c a n  all b e  s e e n  as r e l e v a n t  t o  d e s e r t  in  th is  

n a r r o w  se n se .  I n  so  f a r  as an  e n t e r p r i s e ’s su cc es s  c a n  b e  

a t t r i b u t e d  to  f a c t o r s  s u c h  as th e s e ,  i ts  m e m b e r s  d e s e r v e  th e i r  

a d d i t i o n a l  i n c o m e .  If, f o r  in s ta n c e ,  t h e y  re a c t  t o  e x cess  d e m a n d  

f o r  a p a r t i c u l a r  p r o d u c t  b y  e x t e n d i n g  th e i r  h o u r s  o f  w o r k  o r  b y  

r e o r g a n i z i n g  j o b s  t o  i n c r e a s e  o u t p u t ,  t h e i r  so c ia l  c o n t r i b u t i o n  

h a s  i n c r e a s e d  a n d  t h e y  h a v e  e a r n e d  th e i r  e x t r a  r e w a r d s .

S e c o n d ,  d e s e r t  m a y  b e  e x t e n d e d  to  c o v e r  n a t u r a l  t a le n t s  a n d  

ab i l i t ie s  a n d  o t h e r  sk i l l s  n o t  v o l u n t a r i l y  a c q u i r e d .  T h i s  e x t e n s i o n  

is a m a t t e r  o f  p h i l o s o p h i c a l  d i s p u t e :  s o m e  w o u l d  a r g u e  t h a t  w e  

ca n  o n l y  d e s e r v e  o n  th e  b a s is  o f  o u r  v o l u n t a r y  c h o ic e s  a n d  

a c t io n s ;  o t h e r s  t h a t  w e  c a n  d e s e r v e  o n  th e  b a s is  o f  w h a t  w e  are ,  

e v e n  i f  o u r  p e r s o n a l  c h a r a c t e r i s t i c s  a r e  to  a n  e x t e n t  n o n ­

v o l u n t a r y .  T h e  p r a c t i c a l  d i f f i c u l t y  th i s  p o s e s  is t h a t  m a r k e t s  d o  

n o t  d i s c r i m i n a t e  b e t w e e n  th e  t w o  cases: t h e y  r e w a r d  th e  

n a t u r a l l y  a b l e  as w e l l  as t h o s e  w h o  h a v e  c h o s e n  to  c u l t iv a te  

c e r t a in  ta le n t s .  N o r  d o e s  t h e r e  s e e m  to  b e  a n y  m e t h o d  o f  t a x in g  

a w a y  th e  r e t u r n s  o f  n a t u r a l  a b i l i t y  t h a t  is b o t h  fea s ib le  a n d  fair. 

W e  a re  t h e r e f o r e  l i k e ly  t o  fee l  m o s t  c o m f o r t a b l e  w i t h  th e  r e s u l t s  

o f  m a r k e t  d i s t r i b u t i o n  i f  w e  t a k e  d e s e r t  in  i ts  w i d e r  sen se .  T o  

th o s e  w h o  a r e  w e d d e d  to  t h e  n a r r o w e r  i n t e r p r e t a t i o n ,  I o f f e r  th e  

f o l lo w in g  q u e s t io n :  is th e r e  a n y  a l te rn a t iv e  s y s t e m  o f  d is t r ib u t io n  

th a t  w i l l  c o m e  c lo s e r  in  p r a c t i c e  to  t h e  id e a l ly  j u s t  d i s t r i b u t i o n ,  

n a m e l y  o n e  u n d e r  w h i c h  r e c e ip t s  d e p e n d  e n t i r e l y  011 v o l u n t a r y  

cho ice s?

44  2. W h y  M arke ts?
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W e  s t i l l  face  t h e  o b j e c t i o n  t h a t  m a r k e t  i n c o m e s  d o  n o t  d e p e n d  

so le ly  o n  d e s e r t  e v e n  in  t h e  w i d e r  s e n s e ,  b u t  t o  a d e g r e e  o n  lu c k .  

A n  e n t e r p r i s e  m a y  m a k e  a l a r g e  p r o f i t  i f  a n e w  p r o d u c t  w h i c h  it  

la u n c h e s  t u r n s  o u t  to  b e  a b e s t - s e l l e r ,  a l t h o u g h  th e r e  w a s  n o  rea l 

re a s o n  to  b e l i e v e  b e f o r e h a n d  t h a t  th i s  w o u l d  o c c u r  ( o b v i o u s ly  

w e  m u s t  s e p a r a t e  g e n u i n e  l u c k  f r o m  c a r e f u l  m a r k e t  r e s e a rc h ,  

w h ic h  falls  u n d e r  t h e  d e s e r t  p r in c ip l e ) .  T h e  r o l e  o f  lu c k  c a n n o t  

be d e n i e d ,  b u t  t h e  k e y  q u e s t i o n ,  in  m y  v i e w ,  is w h e t h e r  th e  

b a c k g r o u n d  i n s t i t u t i o n s  a g a i n s t  w h i c h  th e  m a r k e t  o p e r a t e s  t e n d  

to  c o n s o l id a t e  l u c k  o r  t o  d i s p e r s e  it . M a r k e t  so c ia l i s t  in s t i t u t i o n s ,  

u n d e r  w h i c h  w i n d f a l l  g a in s  a re  s h a r e d  t h r o u g h o u t  e n t e r p r i s e s ,  

a n d  su c c e s s fu l  e n t e r p r i s e s  a r e  n o t  a b le  to  m u l t i p l y  t h e i r  g a in  b y  

in v e s t i n g  t h e  p r o c e e d s  in  o t h e r  e n t e r p r i s e s ,  w i l l  t e n d  to  d i s p e r s e  

it. S in ce  w h a t  m a t t e r s  f r o m  th e  p o i n t  o f  v i e w  o f  fa i rn e s s  is n o t  

i n c o m e  in  a n y  p a r t i c u l a r  t i m e  p e r i o d ,  b u t  l i f e t im e  in c o m e ,  th e  

s y s t e m  m i g h t  h a v e  s o m e  o f  t h e  f e a tu r e s  o f  a g e n u i n e  l o t t e r y  in  

w h i c h  p u n t e r s  w i n  o n  s o m e  r o u n d s  a n d  lo s e  o n  o th e r s ,  t h e  n e t  

e ffec t  b e i n g  r e l a t i v e ly  i n s ig n i f i c a n t .  I t a k e  it  t h a t  t h e  so c ia l i s t  

o b j e c t i o n  is n o t  to  l u c k  o f  th i s  s o r t ,  b u t  to  th e  k i n d  o f  l u c k  

w h ic h ,  o n c e  e n j o y e d ,  p u t s  its b e n e f i c i a r y  i n t o  a p o s i t i o n  o f  

p e r m a n e n t  a d v a n t a g e .

T o  s u m  u p ,  m a r k e t s  s h o u l d  b e  s e e n  as w o r k i n g  a l o n g s id e  

o t h e r  i n s t i t u t i o n s  w h o s e  a i m  is to  r e d i s t r i b u t e  in  l in e  w i t h  n e e d .  

S o m e  p a r t  o f  th e  i n e q u a l i t i e s  t h e y  g e n e r a t e  c a n  b e  j u s t i f i e d  o n  

g r o u n d s  o f  d e s e r t ;  a n d  w e  c a n  a t t e m p t  to  n e u t r a l i z e  th e  

r e m a i n d e r  b y  m a k i n g  th e  m a r k e t  i n t o  a g e n u i n e  lo t t e r y ,  n o t  a 

g a m e  o f  c u m u l a t i v e  a d v a n t a g e .  E v e n  i f  m a r k e t s  d o  n o t  m a t c h  

o u r  d i s t r i b u t i v e  id e a ls  p e r f e c t l y ,  a p r o p e r l y  f r a m e d  m a r k e t  m a y  

a p p r o x i m a t e  as c lo s e ly  to  t h o s e  id e a ls  as a n y  o t h e r  s y s t e m  w il l  in  

p r a c t ic e  ( w e  n e e d  to  t h i n k  re a l is t ic a l ly ,  f o r  e x a m p l e ,  a b o u t  th e  

p r o b l e m s  o f  d i s t r i b u t i v e  j u s t i c e  in  b u r e a u c r a c ie s ) .

W e  c o m e  to  t h e  t h i r d  a n d  f in a l  p a r t  o f  th e  t r a d i t i o n a l  so c ia l i s t  

c r i t i q u e  o f  m a r k e t  e c o n o m i e s .  T h i s  is th e  a s p e c t  w h i c h  m o s t  

a c u te ly  e x p o s e s  t h e  t e n s i o n  n o t e d  a t  t h e  s t a r t  o f  th i s  c h a p te r ,  

b e t w e e n  m o d e r n i z i n g  a n d  b a c k w a r d - l o o k i n g  e l e m e n t s  in  

s o c ia l i s m .  M a r k e t s  a r e  f a u l t e d  f o r  t h e i r  c o m p e t i t i v e  c h a ra c t e r ,  

f o r  d i v i d i n g  p e o p l e  in s t e a d  o f  u n i t i n g  t h e m  in c o m m u n i t y .  

T h e  e m p h a s i s  h e r e  is n o t  o n  th e  e c o n o m i c  p e r f o r m a n c e  o f



m a r k e t s ,  b u t  o n  th e  q u a l i t y  o f  h u m a n  r e l a t i o n s h i p s  t h a t  t h e y  

fo s te r .

T w o  p r e l i m i n a r y  p o i n t s  o f  c l a r i f i c a t io n  s h o u l d  a id  d i s c u s s io n  

o f  th is  c la im .  F ir s t ,  it  s h o u l d  b e  a b u n d a n t l y  c le a r  f r o m  w h a t  has  

b e e n  s a id  h e r e  a n d  e l s e w h e r e  in  th i s  b o o k  t h a t  a d v o c a t e s  o f  

m a r k e t  s o c i a l i s m  d o  n o t  r e g a r d  m a r k e t s  as th e  so le  m e c h a n i s m  

b y  w h i c h  p e o p l e  s h o u l d  b e  r e l a t e d  in  a so c ia l i s t  s o c i e ty .  M a r k e t s  

a re  s ee n  as i n d i s p e n s a b l e  f o r  e c o n o m i c  p u r p o s e s ,  b u t  th e y  

s h o u l d  b e  c o m p l e m e n t e d  b y  d e m o c r a t i c  p o l i t i c a l  i n s t i t u t i o n s ,  

b y  p l a n n i n g  a g e n c i e s  w h i c h  s e t  th e  p a r a m e t e r s  o f  th e  m a r k e t ,  b y  

p u b l i c ly  f u n d e d  so c ia l  s e rv ic e s ,  a n d  b y  a v o l u n t a r y  s e c t o r  in  

w h i c h  a l t r u i s t i c  c o n c e r n  f o r  o t h e r s  c a n  b e  e x p r e s s e d  d i r e c t l y  

(e .g .  in  c o m m u n i t y  p r o g r a m m e s  o f  v a r i o u s  k in d s ) .  In  o t h e r  

w o r d s ,  p e o p le  w o u l d  b e  l in k e d  to g e th e r  in  a v a r ie ty  o f  w a y s  in  th e  

s o c i e ty  t h a t  is e n v i s a g e d .  S e c o n d ,  I h a v e  p o i n t e d  o u t  a l r e a d y  th a t  

the  e c o n o m ic  case fo r  m a r k e t s  d o e s  n o t  d e p e n d  011 a n y  u n d e r l y in g  

a s s u m p t i o n s  a b o u t  h u m a n  n a t u r e ;  in  p a r t i c u l a r  w e  d o  n o t  n e e d  

to  a s s u m e  t h a t  p e o p l e  a r e  i n h e r e n t l y  se l f ish .  A ll  t h a t  is r e q u i r e d  

is th a t  p e o p le  in  g e n e ra l  s h o u l d  d isp lay  e c o n o m ic  r a t io n a l i ty — th a t  

is, b e h a v e  e c o n o m i c a l l y  in  s u c h  a w a y  th a t  th e  n e t  v a lu e  o f  th e i r  

h o ld i n g s  is m a x i m i z e d .  It  d o e s  n o t  m a t t e r  i f  t h e i r  u n d e r l y i n g  

m o t i v e  is s i m p l e  g r e e d ,  o r  a w i s h  to  c o n f i r m  D i v i n e  e l e c t io n  (as 

W e b e r  s u p p o s e d ) ,  o r  a d e s i r e  to  b e n e f i t  t h e i r  f e l lo w  m e n .

O n c e  th e s e  p o i n t s  a r e  b o r n e  in  m i n d ,  i t  b e c o m e s  a p p a r e n t  th a t  

m a r k e t s  a re  i n c o m p a t i b l e  w i t h  c o m m u n i t a r i a n  r e l a t i o n s h i p s  

o n ly  i f  c o m m u n i t y  is d e f i n e d  in  a v e r y  s t r o n g  w a y .  I t  m u s t  b e  

b e in g  r e g a r d e d  as a f o r m  o f  a s s o c ia t io n  t h a t  is a l l - e n c o m p a s s i n g ,  

b o t h  in  t h e  s e n s e  t h a t  e a c h  m e m b e r ’s r e l a t i o n s h i p s  a re  all a n d  

o n ly  w i t h  f e l l o w - m e m b e r s  a n d  in  th e  sense  th a t  these  re la t io n sh ip s  

a re  all o f  t h e  s a m e  c h a r a c t e r .  I sh a l l  call s u c h  a c o m m u n i t y  

m o n o l i t h i c .  M o n o l i t h i c  c o m m u n i t i e s  e x c l u d e  m a r k e t s  b e c a u s e  

th e y  le a v e  n o  s p a c e  f o r  th e  i n s t r u m e n t a l  b e h a v i o u r  t h a t  m a r k e t s  

r e q u i r e — i f  I m u s t  a l w a y s  m a k e  th e  w e l f a r e  o f  o th e r s  m y  d i r e c t  

i n t e n t i o n  in  a c t in g ,  t h e n  I c a n n o t  b a r t e r  a n d  e x c h a n g e  w i t h  t h e m  

e v e n  i f  I b e l i e v e  t h a t  b e h a v i o u r  o f  th i s  k i n d  w o u l d  in d i r e c t l y  

m a x i m i z e  th e  c o m m u n i t y ’s w e l f a r e .

B u t  m e r e l y  to  sp e l l  o u t  th i s  s t r o n g  v i e w  o f  c o m m u n i t y  

reveals b o t h  its u n a t t r a c t iv e n e s s  a n d  its im p lau s ib i l i ty .  M o n o l i t h i c
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c o m m u n i t i e s  a r e  c l o s e d  so c ie t i e s  w h i c h  d e n y  in d i v id u a l s  s p a c e  

to  d e v e l o p  t h e i r  o w n  p e r s o n a l i t i e s  a n d  s ty le s  o f  life. T h e y  w e r e  

charac te r is t ic  o f  p r e - in d u s t r i a l  e p o c h s — t h o u g h  i t  is q u e s t io n a b le  

w h e t h e r  e v e n  th e  c e l e b r a t e d  v i l l a g e  c o m m u n i t i e s  o f  t h o s e  t i m e s  

w e r e  q u i t e  as m o n o l i t h i c  as w e  n o w  t e n d  t o  t h i n k .  In  a n y  case, 

w e  s h o u l d  n o t  w i s h  to  r e v e r t  t o  t h e m .  O u r  p r e f e r e n c e  m u s t  b e  

fo r  a l o o s e r  f o r m  o f  c o m m u n i t y  w h i c h  a l l o w s  u s  s p a c e  to  

d e v e l o p  as i n d i v i d u a l s — as w e l l  as to  c o n t r a c t ,  i f  w e  w i s h ,  i n t o  

m o r e  in t e n s e  c o m m u n i t i e s  ( m o n a s t e r i e s ,  c o m m u n e s ,  e tc . ) .  B u t  

th is  i m m e d i a t e l y  m a k e s  r o o m  f o r  m a r k e t s  as d e v ic e s  w h i c h  can  

l in k  t o g e t h e r  p e o p l e  a n d  g r o u p s  w h o s e  r e l a t i o n s h i p s  a re  

c o m m u n i t a r i a n  o n l y  in  th i s  l o o s e r  sen se .

T h e  s t r o n g  d e f i n i t i o n  o f  c o m m u n i t y  is a l so  im p la u s ib l e .  It 

s u p p o s e s  t h a t  t h e  q u a l i t y  o f  r e l a t i o n s h i p s  w h i c h  m a k e s  c o m ­

m u n i t y  v a l u a b le  is a l l - o r - n o t h i n g .  B u t  in  fa c t  e v e n  o u r  m o s t  

i n t e n s e  r e l a t i o n s h i p s  s e e m  a b l e  t o  w i t h s t a n d  a m u c h  w i d e r  r a n g e  

o f  r o l e - p l a y in g .  C o n s i d e r  f r i e n d s h i p .  P e o p le  c a n  r e m a i n  c lo se  

f r ie n d s  e v e n  t h o u g h  t h e y  f i n d  t h e m s e l v e s  a t  t i m e s  c o m p e t i n g  

w i t h  o n e  a n o t h e r — say  in  t h e  m a r k e t - p l a c e  o r  o n  t h e  s p o r t s -  

f ie ld — o r  o n  o p p o s i t e  s id e s  in  a p o l i t i c a l  d i s p u te .  M u l t i p l e  ro l e -  

r e la t io n s  o f  th i s  k i n d  p o s e  p r a c t i c a l  d i l e m m a s — h o w  h a r d  c a n  I 

c o m p e t e  w i t h  J i m  w i t h o u t  j e o p a r d i z i n g  o u r  f r i e n d s h i p ? — b u t  in  

rea l  life p e o p l e  a r e  c o n s t a n t l y  m e e t i n g  a n d  r e s o l v i n g  s u c h  

d i l e m m a s  s u c c e s s fu l ly .  W h y  s h o u l d  i t  b e  a n y  d i f f e r e n t  w i t h  

c o m m u n i t y ?  I m a y  i d e n t i f y  s t r o n g l y  w i t h  a g r o u p  o f  p e o p l e  a n d  

ta k e  a d e e p  i n t e r e s t  in  t h e i r  w e l f a r e ,  w h i l e  o n  s o m e  o c c a s io n s  

f i n d in g  m y s e l f  in  c o n f l i c t  o r  c o m p e t i t i o n  w i t h  p a r t i c u l a r  

m e m b e r s .  W e  a re  s o p h i s t i c a t e d  c r e a t u r e s  w h o  d o  n o t  f i n d  it  

u n d u l y  p a r a d o x i c a l  t h a t  w e  s h o u l d  p l a y  d i f f e r e n t  ro le s  in  

r e l a t i o n  to  o n e  a n o t h e r  in  d i f f e r e n t  a s p e c t s  o f  o u r  lives .

S o  fa r  I h a v e  b e e n  a r g u i n g  t h a t  m a r k e t s  a n d  c o m m u n i t y  m a y  

b e  c o m p a t i b l e  w i t h  o n e  a n o t h e r .  I h a v e  n o t  t r i e d  to  s h o w  th a t  

t h e  m a r k e t  e c o n o m y  is i t s e l f  a  f o r m  o f  c o m m u n i t y ,  a v i e w  th a t  I 

f in d  im p l a u s i b l e  p r e c i s e ly  b e c a u s e  c o m m u n i t y  d o e s  d e p e n d  o n  

th e  i n t e n t i o n s  t h a t  w e  h a v e  w h e n  w e  in t e r a c t  w i t h  o th e r s .  W e  

n e e d  i n s t i t u t i o n s  a l o n g s i d e  th e  m a r k e t  to  e m b o d y  o u r  c o m ­

m u n i t a r i a n  c o m m i t m e n t s :  t h e  i n s t i t u t i o n s  o f  p o l i t i c s  itse lf ,  th e  

p u b l i c  s e rv ic e s ,  t h e  v o l u n t a r y  s e c to r .  T h e s e  a r e  all a v e n u e s  in



48 2. W h y  M arke ts?

w h i c h  w e  c a n  e x p r e s s ,  i n d i v i d u a l l y  o r  c o l l e c t iv e ly ,  o u r  c o n c e r n  

f o r  th e  w e l f a r e  o f  o t h e r  m e m b e r s  o f  s o c ie ty .

B u t  m i g h t  n o t  m a r k e t s  i n h i b i t  th e  g r o w t h  o f  s u c h  c o n c e r n ?  

W h a t e v e r  t h e i r  f o r m a l  r e q u i r e m e n t s ,  d o  n o t  m a r k e t s  in fa c t  t e n d  

to  e n c o u r a g e  p e o p l e  to  see  t h e m s e l v e s  as s e l f - s u f f i c ie n t  i n d i v i d ­

ua ls  w h o s e  m o t t o  is ‘C h a c u n  p o u r  so i  e t  D i e u  p o u r  t o u s ’? T h e s e  

r e s id u a l  a n x i e t i e s  a r e  o f t e n  e x p r e s s e d  b y  c r i t ic s  o f  m a r k e t  

s o c ia l i s m .  T h e y  c a n n o t  b e  f in a l ly  r e s o l v e d  u n t i l  w e  h a v e  a 

w o r k i n g  m o d e l  o f  s u c h  a n  e c o n o m y  in  w h i c h  to  te s t  th e  im p l i c i t  

p s y c h o l o g i c a l  c l a im .  W h a t  c a n  b e  sa id ,  s p e c u la t i v e ly ,  is t h a t  th e  

c u l t  o f  i n d i v i d u a l  su c c e s s  s e e m s  t o  b e  a sp e c i f ic  b y - p r o d u c t  o f  

c a p i ta l i s t  m a r k e t s  w h e r e  t h e  su c c e s s  o f  e n t e r p r i s e s  is ea s i ly  

i d e n t i f i e d  w i t h  t h e  a c h i e v e m e n t s  o f  th e  i n d i v id u a l s  w h o  r u n  

t h e m .  W i t h  c o l l e c t iv e l y  o w n e d  e n t e r p r i s e s — say  w o r k e r s ’ c o ­

o p e r a t i v e s — o n e  w o u l d  e x p e c t  i n s t e a d  t h a t  th e  q u a l i t i e s  f o u n d  

m o s t  v a lu a b le ,  a n d  e x t o l l e d  in  t h e  p o p u l a r  m i n d ,  w o u l d  b e  

t e a m w o r k  a n d  c o n t r i b u t i o n  to  c o l l e c t iv e  e n d e a v o u r .

C O N C L U S I O N

In  t h e  o p e n i n g  s e c t io n  I d r e w  a t t e n t i o n  to  th e  h i s to r i c  t e n s io n  in  

so c ia l i s t  t h o u g h t  b e t w e e n  a m o d e r n i z i n g  c o m m i t m e n t  to  

i n d u s t r i a l  s o c i e ty  a n d  a n o s t a l g i c  a t t a c h m e n t  to  p r e - i n d u s t r i a l  

f o r m s  o f  c o m m u n i t y .  In  r e s o l v i n g  t h a t  c o n f l ic t ,  w e  h a v e  h a d  to  

d i s c a rd  s u c h  o u t m o d e d  v i s io n s  o f  c o m m u n i t y  a n d  re p la c e  t h e m  

w i t h  a d i f f e r e n t  u n d e r s t a n d i n g  o f  w h a t  c o m m u n i t y  c a n  m e a n  in  

a m o d e r n  in d u s t r i a l  s o c i e ty .  T h i s  r e v i s e d  v i e w  m a k e s  r o o m  fo r  

m a r k e t  r e l a t i o n s h i p s ,  a l t h o u g h  i t  r e c o g n i z e s  t h a t  p e o p l e  m u s t  b e  

l i n k e d  t o g e t h e r  in  o t h e r  w a y s  as w e l l  i f  t h e y  a re  to  rea l ize  

t h e m s e l v e s  fu l ly  as so c ia l  c r e a tu r e s .

T h e  t e n s i o n  m u s t ,  in  m y  v i e w ,  b e  r e s o l v e d  in  th i s  d i r e c t i o n .  

A  p o l i t i c a l l y  v ia b le  f o r m  o f  s o c i a l i s m  m u s t  b a s e  i t s e l f  o n  th e  

a s p i r a t i o n s  t h a t  p e o p l e  a c t u a l l y  h a v e ,  a n d  th i s  m e a n s  p e o p l e  

w h o s e  e x p e r i e n c e  h a s  b e e n  s h a p e d  b y  a c e n t u r y  a n d  a h a l f  o f  

i n d u s t r i a l i z a t io n  in  i t s  c a p i ta l i s t  f o r m .  A  g r e a t  d ea l  o f  w e i g h t  is 

a t t a c h e d  to  p e r s o n a l  i n d e p e n d e n c e ,  to  h a v i n g  a s ty le  o f  life th a t  

s u i ts  y o u r  o w n  p a r t i c u l a r  ta s te s  a n d  in c l in a t io n s .  T o o  m u c h  

w e i g h t ,  s o m e  so c ia l i s t s  m i g h t  r e p ly :  t h e r e  o u g h t  to  b e  a g r e a t e r
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sense  o f  i n t e r d e p e n d e n c e  a n d  so c ia l  r e s p o n s ib i l i t y .  E v e n  i f  w e  

sh a re  t h a t  b e l ie f ,  w e  c a n n o t  s o l v e  th e  p r o b l e m  b y  c o m p u l s i o n ,  

b y  c o r r a l l i n g  p e o p l e  i n t o  m o n o l i t h i c  c o m m u n i t i e s .  W e  m u s t  

f in d  so c ia l  i n s t i t u t i o n s  t h a t  r e s p e c t  t h e i r  i n d e p e n d e n c e ,  w h i l e  at 

th e  s a m e  t i m e  p r o v i d i n g  c h a n n e l s  t h r o u g h  w h i c h  so c ia l  c o n c e r n  

can  b e  a c t iv e l y  e x p r e s s e d .

M a r k e t s  m u s t ,  t h e r e f o r e ,  p l a y  a l a r g e  p a r t  in  a fe a s ib le  f o r m  o f  

so c ia l i sm .  T h e  r e a s o n s  a r e  n o t  m e r e l y  t h o s e  o f  e c o n o m i c  

e f f ic ie n c y  ( i m p o r t a n t  as th e s e  a re ) ,  b u t  a l so  t h o s e  o f  d iv e r s i t y  

a n d  p e r s o n a l  f r e e d o m .  T h e  e v i d e n c e  w e  h a v e  s u g g e s t s  t h a t  

p e o p le  l ik e  h a v i n g  c a s h  in  t h e i r  h a n d s  a n d  b u y i n g  th e i r  g o o d s  

a n d  s e r v ic e s  c o m p e t i t i v e l y :  t h e y  fee l  s e c u r e  a n d  s e l f - c o n f id e n t  in  

a w a y  t h a t  t h e y  o f t e n  d o  n o t  w h e n  d e a l in g  w i t h  p u b l i c  a g e n c ie s .  

T h i s  is t h e  p r o m i s e  a n d  a t t r a c t i o n  o f  c a p i t a l i s m ,  b u t  in  all t o o  

m a n y  cases  i t  is n u l l i f i e d  b y  a g r o s s  m a l d i s t r i b u t i o n  o f  r e s o u rc e s .  

So  w e  n e e d  i n s t i t u t i o n s  o u t s i d e  t h e  m a r k e t  i t s e l f — p o l i t i c a l  

i n s t i t u t i o n s ,  p r i m a r i l y — t h a t  w i l l  s e t  a  n e w  f r a m e w o r k  w i t h i n  

w h i c h  th e  m a l d i s t r i b u t i o n  c a n  b e  re c t i f ie d .  M a r k e t  s o c i a l i s m  

in v o l v e s  n e i t h e r  a s i m p l e - m i n d e d  e n d o r s e m e n t  o f  m a r k e t s ,  n o r  

th e i r  s t r a i g h t f o r w a r d  d i s m i s s a l ,  b u t  i n s t e a d  a d i s c r i m i n a t i n g  

r e s p o n s e  t h a t  t r ie s  t o  d o  j u s t i c e  t o  t h e  c o m p l e x i t i e s  o f  h u m a n  

n a t u r e  as w e  s e e  i t  d i s p l a y e d  a r o u n d  us.
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Socialism, Markets, and End States

Raym ond Plant

I n  this chapter I want to consider the degree o f  compatibility 
between markets and traditional socialist values. Clearly there is 
no point m market socialists putting forward market-based 
views if such views cannot be reconciled with accepted socialist 
values. A failure to show  at least a reasonable degree o f  
compatibility w ould lay us open to the charge that market 
socia ism is a contradiction in terms. It is very im portant that 
socialists w ho are attracted by the market as a centrally 
im portant institution o f  a free and productive society should be 
in a position to distinguish between good and bad arguments in 
avour o f  markets and indeed arrive at a proper characterization 

ot their properties. In recent years the N ew  Right has taken the 
initiative in political debate, particularly in relation to the role o f  
markets, and it is vital that in coming to endorse a role for 
markets socialists do not accept uncritically the account o f  their 
role adopted by neo-liberal theorists. This is particularly 
important in the context o f  understanding the relationship 
between markets and typical socialist values such as social 

justice. I shall discuss primarily the values o f  freedom, social 
justice, needs, and com m unity  in relation to markets and also 
say something about the traditional role envisaged for planning 
in realizing such values. "

P R O C E D U R E S  A N D  E N D  S T A T E S

One o f  the central themes which I shall t ry  to develop is the 
relationship between procedural and end-state principles m 
political thinking and the extent to which markets are usually 
envisaged as em bodying the former and socialist values the
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latter. The distinction can perhaps be put in the following way. 
It might be argued that traditionally socialists have been 
interested in particular social outcomes, for example greater 
equality, the satisfaction o f  a wider range o f  basic needs, the 
achievement o f  greater effective liberty for all citizens, the 
development o f  citizenship as a positive status with guaranteed 
rights to positive resources such as income, health care, and 
education, and a greater sense o f  fraternity and community. 
Socialism is usually defined in terms o f  such ends in varying 
clusters and combinations so that the socialist aspiration is 
towards a particular end state o f  society in which these values 
will be achieved. It is therefore a goal-directed theory. O ther 
aspects o f  socialist belief are frequently seen as means towards 
these ends: nationalization and public or social ownership, for 
example. Indeed some o f  the disputes between revisionists and 
Marxists have been over the extent to which certain means such 
as nationalization are necessary to the realization o f  socialist ends 
on which, it m ight be argued, both protagonists are agreed—  
Marxists arguing that greater social justice and a m ore com ­
munitarian social order cannot be achieved w ithout the 
common ownership o f  the means o f  production, and revisionists 
arguing that com m on ownership, because it has the status o f  a 
means, has to be a contingent feature o f  socialism, with any 
proposal for com m on ownership o f  particular industries being 
assessed in terms o f  its likely effectiveness in achieving socialist 
goals. O n  this view com m on ownership is not the essence o f 
socialism but rather a potential means, the merits o f  which have 
to be considered in particular circumstances in relation to the 
realization o f  socialist values. In this sense, therefore, socialism 
is an end-state doctrine to be defined in terms o f  an aspiration to 
the achievement o f  particular goals which, in the socialist view, 
can be made determinate in both theory and practice.

In contrast to these goal-directed and end-state theories 
characteristic o f  socialism, markets seem to be paradigmatically 
procedural institutions in which no particular outcome in terms 
o f  the distribution o f  resources can be expected, at least in so far 
as -the market is allowed to operate freely, independent o f 
government regulation. This is certainly the position o f  current
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neo-liberal defenders o f  the market such as F. A. Hayek. This 
arises for the reason, going back to Adam  Smith, that markets, 
while obviously the result o f  hum an action, do not produce 
results which are the products o f  hum an design. So, for 
example, in relation to distributive justice the neo-liberal will 
argue that the categories o f  social justice are irrelevant to the 
market because the m arket is a procedural and not an end-state 
institution, just  because its results are unintended, undesigned, 
and unforeseen. The m arket distribution is an unintended 
consequence o f  individual actions and exchanges which were 
undertaken for all sorts o f  different reasons. Certainly some 
people end up with m ore and others w ith less, but this is not a 
distribution in the sense that the socialist typically wants to talk 
about the distribution o f  income and wealth, with the assumption 
that it is at least potentially maldistributed and in need of 
correction. It is rather an unintended distribution and the 
market as such is a procedural institution which is indifferent to 
any substantive end state whether in terms o f  social justice, 
equality, effective freedom, or com m unity. It is, to use the apt 
description o f  Fred Hirsch, ‘in principle unprincipled’. Given 
this understanding o f  the market mechanism, it is not surprising 
that many socialists have seen a deep incompatibility between 
the market and socialist values: the former procedural and 
indifferent to outcomes; the latter substantive and defining its 
vision in terms o f  particular end states.

However, the issue goes deeper than ju s t  the contrast between 
procedural and substantive values, because on the face o f  it the 
two could be run together in the way to which we have become 
accustomed during the period o f  Keynesian social democratic 
consensus after the war in most countries o f  Western Europe. 
This was the view that the market should be allowed to operate 
within a framework, determined by the government, within 
which certain sorts o f  substantive outcomes were to be secured, 
either through governm ent intervention in the market or 
through governm ent providing goods and services as the result 
o f  market failures. In this way, the government could seek to 
make the market responsive to social goals such as greater social 
justice, equality, and full em ploym ent. The government could



also provide in a predictable and universal way for all, goods 
which the m arket w ould be unlikely to produce, such as rights 
to welfare goods o f  various sorts. H ow ever, this combination o f  
the free m arket plus welfare spending in the pursuit o f  socialist 
goals such as greater equality and justice has not only become 
very difficult to maintain in practice, but also creates, in the 
view o f  the liberal m arket theorists, deep theoretical difficulties 
in attempting to graft a particular patterned outcome on to a 
procedural mechanism such as the market. This is because in the 
market patterned or end-state principles are in fact defective and 
these theoretical defects make such substantive goals impossible 
to achieve in practice: a fatal conceit, to use H ayek’s phrase. The 
defects in the substantial principles o f  socialism are, in the liberal 
market theorist’s view, intimately connected with the character­
ization o f  markets which I have just  outlined. Those values such 
as freedom, justice, and equality which the socialist espouses 
and which, on that view, seem to require particular outcomes in 
terms o f  the ow nership o f  property and entitlement to income 
and welfare are given a negative and not a positive interpretation 
by the market theorist. In the liberal market theorist’s view only 
a negative interpretation o f  these values will make them 
compatible w ith  markets. This argument is absolutely crucial, 
because if  correct, it w ould mean that market socialism would 
either be incoherent, running together end-state and procedural 
principles, or w ould  have to produce an interpretation o f  
socialist values which w ould  portray them in the same kind o f  
negative and procedural way. This w ould make the market 
socialist position indistinguishable from  neo-liberalism. In my 
view, this issue is at the theoretical heart o f  the debate about the 
extent to which socialism is compatible w ith markets and the 
attempt to deal w ith it will dominate the remainder o f  this 
chapter.

V A L U E S  A N D  P R O C E D U R E S

What does it mean then to say that the market theorist treats the 
positive social values which are at the heart o f  socialism in a 
negative and procedural way? At the centre o f  this debate is the
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connection between the reinterpretation o f  social values and the 
characterization o f  markets as unintentional and unprincipled in 
terms o f  their outcomes. We shall consider the argument here in 
terms o f  tw o values: social justice and liberty. According to the 
usual socialist view, the free market is defective because the 
distribution o f  goods and services, income and wealth that 
occurs th rough the operation o f  the market does not secure 
social justice according to the usually favoured socialist criterion 
o f  the equal satisfaction o f  needs. Given the inevitably random 
element in m arket outcomes, those whose needs are not met by 
the market have a defensible moral claim on the resources o f  
those w ho are successful in the market. Hence, left to its ow n 
devices, the market causes injustice, an injustice which can only 
be rectified either by state intervention in the market so that it 
does approximate in its directed outcomes to meeting needs and 
the demands o f  social justice, or by the state providing an 
alternative to markets via welfare provision.

The neo-liberal defence o f  the free market decisively rejects 
this argument in a way which draws very heavily upon the 
characterization o f  markets which I described earlier. The 
argument is as follows. Injustice can be caused only by 
intentional action. So, for example, we do not regard the 
consequences o f  the weather as an injustice, however Draconian 
its effects may be. Thousands may die in an earthquake or a 
flood, but this is rightly regarded as a natural disaster rather than 
an injustice, a misfortune rather than the infringement o f 
justified claims. O nly  w hen the possibility o f  agency and 
intention enters does the category o f  injustice gain some 
purchase. Hence, in the neo-liberal view, agency, and in 
particular intention, have to be present for an injustice to have 
been committed. Injustice is the result o f  intentional action and 
design, not natural processes and inadvertent action.

This argument, which has a good deal o f  initial plausibility, is 
then applied to the nature o f  markets characterized in terms o f 
results which are the unintended and unforeseen consequences 
o f  hum an agency. As we saw earlier, in markets people 
exchange goods and services intentionally and between individuals 
in such exchanges injustices may occur; for example, one



individual may coerce another into an exchange. However, if 
we take the overall results o f  uncoerced exchanges in the 
market, we cannot regard these as unjust because they were not 
intended or foreseen by anyone. Hence the overall results o f  free 
markets cannot be subject to moral criticism— as they have been 
in the socialist and indeed social democratic and social liberal 
tradition— as unjust. O nly  individuals can visit an injustice on 
another individual. We must be in a position to say w ho has 
been unjust. This cannot be done in the case o f  the overall 
outcomes o f  markets, where the role o f  agency and intention 
becomes wholly opaque and makes markets much more like 
natural processes than intentional ones. Hence the proper 
characterization o f  markets as procedural institutions shows that 
the role o f  agency and intention is not sufficient to sustain a 
moral critique o f  markets in terms o f  social justice, as the 
socialist tradition w ould have us believe. Hence, a market 
socialist has either to reject this characterization o f  markets or to 
abandon his end-state view that in the interests o f  social justice 
state intervention and state supplementation o f  the market is 
justified according to this moral critique.

A precisely similar argument is used in relation to freedom. 
The neo-liberal market theorist accepts a wholly negative view 
of liberty, in which liberty is characterized as the absence o f  
intentional coercion. I am only rendered unfrce if  someone 
intentionally coerces me. Freedom is not the positive freedom o f  
having the ability, and hence the appropriate resources, to act 
effectively, but the negative freedom o f  not being coerced. The 
reasoning here involves the idea that there must be a categorical 
distinction to be drawn between freedom and ability, in that, if 
they were the same, then any kind o f  inability would be a 
restriction o f  liberty. There are many things which I am unable 
to do which it w ould be absurd to regard as a restriction on 
liberty. There are some things which I am logically unable to 
do: to draw a picture o f  adjacent mountains without a valley, 
for example. O ther things I am physically unable to do, because 
o f  my basic physical constitution: as a man, for instance, I am 
unable to bear a child. I am unable to do some things because o f  
circumstances prevailing at the time: I cannot ride up that hill
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today because there is a head wind. I am unable to do other 
things because o f  previous choices which I have made: as a 
married man with three children, I am unable to become a 
Carthusian monk. O ther things I cannot do because I do not 
have the resources: I cannot go on a round-the-w orld  cruise. It 
would be absurd to regard these as restrictions on m y liberty. I 
am free to do them in the negative sense that no one is 
preventing me; I am just  unable to do them. Freedom, 
therefore, should be understood, not as the possession o f  ability, 
resources, and opportunities, but rather as the absence o f 
intentional coercion. We do not regard the wind which restricts 
my ability to ride m y cycle as I w ould  wish as a restriction on 
my liberty, because agency and intentionality are clearly 
lacking, as they were in the earlier examples.

These points are then applied to the case o f  markets 
understood in the neo-liberal sense. Socialists have typically 
wanted to criticize m arket outcomes in that those w ho are 
rendered poor as the result o f  laissez-faire are deprived o f  
effective liberty, lacking the resources to act effectively. 
However, using the distinctions described above, liberal defenders 
o f  the market have argued that markets are not coercive in 
relation to the w orst off, for two closely connected reasons. In 
the first place, as we have seen, markets lack agency and 
intentionality, and thus the poor who are deprived o f  resources 
are in that position not as the result o f  intentional action, but as 
the result o f  an impersonal process which, although the result o f  
human action, is not the result o f  hum an design and is unfore­
seeable for individuals. Second, there is in any case a clear 
distinction to be draw n on the basis indicated above between 
freedom as the absence o f  coercion and the abilities and 
resources necessary for action and agency. Hence the outcomes 
o f  markets taken as a whole cannot infringe liberty. O f  course, 
as was the case w ith  justice, one individual in an act o f  exchange 
may coerce another, but here the agent w ho is acting coercively 
can be identified and the nature o f  his or her coercion identified 
and characterized in detail. However, this is not the case with 
the overall outcomes o f  the market. Hence again, it is argued, if 
we understand market processes properly, such an understanding
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will undercut a central feature o f  the socialist critique o f  
capitalism. Again the same point which I made at the end o f  the 
discussion o f  social justice seems to hold here, namely, that the 
market socialist has either to dispute the characterization o f  
markets and freedom offered by capitalist theorists or to 
abandon the idea o f  positive freedom or effective liberty which 
has contributed a good deal to the socialist justification for state 
intervention in the market.

There is another point that applies to the critique o f  both 
social justice and positive liberty. The neo-liberal will argue 
that, in so far as each is an end state or patterned principle, 
there is the deep and intractable problem  o f  trying to provide a 
justification o f  the nature o f  the preferred pattern or end state. In 
the case o f  liberty, for example, i f  we define freedom in terms o f  
the possession o f  abilities, resources, and opportunities, which 
particular abilities, resources, and opportunities are supposed to 
define the condition o f  being free? Clearly it cannot be all o f  the 
possible examples o f  these, because otherwise we could not be 
free unless we were om nipotent, that is, possessing all the 
powers, capacities, resources, and opportunities to do whatever 
we w ant to do. Given that this requirement is obviously absurd, 
how are we to decide which o f  these are necessary conditions for 
positive freedom?

The same problem  applies to social justice. There are a large 
number o f  possible criteria o f  social justice: desert, merit, need, 
entitlement, etc. Clearly socialists will want to place need at the 
centre o f  moral concern, even if  they find a role for some o f  the 
other criteria too, but then deep problems arise. First o f  all, they 
must provide convincing arguments to show the priority o f  
need in relation to the others. Second, they must try to provide 
a determinate account o f  what need consists of, so as to enable a 
principle o f  need to guide policy in the distributive sphere. 
Third, i f  socialists wish to provide some role for other principles 
such as merit, they m ust decide on the relative weights o f  these 
different principles.

There are tw o aspects to this issue. There is, first, a philo­
sophical problem  over whether issues o f  this sort are capable o f  
rational resolution. Second, there is the related problem o f  how,
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in a morally pluralist society, problems o f  this sort could ever be 
resolved in a practical way.

O n  the first aspect it is very im portant to note that many neo­
liberal defenders o f  the market, such as the Chicago School of 
Friedman and the Austrian School o f  Menger, Mises, and 
Hayek, are non-cognitivists over moral questions. That is to 
say, they dispute the view that we can ever arrive at a rationally 
compelling justification o f  fundamental moral values. In their 
view, values are ineradicably subjective and attitudinal, although 
the Chicago School and the Austrians differ on the philosophical 
reasons for this value scepticism. Given this view, they dispute 
the socialist claim that end-state values such as social justice, 
equality, or need satisfaction can be given an objective moral 
basis. This provides them  with an additional moral argument 
for the procedural role o f  the market. In a market we do not 
pursue some supposedly morally justified end state, but rather 
leave individuals w ho  are the authors o f  their ow n values to 
pursue what they take to be their ow n good in their ow n way. 
So, for example, there can be no meaningful and compelling 
account o f  a ju s t  level o f  income because this would mean 
imposing on society one set o f  subjective values compared to 
another; rather, the only safe guide to what an individual is 
w orth  is what others w ith their subjective preferences are 
prepared to pay to obtain that person’s services. In this sense 
markets are appropriate institutions in circumstances where we 
lack objective moral criteria fo r judg ing  worth, merit, need, and 
so forth. End-state theories o f  socialism, on the other hand, it is 
argued, must presuppose some form  o f  moral realism or 
objectivism if they are to be more than the arbitrary imposition 
o f  one set o f  subjective preferences on society. Because they 
avoid end states and recognize the arbitrariness o f  moral choice, 
markets are the m ost appropriate counterpart to ethical sub­
jectivism. For this view to be coherent the socialist has either to 
abandon end-state values in favour o f  markets or to provide 
what the neo-liberal regards as unavailable, namely, an objective 
account o f  moral values in order to support the imposition on 
the free choices o f  the market o f  a set o f  patterned or end-state 
principles.
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The second argum ent is m ore sociological in character—  
namely that in Western societies which now  exhibit a wide 
range o f  moral diversity it is jus t  not plausible to believe that 
there is a moral consensus available over some o f  the central 
principles o f  socialism, for example about needs or the degree 
and kinds o f  equality. This point has been made very trenchantly 
by John Gray, one o f  the m ost eloquent expositors o f  the neo­
liberal position in Britain:

The objectivity o f  basic needs is equally delusive. Needs can be given 
no plausible cross-cultural content but instead are seen to vary across 
different moral traditions. . . . there is an astonishing presumption in 
those w ho w rite as if  hard dilemmas o f  this sort can be subject to a 
morally consensual resolution. Their  blindness to these difficulties can 
only be accounted for by  their failing to take seriously the realities o f  
cultural pluralism in our society, or (what comes to the same thing) to 
their taking as authoritative their o w n  traditional values. O ne o f  the 
chief functions o f  the contem porary  ideology o f  social justice may be, 
as Hayek intimates, to generate the illusion o f  moral agreement, where 
in fact there are profound divergencies in values. It remains unclear 
how  such divergencies are to be overcome, save by the political 
conquest o f  state pow er and the subjugation o f  rival value systems. 
(Gray, 1983, 181)

In the view o f  the neo-liberals, end-state socialists are inevitably 
placed in this latter position. O nce again neo-liberal thought in 
relation to markets poses a fundamental question* for market 
socialists. If  part o f  their ow n defence o f  markets rests upon a 
respect for individual preferences, why, the neo-liberal will ask, 
does not this respect extend to moral preferences and the 
consequent diversity o f  morals? Again, the argument is that 
market socialism is incoherent because it cannot consistently 
endorse the major moral feature o f  markets— namely, that 
individual preferences are taken as basic and incorrigible— and 
at the same time endorse end-state views which do not accept 
the outcomes resulting from the free play o f  preferences in 
markets.

An analogy will help here. The market socialist position 
could be likened to that o f  a democrat w ho wishes to allow the 
free play o f  individual preferences in the political sphere while at



the same time reserving the right to reject the outcome o f  such 
preferences i f  they conflict w ith some end-state principles. The 
inconsistency here seems plausible, on the face o f  it, and needs 
to be answered in detail by the market socialist.

In the view o f  the neo-liberal these issues are far from being as 
abstract and abstruse as they might first appear. O n  the 
contrary, these problems lie at the heart o f  any non-arbitrary 
attempt to im plem ent the socialist project. If  end-state values 
are to mean anything, they must be capable o f  guiding public 
policy and, in the view o f  the liberal critic o f  socialism, this is 
precisely what they fail to do. This failure is at two levels. The 
first is the general level which we have just been considering, 
namely, that the central concepts o f  socialist thought such as 
need and justice cannot play a determinate part in guiding policy 
just because they are so open textured and contestable, based as 
they are ultimately on subjective preferences rather than 
objective and rational criteria. The second level o f  failure is 
more particular and immediate, in the sense that, even if  we 
could get a consensus that, for example, medical care in society 
should be based upon need rather than on any other principle 
such as ability to pay, this principle would not help to guide 
decision-making in particular circumstances. Again we can turn 
to the w ork  o f jo h n  Gray for an example o f  this drawn from  the 
sphere o f  medical need. Here the concept o f  need is likely to be 
as determinate and consensual as anywhere in the sphere o f  
public provision. However, even in this case Gray argues that 
public officials charged w ith  the responsibility o f  trying to 
satisfy the end-state principle o f  meeting need are forced to act 
in an arbitrary and discretionary manner just because the basic 
principles are far too indeterminate to guide policy.

N ot all needs or merits are com mensurable w ith  cach other. A medical 
need involving relief o f  pain is no t easily ranked against one involving 
the preservation o f  life and, where such needs are in practical 
competition for scarce resources, there is no rational principle available 
to settle the conflict. Such conflicts are endemic because, contrary to 
much social democratic wishful thinking some basic needs connected 
with staving o ff  senescence, for example, are no t satiable. Bureaucratic 
authorities charged w ith  distributing medical care according to need
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will inevitably act unpredictably, and arbitrarily . . .  for w ant o f  any 
overarching standard governing choice between such incommensurable 
needs. . . . The situation will be the same w hen the occasion arises for 
weighing merits against each o ther— a process so subjective as to 
demand no further com m ent. The idea that social distribution could 
ever be governed by these subjective and inherently disputable notions 
reflects the unrealism o f  m uch contem porary  thought. (Gray, 1984, 73)

Again there is a sharp rejection o f  end-state theories as being 
incapable o f  being im plem ented in a morally pluralistic society 
except in a dictatorial and arbitrary way. This point leads on to 
two further considerations: about community and about planning.

According to the views o f  neo-liberal critics o f  socialism, 
end-state values only make sense within a reasonably hom o­
geneous com m unity  in which a hierarchy o f  ends is accepted as 
part and parcel o f  the way o f  life o f  that community. In such a 
society where the acids o f  individualism have not eaten away at 
the bonds o f  social solidarity, it may well be that there are 
agreed and collective views about needs and their ranking and 
about w ho deserves what in the distribution o f  social resources. 
However, we are emphatically not in that sort o f  position 
today. Even within the urban w orking class, which might in an 
advanced industrial society be regarded as the bearers o f  such 
solidaristic and com m unitarian values, these bonds are being 
broken down. Individuals and families are not bound by the 
solidaristic features that may have underpinned their way o f  life 
in previous generations, and that did indeed provide support for 
a form o f  socialism which in terms o f  its goals and values 
represented in a political and practical form such a way o f  life. 
However the collapse o f  such closed communities is not to be 
mourned, because they are closed and the enemies o f  change, 
mobility, and individual advancement.

O f  course, this does not mean that a sense o f  com m unity is 
valueless, but in the m odern  world  such a sense is to be found in 
partial communities— groups o f  all sorts, within which individuals 
are able to pursue, in com m on with others ideas, interests and 
values which are im portant to them. But the point about such 
communities is that they are, unlike traditional, total com­
munities, based upon choice and voluntary allegiance in a way
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which was not true o f  older forms o f  social solidarity. Within 
such partial communities there may be codes and rules o f  all 
sorts which prescribe behaviour and conventions and may 
embody for their ow n purposes end-state principles which are 
derived from  the goals and purposes o f  that com m unity— 
church m embership is a good example. But such end-state 
principles are binding and authoritative only in so far as people 
choose to be bound by them and they are not a basis for 
prescribing the goals for the rest o f  society just because o f  their 
radical diversity. Hence, there is, in the view o f  the neo-liberal 
critic, an intimate connection between the socialist’s penchant 
for seeing society in a goal-directed way and the value o f  
community. According to the critic, forms o f  social solidarity 
which may at one time have supported such goals have passed 
away and we are left w ith  a set o f  values which are not rooted in 
an ongoing way o f  life for society as a whole and which are not 
capable o f  being given some kind o f  rational foundation. Hence, 
any attempt to secure such goals and implement them is bound 
to be arbitrary and dictatorial. Again the free market, as we saw 
earlier, is the solvent o f  the social dilemmas caused by the failure 
o f  end-state values in the m odern world. The market provides a 
fair procedural mechanism within which individuals will be able 
to pursue their ow n conception o f  the good in their ow n way 
and it will not force the realization o f  any particular end state on 
society. C om m unity  is at hom e in pre-industrial forms o f  life 
and it (and, the neo-liberal argues, its associated end-state 
principles) cannot now  be grafted on to a m odern complex 
society in which there is radical value incommensurability.

These points also apply to socialist arguments about planning. 
If there are to be end-state values such as meeting needs or 
achieving social justice, then the government clearly has to 
intervene in the econom y in order to ensure the realization o f  
such values. H ow ever, the market theorist will argue that any 
such plan is bound to be bureaucratic and radically indeterminate 
because, as we saw in G ray’s medical example, the values which 
the plan w ould seek to im plem ent are too incommensurable for 
any such plan to be realized in anything other than a 
bureaucratic and dictatorial way.



There are other arguments against the possibility o f  central 
planning for the achievement o f  socialist ends that are discussed 
elsewhere in this volum e and they need not be rehearsed here in 
detail. Suffice it to say that the objections are largely epistemo- 
logical. The information which planners would need to 
implement their plan, even assuming that it could be made 
determinate, is just  not available in the way which would be 
necessary to plan in a rational manner. According to Menger, 
Mises, and Hayek, implicit, non-propositional forms of 
knowledge are necessary conditions for effective economic 
action in the market. This knowledge, which any economic 
agent has, is necessarily dispersed, tacit and relative to an 
individual agent. Just because it is dispersed and non-pro ­
positional, it cannot be gathered together in a way which would 
make it suitable for use in compiling a plan, even assuming that 
the goals o f  such a plan were sufficiently determinate, which, as 
we have seen, the neo-liberal denies. However, on this view 
planning is absolutely necessary to achieve the goals o f  socialism 
conceived in terms o f  the realization o f  a particular set o f  end 
states such as greater social justice.

All o f  this adds up to a formidable critique o f  traditional 
forms o f  socialism and demands a response. It poses dilemmas 
not only for traditional socialist views but also for market 
socialist theories: the critique, after all, is an attempt to argue a 
moral case for markets based upon the rejection o f  the socialist 
project. Is the m arket socialist com m itted to all or part o f  this 
sort o f  case for markets, and, i f  not, what is to be rejected? To 
what extent is the market socialist com m itted to end-state 
principles, and, i f  there is such a com m itment, what effect will 
this have on the supposed com m itm ent to the market?
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I believe that in its m ost radical form market socialism will go a 
long way towards accepting the neo-liberal critique o f  traditional 
socialism, based as it is upon end states and a conception o f  the 
good. The underpinning to the particular socialist element in
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this sort o f  m arket socialism depends upon a rejection o f  the 
neo-liberal claim that free markets are not coercive and provide 
a fair procedure within which individual preferences can be 
realized. The market socialist will argue two related theses here. 
The first is that, as David Miller points out, there is a radical 
difference between a free market as a fair procedure for 
recording preferences and a democratic voting system— an 
analogy which some defenders have adopted. In a democratic 
voting system each participant has equality as a political right 
and preferences are counted as having equal weight. This 
condition does not hold in a free market because people enter 
the market w ith different resources: they will differ in ability, in 
talent, and in material resources such as income and wealth. 
Hence, some people will enter the market with advantages, 
others with handicaps, and their preferences will be unequally 
weighted in the subsequent market transactions. While, o f  
course, individuals bear some responsibility for the talents they 
possess, nevertheless both  for the advantaged and the handi­
capped there is a degree, quite a large degree in fact, to which 
they are being benefited and rewarded or disadvantaged and 
penalized for factors which are not a matter o f  their ow n 
responsibility. The talents and abilities which people have and 
to some extent the degree o f  material resources they possess are 
the result o f  factors for which they bear no responsibility. 
Genetic endow m ent and fortunate home background within 
which genetic talent is nurtured are central to the development 
o f  personal capacity, including the capacity to act effectively in 
the market. O n  the market socialist view these should be 
compensated for so as to enable people to enter the market on 
the fairest possible terms.

O f  course the neo-liberal will argue that this is a distortion o f  
the true moral position. Genetic endow m ent and family 
background are, rather like the weather, matters o f  good luck or 
misfortune, not fairness and injustice. Hence there can be no 
morally justified dem and for compensation. In addition, the 
worst o ff are not coerced by their lack o f  resources; they may, o f  
course, do less well out o f  the market than those better 
endowed, but their lack o f  resoures is not a restriction on



liberty, because, as w e saw earlier, freedom is not being 
intentionally coerced by another agent. ,

However, at this point the socialist will want to dispute the 
account o f  freedom given by the liberal critic. There will be two 
aspects to the argument. First o f  all, the socialist will want to 
argue that a purely negative theory o f  liberty cannot fully 
explain the value o fliber ty  in hum an life. W hy do we want to be 
free from coercion? W hy do we regard it as so valuable not to be 
subject to another person’s will? The answer must surely be 
that, if  we are free from  coercion, we are then able to live a life 
shaped by our o w n  desires and preferences and not those o f  
another, and that is is part o f  w hat the distinctively valuable 
features o f  hum an life consist in. However, in order to realize 
what is valuable about liberty, we have to be able to pursue 
values o f  our ow n, and to do this we have to have abilities, 
resources, and opportunities— that is to say, some com m and 
over resources so that we can live life in our ow n way. In 
distinguishing so sharply between freedom and the capacity for 
agency and its associated resources, the neo-liberal critic o f  
socialism will not be able to explain w hy liberty is valuable in 
human life and the conditions which have to exist in order for its 
value to be realized. Liberals profess to believe in equal liberty, 
but the socialist will argue that the equal w orth  o f  liberty is 
important too and that this m ust demand some greater equality 
in resources for people entering the market.

The second point is that the socialist will dispute the view that 
markets are not coercive because their outcomes are not 
intended. The argument here is twofold. The first is that, when 
Hayek and others deploy this argument, they tend to do so in 
relation to individuals: that the outcom e for a particular 
individual is neither intended nor foreseen. O f  course, this is 
true, but that has never been the basis o f  the socialist case, which 
has been based upon groups and classes. The claim has been that 
the class o f  people entering the market with least will derive 
least benefit and resources from  it. This may be unintended, but 
it can be foreseen, and certainly the experience o f  the last eight 
years o f  Thatcherism confirms it (see, for example, Rentoul, 
1987; Walker and Walker, 1987). The socialist will then argue
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that we are responsible not merely for the intentional con­
sequences o f  our actions but also for the foreseeable ones. 
Certainly this principle works at the level o f  personal morality: 
if I intend to do Y  and I know  that X  is a foreseeable con­
sequence o f  doing Y even though the occurrence o f  X  is not part 
o f  my intention, it w ould be difficult to evade the responsibility 
for X. So in a market, if  it is a foreseeable consequence o f  the 
operation o f  a free market with the existing highly unequal 
distribution o f  resources that some will be made poor as the 
result o f  its operations, and if  something can be done to change 
this— for example through a redistribution o f  resources— then 
it would be difficult to evade responsibility for this outcome 
even if it was not part o f  any individual’s intention. In this sense, 
if we can link foreseeability and responsibility together, the 
market socialist can argue in favour o f  the redistribution o f  
resources in order to give to individuals the capacity to act as 
effective and free agents in market transactions.

N one o f  this in any way lessens the market socialist’s 
com m itm ent to markets. Like most social institutions, markets 
can be characterized in m ore than one way. The neo-liberal’s 
characterization is tendentious and seeks to avoid collective 
responsibility for the means which people have at their disposal 
when they enter markets.

At the m om ent it is im portant to remem ber that this more 
positive view o f  liberty is not being argued for as an end-state 
principle. In fact, it is concerned with the resources which 
people should have in order to enter markets in an effective 
manner. In this sense it could be said, to borrow  a phrase from 
Ronald D w orkin , that it is a starting-gate rather than an end- 
state principle. It is not arguing that the outcomes o f  markets 
should be adjusted so that people enjoy the same value o f  liberty 
at the end o f  a set o f  m arket transactions i f  they enter the market 
on more equal terms. That is an issue which will be considered 
later. It is rather an argum ent in favour o f  initial redistribution 
so that people enter markets on a more equal basis in terms o f  
resources.

The liberal critic will, however, argue that even this view o f  
freedom and markets cannot avoid making highly contentious



moral judgem ents about w hat resources people need to be able 
to enter markets effectively. In this sense positive freedom is a 
highly moralized conception o f  freedom and there can be no 
moral agreement about this in a morally pluralist society. There 
are three answers to this. In the first place, it is not clear that this 
is factually correct. While, o f  course, people do have different 
moral views, m ost people in our society w ould accept that, in 
order to act effectively, one does need com m and over certain 
sorts o f  resources which define the basic conditions o f  effective 
agency and that these will include income and access to 
education and health care th roughout the course o f  life. Second, 
if redistribution were in cash rather than in terms o f  services, 
then this w ould avoid m any o f  the problems involved in 
coming to detailed judgem ents about needs, w ith all the 
difficulties about commensurability pointed out earlier. In 
addition, if  this cash redistribution in the case o f  health and 
education were to be given in the form o f  vouchers, this would 
avoid the problem  pointed out by the neo-liberal critic about the 
extent o f  bureaucratic discretion which must accompany the 
provision o f  services in kind. There is an argument about 
freedom here which socialists m ust take seriously: namely, that 
we cannot be wholly serious about individual liberty if  we 
completely resist contemplating procedures such as vouchers 
which w ould em pow er individuals against bureaucracies and 
producer interest groups in the welfare and educational services. 
These issues are discussed in m uch m ore detail in Julian Le 
G rand’s Chapter 8.

The final answer to the neo-liberal’s view that the account o f 
freedom given here is tendentiously moralized is to take a leaf 
out o f  his book. In his view we have no way o f  assessing the 
merits o f  any particular individual or o f  the conception o f  the 
good held by any individual. These judgem ents are seen as 
irredeemably subjective and disputable. If  this is accepted, then 
it could be argued that no  individual merits m ore or less in the 
distribution o f  those basic resources which are necessary to enter 
the market on a fair basis and thus those resources should be 
distributed as equally as possible because, i f  the neo-liberal is 
correct, there is no o ther criterion which w ould not involve
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weighing up incommensurable merits and deserts. Again the 
equality at stake is not an end-state principle, referring to 
equality o f  outcome, but rather greater equality o f  initial 
starting-point, institutionalized in ways that will enable people 
to make their ow n judgem ents about health care, education, and 
the other basic goods o f  agency. O f  course, in the very exercise 
o f  these judgem ents, inequalities will result, but to some degree 
these inequalities will have to be accepted, partly because, i f  we 
respect individual freedom, we have to respect the consequences 
o f  the choices which people make and their corresponding 
responsibility for them. I shall return to this issue later in the 
chapter.

So far then I have argued that one central plank in the market 
socialist’s case will be the acceptance o f  markets as procedures 
for the efficient use o f  resources and as guarantors o f  freedom o f  
choice, but at the same time the rejection o f  the market liberals’ 
characterization o f  markets as wholly impersonal procedures 
for the consequences o f  which we bear no collective responsibility. 
To secure a really free m arket we have to be concerned not only 
with the procedures which a market involves— breaking up 
monopolies and legislation to ensure that no coercive transactions 
take place— but also w ith  the conditions o f  freedom for the 
individuals w ho enter markets and with ensuring that these 
conditions em body in their institutional form  the highest degree 
o f  freedom o f  choice. This is not to say that a socialist society 
should provide no services in kind. Some will always be 
necessary. But we should not assume that existing forms o f  
service are the only ways in which we can respond to ensure 
meeting the justified claim that individuals should have command 
over resources in order to enter markets effectively.

There is a second argument which we need to take seriously 
about what conditions are necessary to ensure that markets 
operate in a free and fair way beyond the procedural sense o f 
being governed by a fram ew ork o f  impartial laws. This is 
concerned with the ownership o f  capital in a free market 
economy and the connection between this and the exercise o f  
power in a market. As we have seen, the market liberal wishes 
to reject theories o f  social justice— about how  resources should
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be allocated— and he will brook no arguments in favour o f 
redistribution. This bears directly upon the issue o f  the 
ownership o f  capital in a free market. If  capital ownership is 
concentrated, this will enable those w ho ow n capital to exercise 
power over others and will lead to coercive exchanges between 
those w ho do and those w ho do not ow n capital. This will 
typically occur in a firm. The workers in a firm w ho do not ow n 
capital will have to w ork  on terms to a degree dictated by the 
owner o f  that firm, particularly i f  capital becomes concentrated 
and if  there are, in a particular com m unity, no realistic w ork  
alternatives. This gives the capitalist a considerable degree o f  
power over workers, w ho  will not be like independent 
subcontractors but rather will be subject to discretionary power, 
either by the capitalist or by those appointed to oversee his 
business for him. T he neo-liberal will see nothing w rong in 
such inequality o f  pow er and again will not see it as a potential 
restriction on liberty. This is for tw o reasons. In the first place, 
as we have seen, inequalities, how ever large, in the distribution 
o f  material resources are not a restriction o f  freedom, because 
freedom and the possession o f  resources are different things. 
O nly if  the capitalist is a strict m onopolist will his behaviour be 
potentially coercive. O therw ise a w orker has freedom to w ork 
or not to w ork  for a particular firm, and, while this option is 
open, whatever the position o f  the w orker in terms o f  resources, 
he is not coerced by the behaviour o f  the capitalist. Second, in a 
free market, capital is accumulated through a process o f  free 
exchange. So long as the capitalist does not acquire capital as the 
result o f  coercion, then the ownership o f  capital, however 
concentrated, is not unjust. It could only be regarded as unjust 
on the basis o f  some socialist end-state principle which he 
rejects. Hence, how ever concentrated capital may become as the 
result o f  free exchange, its ownership is not unjust and the 
power which it confers is not illegitimate.

H owever, socialists will be minded to reject both o f  these 
arguments. We have already seen the grounds for rejecting the 
first in the earlier argum ent about the nature o f  freedom. The 
second argum ent is m ore  complex. O ne central issue would be 
whether we lack sufficient historical information to determine
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whether present concentrated holdings o f  capital were justly 
(i.e. non-coercively) acquired, and, given the threat to equal 
freedom which such concentrations o f  capital and pow er pose to 
society, a reasonable principle would be to undertake the 
dispersal o f  that capital and property rights in the means o f  
production m ore widely in society. This is the view adopted 
even by Nozick (1974, 231), one o f  the arch defenders o f  free 
market capitalism.

There are tw o ways in which the ownership o f  capital could 
be dispersed: individual and group dispersion. Individual 
dispersion w ould give to individuals some entitlement to the 
ownership o f  capital as a kind o f  patrimony, perhaps to be 
acquired at the age o f  majority, which w ould then increase each 
individual’s effectiveness in the market (as discussed in Chapters 
4 and 8). This could be done, either through a negative capital 
tax as proposed by Atkinson (1972), or by giving workers share 
entitlements after a period o f  years in a company, so that labour 
then created property rights in firms. The other proposal would 
be for capital to be ow ned by the state, which w ould then lease 
capital to w orker-ow ned  co-operatives. This latter proposal is 
extensively discussed in Chapter 7. The im portant point to 
notice, however, in the light o f  the arguments discussed so far, 
is that again they are both starting-gate rather than end-state 
theories: that is to say, they are concerned with ensuring the 
conditions o f  fairer entry into the market and securing those 
conditions which will enable markets to operate with the least 
degree o f  coercion. They are concerned with em powering 
individuals and groups in the market rather than with criticizing 
market outcomes. According to this radical version o f  market 
socialism, the m arket needs socialism in order to make its 
starting-points fairer and m ore free, but it w ould neglect the 
outcomes o f  the transactions and exchanges which were then 
undertaken in the market.

If  individuals and groups such as w orkers’ co-operatives enter 
the market on a fair basis, and if  the procedures o f  the market 
are fair, then is there any moral basis for criticizing the 
outcomes o f  such exchanges? Traditionally socialists have 
wanted to argue that there is a basis to be found in end-state
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principles such as social justice, equality, and community. So, 
for example, it is likely that in relation to w orkers’ co-operatives 
the end-state socialist argument will go as follows (see also 
Plant, 1984). The basic problem  with decentralized forms o f  
socialism is that, while it may be true that within relatively 
autonomous decentralized economic units like co-operatives 
there may well be a high degree o f  equality o f  income, power, 
and status, this does not address the question o f  the relations 
between co-operatives and the extent o f  possible inequalities 
between them  following from  their performance in the market. 
There are perhaps tw o  aspects to this problem. In the first place, 
in any system o f  autonom ous enterprises, differences are almost 
bound to arise between such enterprises, because o f  the 
differences between internal efficiencies, the skills o f  workers 
and managers, accessibility to and relations with suppliers, and 
consumers, the age and quality o f  equipment, consumers’ 
choices and demands, decisions about how  the earnings o f  the 
enterprise are to be allocated between wages, bonuses, services, 
increasing em ploym ent opportunities, depreciation, and invest­
ment. In short, the end-state socialist will argue that, w ithout 
some state-directed redistribution between enterprises, market 
outcomes are likely to be highly unequal. According to the eq4 - 
state view, this m ust be o f  central importance to socialists; in the 
same way as the free m arket has been criticized as being 
indifferent to distributive outcomes between individuals, so 
market socialism cannot abandon a concern with equality o f  
outcome between groups.

The issue at stake here is this: does the fact that the market 
socialist aims to make the market freer and fairer through the 
reforms which I have discussed mean that the inequalities which 
will inevitably arise between the w orkers’ co-operatives as the 
result o f  their trading in the market are now  to be accepted as 
legitimate, or does the rectification o f  such inequalities still 
embody a legitimate moral claim? The issue applies equally to 
the position o f  individuals: i f  individuals are em powered in the 
market through cash redistribution, are the subsequent in­
equalities which will occur as the result o f  individuals trading 
and exchanging in the light o f  their ow n view o f  their interests



legitimate, or should they be rectified by end-state as well as by 
starting-gate forms o f  redistribution? In a sense this is a m odern 
version o f  the old socialist debate about equality o f  opportunity 
and equality o f  result, or between equity and equality. The 
radical position on market socialism w ould  be to say that we 
should be concerned to make the conditions under which 
markets operate freer and fairer and then accept the inequalities 
which arise as jus t  and legitimate. A failure to do so will mean 
forgoing most o f  the advantages o f  the market: its competitive­
ness and dynamism, its capacity for innovation and change. If 
people know  in advance that there will be equality o f  result 
however they act in the market, this will be a recipe for 
inefficiency. In addition, the old problems about end-state 
socialism will re-emerge: how  do we produce some consensus 
about the degree and nature o f  equality? End-state socialism 
implies a large and necessarily bureaucratic state together with a 
com m itm ent to detailed planning to make sure that market 
outcomes will conform  to the desired form  o f  end-state 
equality. So in this sense market socialism w ould require a 
radical revision o f  traditional socialist understandings o f  equality 

and social justice.
The same is true o f  com m unity. This applies in two ways. As 

I have argued, a radical market socialist view o f  the role o f  
welfare m ight well favour a voucher system, for example, in the 
spheres o f  health and education, to em pow er people against 
bureaucracies and give them real choice about the type o f  health 
care they w ant and the sort o f  education they desire for their 
children. However, it is obvious that this poses a major 
challenge to one o f  the traditional socialist justifications for the 
service rather than the cash or voucher provision o f  welfare: 
namely that, if  people undergo the same experiences in school 
and in health, this will foster a sense o f  com m unity and 
com m on culture. This w ould be lost in a cash or a voucher 
system. Take a sharp real case as an example. In the educational 
sphere one could imagine that this m ight lead to a development 
o f  ethnically based schools. For example, M uslim families 
might use their vouchers to send their children to schools which 
are based on Islamic precepts, or, at the other end o f  the
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spectrum, white families m ight choose to send their children to 
schools which had few, if  any, children from  ethnic minorities. 
In these ways, far from  an educational system developing a 
sense o f  com m on culture and com m unity, a voucher system 
might well become a vehicle for ethnic absolutism o f  all sorts. 
According to an end-state socialist view, the state has a duty to 
foster as far as it can a sense o f  com m on culture and com m unity 
anil must use regulation and zoning to achieve this. In this sense 
bureaucratic procedures have to be used to produce a particular 
end state, in this case a greater sense o f  com m unity. The radical 
market socialist m ight argue that the sense o f  com m unity 
involved here is a delusion, because com m unity  is jus t  not 
possible in this overall sense in a modern complex, individualistic 
society; what is im portant is that people should have the choice 
to contract into those forms o f  com m unity  which seem to be 
im portant to them — perhaps, in the case we are considering, an 
ethnic com m unity.

If socialism is to be allied to increasing liberty and freedom o f  
choice, it should not seek to impose a particular pattern o f  
com m unity on society, but rather accept the diversity o f  
com m unity forms which will emerge as the result o f  people 
exercising their ow n choice. You cannot on the one hand seek to 
em pow er people and then restrict in an artificial way the choices 
open to them in pursuit o f  some ill-defined concept o f  com­
munity. The only restriction which could legitimately be placed 
upon freedom o f  choice w ould  be to restrict the exercise o f  
choice which limited the capacity o f  other people to exercise 
their choices in an effective and meaningful way, and it is not 
clear that in the schooling example we have been considering 
this w ould happen. Hence the situation is precisely similar to the 
case o f  equality: the end-state socialist wishes to use government 
to produce a particular social pattern w hether o f  greater equality 
o f  outcom e or o f  a greater sense o f  com m unity. The radical 
market socialist’s position is to argue that the im portant thing is 
to give people effective power in a procedurally and substantively 
fair market and then accept the end results o f  that process as 
legitimate. Freedom and pow er for individuals and groups 
means that we have to accept the results and not reject them
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because they do not conform to a chosen pattern. Hence it 
appears that market socialism in a thoroughgoing form  places a 
major question m ark against traditional socialist assumptions.

T W O  V E R S I O N S  O F  S O C I A L I S M  O R  O N E ?

In the final part o f  this chapter I w ant to consider the extent to 
which a reconciliation between these tw o  apparently differgnt 
forms o f  socialism is possible. What is at stake here is the nature 
and role o f  governm ent in a feasible market socialist society. 
M uch o f  the' impetus for m arket socialism has come from a 
sense o f  disillusionment w ith statist forms o f  socialism (see, for 
example, N olan and Paine, 1986). Obviously it is difficult to see 
how an end-state form  o f  socialism could operate w ithout an 
extensive role for governm ent— creating the fram ework o f  law 
within which m arket forces w ould  operate, intervening in the 
market to secure outcomes consistent w ith socialist values, and 
providing a non-state sector o f  welfare services in order to 
remedy market failures in this area. A radical form o f  market 
socialism, however, shares with the neo-liberal the not implausible 
view that in m odern  economies we have been confronted by 
government failure as m uch as market failure and many o f  the 
assumptions o f  market socialism are based on alternative forms 
o f  provision to centralized state action.

M y ow n view is that some end-state conceptions are inherent 
in any plausible form  o f  socialism and indeed enter into the 
various market socialist proposals which I have been discussing. 
If this is so, then, at least in this respect, the debate is not market 
socialism versus state socialism, but rather an explicit endorse­
ment o f  a central role for markets in a socialist economy (which 
has not always been forthcom ing within the socialist tradition) 
within a fram ew ork both  legal and substantive set by govern­
ment guided by end-state or patterned principles. The neo­
liberal project o f  procedural justice cannot be made fully 
compatible w ith  socialist ends. Socialism does require certain 
kinds o f  outcomes, not just  those which emerge as the result o f  
fair procedures. There are tw o  im portant issues here: first, to 
argue the case for markets within a socialist economy but,
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second, to do so in a way which makes them compatible with the 
maintenance o f  patterned or end-state principles such as greater 
equality and social justice. It seems clear from  the examples I 
have given that m arket socialists do require end-state values to 
underpin w hat m ight at first sight appear to be procedural 
recommendations. Take, for instance, the issue o f  redistribution 
in cash in order to em pow er people to be able to enter the 
market on a m ore equal basis. The degree o f  such redistribution 
if  it is not to be arbitrary is going to have to be grounded in 
some patterned notions— m ost obviously need, effective liberty, 
and social justice. That is to say, the degree o f  transfer between 
the better o ff  will have to be guided by some conception o f  what 
needs have to be satisfied in order to secure for individuals the 
capacity for effective agency in the market. This judgem ent 
cannot merely be left to people’s revealed preferences to avoid 
the problem o f  some political judgem ent about need, because 
the whole argum ent assumes in the first place that people’s 
revealed preferences will differ in relation to the initial resources 
which people have: the rich are likely to have more extensive 
revealed preferences than the poor. Hence we cannot just look 
to the demands which people actually make to determine what 
they need. The issue here was posed clearly by Runciman 
(1966). The w orst-o ff  members o f  the society have very limited 
preferences, because they compare w hat is possible for them not 
with the rich but w ith  those only slightly further up the social 
scale. Runciman concludes, rightly in m y view, that a theory of 
justice is absolutely vital in order to determine what needs 
actually are: w hat constitutes a legitimate and an illegitimate 
claim on resources. Social justice will enter in another way too, 
namely in trying to w ork  out w hat should be distributed 
according to need and w hat should be left over for market 
rewards. This is a point made very clearly by Miller and Estrin 
in their contribution to the Fabian sym posium  on market 
socialism when they argue, ‘It is quite feasible to think o f  a 
division o f  social resources between those earmarked to satisfy 
needs and those serving to reward merit, and to provide the 
incentives necessary to make a market sector function effectively’ 
(Forbes, 1987, 11). This is clearly correct, but, as Miller and
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Estrin point out, this does require the development o f  a theory 
o f  distributive justice: that is, a patterned or end-state principle 
which, as we saw, the neo-liberal argument cannot countenance. 
The same is true o f  other aspects o f  the m arket socialist case. For 
example, in the context o f  a market socialist case for vouchers as 
developed by Julian Le Grand in Chapter 8, considerations o f 
equality enter in a very central way. Such a voucher system goes 
far beyond a starting-gate theory and involves central con­
siderations about equality which again is a patterned principle 
which it w ould  be the duty o f  governm ent to implement. Again 
considerations about com m unity  w ould also enter in Le G rand’s 
reference to the likelihood o f  wanting to have a national 
curriculum rather than one which was geared wholly to the 
prescriptions o f  a particular set o f  parents about what their 
children should be taught. The same holds true for the 
argument about the redistribution o f  concentrations o f  capital 
which are likely to occur in a free market system, which was 
discussed earlier in the context o f  dispersing capital to w orkers’ 
co-operatives. This could only be done in a principled way with 
reference to a developed and patterned principle o f  social justice. 
This w ould apply in tw o ways: first to provide the basis for 
criticizing the concentration o f  capital, particularly if  it could be 
demonstrated that capital was acquired through uncoerced 
exchanges; and, second, to guide the degree o f  redistribution 
and dispersal o f  capital holdings in the economy.

C O N C L U S I O N

All o f  these observations lead to tw o conclusions. First, even 
market socialism needs a theory o f  distributive justice, equality, 
and com m unity, and this means that market socialism is a long 
way from merely humanizing and making m ore fair the neo­
liberal project in relation to markets. Second, the maintenance 
o f  these patterned principles m ust presage a central role for the 
state, and market socialism cannot be seen as a panacea for the 
problems o f  government. The central issues facing socialists in 
this context are, therefore, twofold. O ne is to argue the case for 
markets and explore forms o f  market provision in ways which



may well upset many traditional socialist assumptions, as well 
as the producer interest groups w ho have a vested interest in 
maintaining those assumptions. T he second is no t to be seduced 
by those siren voices which assume that an advance towards 
socialism can be achieved without a powerful state. As socialists 
in Britain, we need to develop a theory about the role o f  the 
state as m uch as markets and to meet the neo-liberal challenge to 
those patterned principles o f  justice and com m unity without 
which socialism will not be a viable intellectual or practical 
project. In the same way as market socialist views about the role 
o f  market have been concerned with em pow ering individuals 
and groups in the market, the corresponding impetus in relation 
to the theory o f  the state should be the em pow erm ent o f 
individuals th rough extending democracy and accountability in 
both political structures and bureaucracies.

R a ym o n d  P lan t  77
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Peter Abell

An Equitarian Market Socialism

I f socialists are to be absolved o f  the accusation that they speak 
o f  lands which cannot be inhabited without an unwarrantable 
surrender o f  hum an liberties, then they need to show how  
satisfactory and mutually compatible conceptions o f  efficiency 
(productive and allocative), freedom (positive and negative), 
and justice can be w oven  into a single garment. If each could be 
gained w ithout the surrender o f  the other (an assumption o f  
most socialist theory), then it w ould merely be a matter o f  
showing how. But in general they cannot— even if  we postulate 
fundamental changes in hum an values— and, thus, ways o f  
balancing the possible trade-off between them need to be 
constructed.

The terms o f  this trade-off will be dependent partly upon 
unalterable factors (such as the distribution o f  innate ability1) 
and partly upon changing and changeable values, beliefs, and 
motives which the people bring to both production and con­
sumption. The challenge for contemporary socialists is to 
formulate a norm ative model o f  society which can serve as a 
template against which proposed policies may be assessed. This 
model must be libertarian in spirit, both embracing and 
transcending the liberal concept o f  negative freedom. It must 
also be sensitive to the understandings which contemporary 
social science affords us. It must not be over-sanguine about the

1 I will assume throughout that innate abilities are not equally distributed— 
or, at least, that those abilities which are supplied in the relations of production 
are not. I realize some will jib at this. My conclusions, however, would not be 
altered if such abilities were identical in all respects; indeed they could be 
reached that much more easily if one were to assume equality. So to that degree 
the assumption is innocuous.
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malleability o f  hum an motives and institutions but, at the same 
time, it m ust not be over-pessimistic, leaving space for the 
better side o f  hum ankind  eventually to occupy.

H um ankind is probably not perfectable, but surely it can be 
coaxed into creating som ething better than we now  have.2 It 
is futile and dangerous, as Anthony Crosland observed, to 
advocate an ideal society tom orrow , but having some model in 
mind, guiding and inform ing a permanent transition, is another 
matter. This is so even if, in some sense, the model is ultimately 
unattainable in its extreme form  (such as perfect competition). 
Such models, which w e may describe as regulative, offer a 
vocabulary w ithin which the issues at stake may be rationally 
discussed and w hereby reasons may be provided for the 
unavailability o f  the extreme form. Equitarian market socialism 
should be seen in this light.

1 shall argue that the essence o f  the socialist vision rests w ith a 
progressive attention to the satisfaction o f  hum an needs through 
the equalization o f  hum an agency (that is, positive freedoms 
within the fram ew ork o f  negative freedoms) primarily in 
production and only secondarily in consumption. Socialism is 
about the eradication o f  poverty and is about greater equality o f  
opportunity; but it is about these things because it is about 
greater equality o f  freedoms.

It is an unfortunate feature o f  our time that the moral 
highground in respect o f  issues about choice and freedom has 
been effectively com m andeered by the N ew  Right. The Left is 
frequently, and not w ithout justification, castigated for its 
advocacy o f  large bureaucratic structures which inevitably fail 
to respond to people’s needs and restrict theif choices. This is 
equally true o f  welfare, education, and economic institutions. 
The identification o f  socialism with both bureaucratic sloth and

2 It has b e c o m e  u n fash io n ab le  to speak  o f  b u i ld in g  in s t i tu t ions  a ro u n d  
c hanged  values. C e r ta in ly  c a u t io n  m u s t  be  exercised;  it is all to o  easy to  as sum e 
aw ay  p ro b le m s  b y  re ly ing  u p o n  unrealis t ic  values w h ic h  are m o r e  congen ia l  to 
a socialist ethic.  N o v e  (1983) has o ffered  us a c a u t io n a ry  tale in this respect,  and 
p re m a tu re  a t t e m p ts  at in s t i tu t io n  bu i ld in g ,  in C h in a  for  instance,  u n d e rsco re  
N o v c ’s cau t ion .  N e v e r th e le s s  soc ia l ism  is a b o u t  the  in te rp lay  o f  ins t i tu t ions  
and values, and  it w o u ld  in  m y  v ie w  be  equa l ly  w r o n g  to reify ex is t ing  values.



restrictions upon choice has, to a very considerable degree, 
arisen as a consequence o f  the Left’s distrust o f  markets (see 
Chapter 2) in favour o f  the planned allocation o f  resources 
(capital and labour) and o f  goods and services.

This distrust is not w ithout foundation; markets can be both 
inefficient and unfair, failing to take account o f  all costs and 
benefits and generating great inequalities in income and con­
centrations o f  wealth. But it is im portant to distinguish between 
the unjustifiable consequences o f  markets p e r  se and those 
consequences which arise as a result o f  the different endow ­
ments which people bring to production.

It is salutory to note at the outset that the inequalities which 
markets almost invariably generate are attributable to one or 
more o f  three factors— namely, unequal endow m ents in pro­
duction, lack o f  competitive conditions, and inescapable market 
uncertainties. To  put it another way, in that perhaps ultimately 
unattainable world, with perfectly equal productive endowments 
(including capital, labour skills, information, etc.) and with 
certain and perfectly competitive markets, all incomes w ould be 
equalized.

The market socialist wishes, where possible, to reap both the 
efficiency and libertarian characteristics o f  markets whilst 
prom oting m uch greater equality than we presently experience. 
The market socialist society will inevitably require a strong 
democratic state, however, with powers to intervene and regulate 
where markets fail, w ith  powers to prom ote competitive 
conditions and undermine monopolies, and, above all, with 
powers to p rom ote  equality o f  freedom.

It should perhaps be emphasized here that in what follows 
equality (of both positive and negative freedoms) is construed as 
a value in its ow n right. Thus, 1 will argue that maximizing 
human freedoms subject to an equality constraint is constitutive 
o f  socialism rather than the m ore usual, social ownership o f  
productive assets. If the latter leads to the former, then fine; if 
not, then there is no reason to endorse it. Some socialists may, 
however, prefer a m ore elaborate moral framework, showing 
how  such freedoms m ight be used. This fram ework falls 
beyond the scope o f  this chapter.

8o  4 .  A n  Equitarian M a rk e t  Socialism
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I N  S E A R C H  O F  P R I N C I P L E S

The clarion call for an earlier generation o f  socialists was 
uncom prom ising and clear. It was to adjust socio-economic 
arrangements, in the first instance, w hen hum ankind is still 
imbued with the dispositions o f  the pre-existing acquisitive 
society, so that they em body the principle (derived from Marx,

1875):

(Pi) ‘From each according to ability, to each according to 
ability.’

And later (or progressively), w hen these dispositions (assumed 
malleable) have dwindled, to readjust to the principle:

(P2) ‘From each according to ability, to each according to 
need. ’

Both o f  these principles capture in an appealingly pithy manner 
ideas o f  efficiency (‘from each according to ability’) and 
distributive justice (‘to each according to . . .).3

But do they still carry conviction n ow  that we have the 
benefit o f  hindsight in respect o f  the ‘socialist’ societies (and 
islands o f ‘socialism’ in m ixed economies) and now  that we are 
also better equipped, in virtue o f  the development o f  the social 
sciences, to understand the complexities o f  hum an institutions? I 
shall argue that when taken literally they no longer do, but, 
nevertheless, w hen suitably buttressed they can still serve as a 
useful guide; not a guide, though, that enables us to duck some 
rather hard decisions.

There is no mention in either principle, for instance, o f 
matters concerning liberty. P2 is also silent upon how  incentives 
are to be structured in order to guarantee the compatibility o f  its 
two constituent parts, whereas Pi assumes a particular structure

1 T h is  im p l ica t io n  is o f  co u rse  h e d g e d  b y  a ceteris p a r ib u s  c o n d i t io n  In o rd e r  
tha t  w e  m ig h t  g u a ran tee  the  full u t i l iza t ion  o f  ab ility , w e  w o u ld  also need  to  
say so m e th in g  a b o u t  th e  d is t r ib u t io n  o f  o th e r  factors  o f  p ro d u c t io n .  F u r th e r ­
m o re ,  the ph rase  m ig h t  be m o r e  co r re c t ly  read to  im p ly  the  o p t im a l  p rov is ion  
o f  abil i ty  w i th in  th e  f r a m e w o r k  o f  these  o th e r  factors . O n  e i ther  read ing ,  full 
e m p lo y m e n t  is p r e s u m a b ly  also im plied .  For  M a rx ,  the  ju x ta p o s i t io n  o f ‘f r o m ’ 
and  ‘t o ’ abil i ty  fo l lo w s  f r o m  his a s s u m p t io n s  a b o u t  the lab o u r  th e o ry  o f  value 
and c o n s e q u e n t  ex p lo i t a t io n  in the  ca p i ta l - l a b o u r  con trac t .  P i  is thus  a plea for 
the e rad ica t ion  o f  exp lo i ta t ion .
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o f incentives: namely, that it is necessary to pay the able more to 
encourage them  to use their ability. We must therefore search 
for m ore secure foundations upon which to fashion a con­
temporary socialism.

Principles P i and P2 both contain the same initial phrase 
‘from each according to ability’, implying that, if  human 
abilities are afforded full sway in productive relationships, then 
this should maximize the value o f  goods and services delivered 
for eventual consumption. It is, thus, a putative principle o f  
productive (and implicitly allocative) efficiency. It invites us to 
find a way o f  arranging production such that hum an abilities 
may be best utilized (i.e., in Marxian terms, so that at least one 
o f  the forces o f  production is not fettered). If this was all that 
was implied, then the phrase w ould not be particularly 
controversial; but it may, in addition, be argued that the phrase 
also derives from a deeper assumption about the ‘dignity o f  
labour’— that is to say, an assumption whereby the relations o f  
production should be so constructed as to allow for the 
m axim um  feasible expression o f  ability. To put it another way, 
people’s ‘needs’ should, where possible, be addressed by 
making way for their effective agency in production.

O ne o f  the prime objectives o f  socialists has always been to 
reduce or eliminate alienation; giving full vent to human 
abilities must surely be one essential aspect o f  this. But, in 
addition, I am making a slightly stronger point: that, given a 
feasible choice, then it is usually preferable to satisfy human 
needs by enhancing their productive capabilities rather than by 
merely increasing their income.

I thus construe the phrase ‘to each according to need’, as a 
matter not merely o f  matching consumption to needs, but also, 
where possible, o f  enhancing people’s capability o f  production, 
so that they may themselves, satisfy their needs. M y argument 
will be that this is best achieved within the framework o f  an 
equitarian market socialist economy.

In the context o f  both principles P i and P2, one may, o f  
course, distinguish between innate (or natural) and acquired 
abilities (or acquired hum an capital). If one does so, then it is not 
clear which type o f  ability the principles P i and P2 refer to.
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Moreover, i f  it is acquired ability, then what proportion o f  
current resources should be employed in acquiring abilities and 
how  should they be distributed? In addition, how  should the 
other factors o f  production— notably capital— be allocated to 
match the supply o f  ability (innate plus acquired) in order that 
efficiency may be maximized? Answers to these questions solely 
from an efficiency standpoint are relatively straightforward but 
do depend upon the assumptions we care to make about the 
relationship between expenditures and the acquisition o f  abilities.

But this is not the end o f  things. From  a socialist perspective, 
both the enhancement o f  individual capabilities and the op­
portunities afforded by the ‘possession’ o f  productive capital 
(socialized or private) impinge not only upon matters o f  
efficiency but also upon positive liberty. Are not better educated 
and endow ed individuals capable o f  a wider range o f  choices 
(both as producers and consumers) and are they not, as a 
consequence, in some sense m ore free than they otherwise 
would be? If this is granted, then, w hen seeking to expend 
resources on the acquisition o f  abilities and in allocating capital 
to people, we may properly be challenged to justify our practices 
on grounds o f  bo th  efficiency and liberty. And, unless we are 
very lucky, these objectives may collide with each other.

Thinking o f  liberty in this way is not, however, un- 
controversial. The prevailing liberal orthodoxy would tell us 
not to, and, by so doing, conveniently manage to avoid a 
possible collision. People, it is averred, are free to the degree 
that their potential actions (whether or not they have the 
wherewithal to realize them) are not intentionally and foreseeably 
impeded by others. This essentially negative concept o f  freedom 
should, furthermore, be equally available to all and at a 
m axim um  volum e compatible w ith  this equality (Rawls, 1972). 
If  one endorses this principle, then in practice it amounts to little 
more than an acceptance that all should be equally placed before 
minimally restrictive laws. There is, as far as I can see, no reason 
for a socialist to reject this conclusion about negative freedoms 
unless it runs counter to other objectives.

The exclusive  concentration upon the specifically negative 
aspects o f  the concept is, none the less, unacceptable. Are we to



regard the fabulously wealthy and well-educated individual 
w ho is identically placed before liberal laws alongside an 
impoverished illiterate as equally free? Surely there is a manifest 
perversity in so doing? As discussed in Chapter 3, freedom 
should be defined so as to embrace not only the absence o f 
coercion by others but also the possession o f  those resources 
which afford the grounds upon which effective agency and 
choice are based. Freedom has a negative and a positive face.

But should the possession o f  all resources enter into the 
definition o f  a positive conception o f  liberty? Some, dissatisfied 
with the complete exclusion o f  a positive face, have spoken o f  
‘basic resources’ which, they argue, are necessary to capability 
or effective agency. O nly  these, it is urged, should enter into a 
definition o f  liberty, not the wider set o f  resources. But how  are 
we to arrive at such a conception— at the appropriate definition 
or specification o f  ‘basic resources’? I can see no possibility o f  
doing so; surely any such conception w ould always be arbitrary.

Inevitably, it seems, we have to go one way or the other; 
either we follow the liberal o rthodoxy and retreat into a sole 
reliance upon negative freedom, or we accept the full implications 
o f  endorsing the view that all resources, in one way or another, 
provide grounds for effective agency and thus may properly be 
said to impinge upon an individual’s positive freedoms. There is 
no half-way house. If the effective use o f  resources carries 
undesirable consequences (people are free to do rotten things for 
instance), then presumably attention to the negative face should 
handle these eventualities.

Clearly the central problem  we face is that the distribution o f  
resources (i.e. alienable ones like capital and income, and 
inalienable ones like ability, skill, etc.4) carries implications for 
both efficiency and positive freedoms. Can we find a way o f  
efficiently bringing forth people’s abilities (Pi and P2) whilst at 
the same time satisfying any equality constraints we m ight wish 
to impose upon the ways in which positive freedoms are shared?

Issues o f  efficiency are not terribly controversial. U nder fairly 
reasonable suppositions about how  expenditures transmute into

8 4  4- A n  Equitarian M a rk e t  Socialism

4 W e m a y  c o n s t ru e  acqu i red  abilities  as inalienable o nce  acquired .
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acquired abilities, one w ould, in seeking to prom ote productive 
efficiency, spend m ore upon the able.5 Furthermore, allocative 
efficiency w ould  dictate that alienable factors o f  production 
should also be disproportionately placed at the disposal o f  the 
more productive (i.e. able).6 The conclusion on both counts is 
thoroughly inegalitarian in favour o f  the m ore gifted. One 
w ould expect that, given distributions o f  ability (innate plus 
acquired) and alienable factors, then efficiency would be m axim ­
ized in production and everyone w ould be as well o ff  in con­
sumption as they could be if  P i  held sway.

If efficiency were to be our only objective, life would be 
comparatively simple. Presumably we would be searching for 
the best institutional set-up which would procure these efficiency 
characteristics. O f  course, incentives aside, P2 could also be 
satisfied by redistributing income in consumption in order to 
satisfy identifiable needs. Traditional socialist theory has sought 
to prom ote these objectives through the planned allocation 
o f  resources underpinned by welfare provisions. It is at least 
open to doubt whether such arrangements do in fact achieve

5 L earn ing  th e o r y  w o u ld  lead o n e  to  p o s tu la te  logist ic  ind iv idua l  learning  
curves re la t ing  abil i ty  to resou rces  ex p e n d e d .  I f  w e  a s su m e  tha t  ra tional 
calculations c o n c c rn in g  the  de l iv e ry  o f  abil i ty  c o v e r  the  concave  range  o f  such 
curves (i.e. p o s i t ive  b u t  dec l in ing  m a rg in a l  acqu ired  ability  per  unit  o f  
ex p end i tu re ) ,  and that  th o se  o f  g rea te r  n a tu ra l  abil i ty  h ave  s teeper  learning  
curves, then  the  co n c lu s io n  in th e  tex t  fo l low s.

F u r th e rm o re ,  i f  th e  p ro d u c t iv i ty  o f  the e c o n o m y  d ep en d s  n o t  on ly  u p o n  the 
total su p p ly  o f  abil i ty  b u t  d isp ro p o r t io n a te ly  u p o n  the  m ix  o f  h ig h e r  abilities, 
then  the  uneq u a l  e x p e n d i tu r e  im p l ica t io n s  w o u ld  be fu r th e r  s u p p o r te d .  I f  all 
ind iv iduals  had  iden t ica l ly  sh a p ed  lea rn ing  cu rves  (d iffer ing  o n ly  in the 
in tercep ts  u p o n  the  abil i ty  axis), then  equal  e x p e n d i tu r e  w o u ld  m a x im iz e  the 
su p p ly  o f  abil i ty  b u t  n o t  equal ize  abilit ies, o f  course.  It w o u ld  be helpful  i f  w e  
could  m a k e  this a s su m p t io n ,  b u t  the re  are no  g o o d  reasons to d o  so.  W h a t  is 
m o re ,  the  m ix -o f -ab i l i t ie s  a r g u m e n t  m i g h t  still ho ld .

T h e  a s s u m p t io n  th a t  e x p e n d i tu r e s  m ig h t  b r in g  us in to  the  concave  reg ions  o f  
the learn ing  c u rv e  m ig h t  cause s o m e  readers  co n ce rn .  I f  the curves  are increas­
ing linear, then  m a x im iz in g  to tal  su p p ly  o f  ability p e r  un i t  o f  re sou rce  w o u ld  
a l low ex p e n d i tu re s  to  be  app l ied  in an y  w a y  f ro m  egali tar ian to all' o n  one.  If  
the curves  are c o n v e x ,  then  e x t r e m e  inegali tar ian  conc lus ions  fo llow .

6 T h is  s t a te m e n t  needs  careful in te rp re ta t io n .  It m a y  be read  as the usual 
a l locative pr inc ip le  c o n c e rn in g  m a rg in a l  p roduc t iv i t ie s  and incom es  (P i) .  
H o w e v e r ,  n o th in g  fo l lo w s  a b o u t  the  i n c o m e  genera ted  until  a s su m p t io n s  
a b o u t  incen t ives  are m ade .  I f  the re  w e re  n o  incen t ive  p ro b le m ,  then  o f  course  
the factors de term in ing  m axim al  efficiency in product ion  and those determining 
the d is t r ib u t io n  o f  c o n s u m p t io n  c ou ld  be  fixed in d e p e n d e n t ly .



efficiency, but this is not the point at issue here. For all o f  this 
w ould be to ignore w hat I have suggested is the socialist ideal 
of, where possible, satisfying needs by equalizing positive 
freedoms in production rather than in consumption.

So, let us now  assume the objective is to equalize such 
freedoms. Here we are unfortunately on much less secure 
ground, as there is little or no social scientific understanding o f  
how  ‘abilities’ and the ‘possession o f  alienable assets’ translate 
into such freedoms (i.e. into ranges o f  effective choice or agency 
within the fram ew ork o f  equally available negative freedoms). 
Under, however, what seem to be fairly reasonable suppositions 
(though I admit not entirely uncontroversial ones), it does 
appear that conclusions are m uch m ore in favour o f  the needy 
(i.e. less able). T o  w it— that the degree to which (i) educational 
expenditures are designed to reduce assumed unequal innate 
abilities by disproportionate expenditures on the less able, and 
(2) alienable productive assets are equally distributed, then 
positive freedoms are equalized in production. And also (in 

extremis) conveniently m axim ized.7
This rather technical sounding conclusion is merely saying 

that, under the reasonable assumptions outlined in note 7, if 
we wished, at any instant, to equalize and maximize positive 
freedom solely in the relations o f  production, then this would be 
accomplished to the degree that differences in innate abilities are 
ironed out by helping the less able and b.y giving everybody an

7 A s s u m e  tha t  all in d iv idua ls  h a v e  identical  f r e e d o m  fu nc t ions  in ability: that  
is to say, o th e r  th ings  equal ,  p e o p le  o f  the  sa m e  abil i ty  are equal ly  posi t ive ly  
free. So posi t ive  f r e e d o m  fu n c t io n s  in abil i ty  are  ‘o b je c t iv e ’. Posi t ive  f ree d o m  is 
thus n o t  to be e q u a ted  w i th  the  va lue  o f  u t i l i ty  o r  f r e e d o m  (cf. Raw ls ,  1971). 
T h is  a s su m p t io n  m a y  be  cou n te r fa c tu a l  in respec t  o f  s o m e  ind iv idua ls  at h ig h e r  
ranges o f  abili ty . T h is  issue aside, i f  the  fu n c t io n  is concave  on  to ability,  then  
the conc lus ion  in the tex t  fo l low s .  I f  it is inc reas ing  linear, th en  o n e  w a y  o f  
m a x im iz in g  pos i t ive  f r e e d o m s  is to  equalize  ability. A co n v e x  fun c t io n  w o u ld  
suggest  lav ish ing  ex p e n d i tu re s  on  o n e  r a n d o m ly  chosen  individual .

S imilar  rea so n in g  m a y  be  app l ied  to  the  re la t ionsh ip  b e tw e e n  posit ive  
f ree d o m  and  al ienable  resou rces  in p ro d u c t io n  an d  in c o m e  in c o n s u m p t io n .  
D e p e n d in g  o n  a s s u m p t io n s  a b o u t  the  elasticity  o f  su b s t i tu t io n  b e tw e e n  
alienable and h u m a n  capital , it m a y  be poss ib le  to co m p e n s a te  those  w i th  a 
l im ited  capac i ty  to  acqu ire  abilities  w i th  al ienable  resources .  T h e  posit ive  
p o w e r  fun c t io n  in alienable assets m a y  p e rh ap s  be  linear  (cf. Rawls:  ‘the  w o r t h  
o f  l iber ty  is p r o p o r t io n a l  to  the ir  capac ity  to  advance  their  ends . . . ’).
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equal access to the other factors o f  production. N obody  o f  
course believes that this is at all practicable when taken to 
extremes, but it does seem that the venerable socialist adage 
about equalizing access to the means o f  production is entirely 
consistent w ith the objective o f  equalizing positive freedoms in 
production.

Expenditures and distributions o f  the sort described get in the 
way o f  efficiency; however, w hat is more, in reducing the total 
available income, they w ould  not maximize positive freedoms 
(i.e. choices) in consum ption either. But o f  course, in the 
context o f  perfectly certain and competitive markets and 
identical preferences, they w ould  equalize incomes which, in 
turn, w ould equalize positive freedoms in consumption; but 
only if  all needs had been addressed at the point o f  production.

Furthermore, by reducing the total income, this would 
reduce the funds available for reinvestment and grow th  and thus 
ultimately the positive freedoms in production also. This would 
come about for three reasons: first, because o f  the suboptimal 
pattern o f  expenditures upon the acquisition o f  abilities; second, 
because o f  the suboptimal allocation o f  capital (assuming all 
cannot in the final analysis be brought to the same level o f  
ability), and, third, because o f  the disincentive effects implied 
by the redistribution necessary to maintain the equality o f  
positive freedoms in production.

It is still not evident, however, w hether the strong egalitarian 
implications should apply at one point in time (e.g. on entering 
the labour market) or over a lifetime. O n  pragmatic grounds we 
must, I think, endorse the former procedure, underpinned by 
welfare provision for those w ho fall by the wayside for one 
reason or another. Apart from anything else, guaranteeing 
lifetime equality smacks o f  excessive bureaucratic intervention, 
something we are trying to avoid. So I am suggesting that 
socialist policies should be directed towards a radical perspective 
upon equality o f  opportunity— a perspective ethically grounded 
in terms o f  positive freedom.

O ne w ould not expect perfect initial equalization— even if  
one could compensate those o f  less ability with more capital. 
N or would one expect to eradicate all market uncertainties. This



being the case, income differentials will emerge and intra­
generational accumulations o f  wealth also (if permitted). These 
would be very modest though— certainly compared with what 
we are currently used to.

If, in pursuit o f  greater initial equality, current income is 
taxed away or alienable factors o f  production are heavily 
redistributed through inheritance taxes and so on, then there 
may be a significant impact upon savings and w ork incentives. 
M arx was o f  course fully aware o f  this problem and proposed 
that P2 could only become the operative principle: . . after 
labour has become not only a means o f  life but life’s prime want; 
after the productive forces have also increased with the all 
round development o f  the individual, and the springs o f  co­
operative wealth flow m ore abundantly— only then can the 
narrow horizons o f  bourgeois right [i.e. P i]  be crossed in its 
entirety . . . ’

Here M arx is clearly writing about changed hum an values, 
or, as he puts it ‘the all round development o f  the individual’, 
and, o f  course, greater abundance also. Taking a radical 
approach to the equalization o f  positive freedoms is clearly 
easier to the degree that individuals are prepared to accept the 
sacrifices implied by the needs principle.

It has unfortunately become com m on practice to consider the 
incentives issue as fixed by the parameters o f ‘hum an nature’— a 
nature which is in most significant respects egoistic. All the 
social science evidence tells against such a simple view, 
however. People, perhaps increasingly, when they feel secure, 
are capable o f  altruism and can become com m itted to wider 
social groupings— the family, the community, and even beyond.

A contemporary socialism must be about our understanding 
o f  changing and changeable hum an values. It must also be about 
the quest for those institutions which, whilst not perhaps 
relying upon altruism, nevertheless make space for it. Clearly 
the objective m ust be to encourage those values which permit 
the progressive introduction o f  the needs principle. To  the 
degree that values license motives which do not get in the way 
o f  efficicncy alongside redistributive and fiscal policies which 
help the needy, then we have achieved a socialist ethic. To the
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degree that a socialist ethic pervades the people, then one can 
that m uch m ore easily pursue the objectives o f  a normative 
model o f  socialism.

So, w hat are the principles which should animate a socialist 
society? As I argued earlier, it w ould be foolish to seek a set o f  
binding principles. But I have urged that the essence o f  the 
socialist vision rests upon the satisfaction o f  hum an needs 
through the equalization o f  positive freedoms (within the 
fram ework o f  equally and maximally available, compatible 
negative freedoms) in the relations o f  productions. Such an 
objective will normally have an adverse effect upon total income 
(i.e. total positive freedoms in consumption); as a consequence 
it can only be progressively pursued as values are eased into an 
acceptance o f  the implied redistribution effects and as society 
gains in wealth. In so far as needs cannot be addressed in this 
manner (health, etc.), then equalization o f  positive freedoms in 
consumption will prove appropriate.

But which institutions will best secure our basic objectives o f  
progressively equalizing positive freedoms in production?

P O S I T I V E  F R E E D O M S  A N D  C L A U S E  4

H ow  are we to achieve a socio-economic system which begins 
to em body the rather abstract characteristics outlined above? 
Given its historical significance to the labour movement, it is 
useful to start w ith  the celebrated Clause 4 o f  the constitution o f  
the Labour Party, for it captures in many people’s minds the 
essence o f  traditional socialist thought:

the party is to secure for the workers, by hand and by brain, the full 
fruits o f  their industry  and the m ost equitable distribution thereof that 
may be possible upon  the basis o f  the com m on  ownership o f  the means 
o f  production distribution and exchange and the best obtainable 
system o f  popular adm inistration and control o f  each industry or 
service.

But can this clause be read as following from  our earlier stated 
principles? The w ording o f  the clause affords pride o f  place to 
consideration o f  property  rights over matters o f  distributive
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justice. It is not the m ost equitable distribution which the 
Labour Party is exhorted to seek, but the most equitable 
distribution based upon the com m on ownership o f  the means o f  
production and exchange. W hy should this be so? Is it because 
com m on ownership is deemed to carry its ow n intrinsic w orth  
or is it because there is a supposed empirical relationship 
between equity and the disposition o f  property rights implied?

The com m on ownership o f  the means o f  production and 
exchange is by no means a transparent phrase and any answers 
which m ight be proffered to these fundamental queries will 
doubtless depend upon the interpretation it is afforded. The 
most com m on one, o f  course, is nationalization (or municip­
alization), where the full panoply o f  property rights implied by 
ownership is handed over to the state or municipality. Certainly, 
the Labour Left has almost invariably been seized by this view.

Intellectual support for a traditional reading o f  Clause 4 
arrives from  tw o  interrelated directions. First, there is a belief 
that, by taking the instruments o f  production into com m on 
ownership (for which read nationalization), their use can be 
planned in a way which m ore effectively satisfies initially P i and 
eventually P2. Second, there is hostility to the private ownership 
o f  the means o f  production— hostility deriving from a deeply 
entrenched rejection o f  the legitimacy o f  profits accruing to 
capital and thus the profit motive. The premiss from which this 
hostility flows is largely Marxian in inspiration, that is to say, 
the labour theory o f  value— a doctrine which, though widely 
rejected outside Marxian circles, still grips the Left and finds the 
value o f  commodities entirely attributable to the quantity o f  
labour required to produce them.

Armed with the labour theory o f  value, M arx and those who 
choose to follow him believe they arc able to demonstrate that 
the putatively voluntary market contract whereby capital hires 
labour is systematically exploitative and unjust. Furthermore, 
the capital-labour contract sets the two protagonists irreconcil­
ably against each other along class lines and institutionalizes a 
seismic diversity o f  interests.

Nationalization o f  the means o f  production, it is averred, will 
at least bring any profit into the publicly administered domain
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where it can be used for the benefit o f  all (e.g. to satisfy needs). 
So, nationalization apparently becomes necessary for both the 
efficiency and the justice o f  the socialist society. N o  wonder 
Clause 4 has caused all the com m otion  it has. But what are we 
to make o f  all this in the light o f  twentieth-century experience? 
Can we happily advocate nationalization, planning, and the 
destruction o f  markets in the belief that this will cultivate the 
sorts o f  equality in positive and negative freedoms advocated 
above?

Let us start w ith  the labour theory o f  value and inter-class 
exploitation. T he skein o f  the above arguments would be 
decisively severed if  the labour theory o f  value were to fail. John 
Roemer (1982), building on earlier authors, has, with his 
celebrated class-exploitation correspondence principle, formally 
demonstrated that there is only a direct relationship between a 
person’s class position (as w orker or non-worker) and his or her 
exploitation status (as net contributor or recipient o f  labour 
time) under entirely unrealistic assumptions. So, even if  we are 
inclined to endorse the labour theory o f  value, the picture it 
portrays o f  class divisions within society are hopelessly diffused 
and certainly not predictive o f  socio-economic change.

In addition to these rather technical considerations, many 
other factors (e.g. social mobility, pension schemes, share 
options, etc.) have combined to render the line between capital 
and labour profoundly unclear.

These considerations make it meaningless to postulate an 
unbridgeable gulf between capital and labour and to adumbrate 
theories o f  inter-class conflict, socio-economic change, and 
distributive justice articulated exclusively around this axis. This 
is not to say, o f  course, that there are not vested interests in 
maintaining and reducing the inequalities o f  power, wealth, and 
income; the problem  o f  distributive justice remains, but it must 
be addressed in a manner which betokens the individual’s 
involvement in both capital and labour and, indeed, as a 
consumer also.

From this perspective, it is not capital or profit which is ‘bad’ 
but its inequitable distribution and the way in which capital 
arrogates exclusive property rights unto itself. Indeed, it does



seem that the contem porary socialist should be ethically neutral 
between equal access to productive assets which are socially 
owned and those ow ned privately but equally distributed. The 
choice between one or the other is primarily a matter o f  
efficiency (allocative and productive), not a matter o f  distributive 
justice.

The fault w ith  Clause 4 resides in the fact that it attempts to 
solve both the problem  o f  distributive justice and that o f  
economic efficiency at the same time. These tw o objectives 
should be addressed separately— the case for nationalization 
resting upon whether or not it can be proven to be more 
efficient or, in the case o f  technical monopolies, m ore easily 
regulated.

9 2  4 - A n  Equitarian M a rk e t  Socialism

A n e w  f r a m e w o r k : a n  e q u i t a r i a n  M A R K E T  S O C I A L I S M

A new framework which would put a rather altered construction 
upon Clause 4 consonant w ith  our deliberations about positive 
freedoms could establish those on the Left as the champions o f  
individual liberty and as the enemies o f  bureaucratic tyranny 
and sloth. The fram ew ork would run som ewhat as follows:

1. that ‘com m on ow nersh ip’ be taken to imply the most 
feasible approxim ation (given current values etc.) to an 
equal distribution o f  positive freedoms in the relations o f  
production;

2. to the degree that an ‘equitable distribution’ is not 
addressed by (1), it be procured by some equalizing o f  
positive freedoms in consum ption (welfare provision); and

3. that ‘popular administration’ be taken to imply democratic 
procedures which take cognisance o f  individuals’ interests 
as providers o r labour and capital (and as consumers also, 
if efficiency dictates socialized assets of, say, technical 
monopolies).

Let us now  sketch in a little more detail what this construction 
o f  Clause 4 m ight imply.

First, full recognition m ust be given to the observation that
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each individual potentially possesses interests in each o f  three 
fundamental socio-economic roles— as provider o f  labour (i.e. 
ability), as provider o f  capital, and as consumer. Structuring 
socio-economic institutions exclusively around the interests 
inherent in any one role-type is unacceptable.

A not unjustified criticism o f  the conventional interpretation 
of Clause 4 has been that ‘socialism’ is concerned to assert the 
rights o f  individuals as providers o f  labour, particularly at the 
expense o f  their rights as consumers. M oreover, their rights in 
terms o f  access to productive capital were usually assumed to 
follow from the introduction o f  nationalized assets.

It was perhaps not unnatural that such a view should have 
come to prevail in a period w hen there was a sharp divide in 
society between those w ho ow ned capital and those w ho hired 
their labour (i.e. a class divide in Marxian terms). The 
accumulated pow er o f  capital and its concentration in a few 
hands positively invited this response. And solutions to the 
problems o f  distributive justice were inevitably bound up with 
assertions about the rights and entitlements o f  labour. It is o f  
course open to debate whether ‘nationalization’ does on balance 
benefit labour; be this as it may, the market socialist seeks to 
balance the claims o f  the provider o f  labour, the provider o f  
capital, and the consumer, broadly speaking, through the 
agency o f  competitive markets. But these should be markets 
where equality o f  positive freedoms in all three capacities is 
progressively addressed.

So, second, economic transactions should, in recognition o f  
their indisputable efficiency characteristics, normally follow the 
dictates o f  competitive markets. The state should encourage 
competition and discourage monopolies o f  whatever sort. The 
socialist is opposed to monopolies for they, in effect, reduce 
both negative and positive freedoms. To the degree that factors 
o f production are equalized, competitive conditions encouraged, 
and uncertainties reduced through indicative planning (see 
Chapter 5), then incomes will also be equalized. If the 
movement o f  resources from low-earning to high-earning 
activities is costly, then the state may also subsidize such 
movements.



Third, as a provider o f  labour, equality o f  positive freedoms 
should be encouraged by:

1. appropriately directed expenditures upon education training 
and so on;

2. participation at w ork  on the basis o f  one person one vote 
(i.e. various forms o f  producer democracy, see below);

3. the state supporting jo b  creation and providing the 
environm ent for new  ventures where market forces prove 
too sluggish; and

4. a reduction in property rights o f  capital consonant with 
concessions to producer democracy (also see below).

Fourth, policies should be fashioned to maintain as far as 
feasible equality in the initial endow m ents o f  ‘equity capital’ 
(which would, though, carry reduced property rights consonant 
with producer democracy).

Each individual w ould  bring to the relations o f  production 
approximately equal endow ments. This should not be read to 
imply, o f  course, that they w ould necessarily w ork  the capital 
themselves but rather that investments would be made with the 
perspective o f  an appropriate income stream. Various invest­
ment trusts (controlled democratically) designed to spread risk 
would become necessary and it w ould be the responsibility o f 
the state to prom ote and regulate these.

The introduction o f  equal positive freedoms will no doubt 
prove progressively m ore difficult to achieve as the implied 
inheritance tax begins to bite and, given current values, the 
disincentive to save and create new capital, particularly in later 
life, would be strong. Taxation on consumption may have some 
effects in offsetting this tendency and the introduction o f  a 
capital receipts tax rather than a conventional inheritance tax 
will help spread wealth voluntarily (see Chapter 8). Indeed, the 
state should do everything in its pow er progressively to w ork 
towards an equalization o f  initial capital endowments; there 
may even be a case for donating some capital stock to all at the 
age o f  majority in the form  o f  unit trusts o f  limited redeemability 
(again, see the discussion in Chapter 8). With a more capital 
intensive future, then income from  capital initially provided by
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the state to individuals may well appear as natural as unem ploy­
ment benefit does now.

For well-established technical reasons (see Chapter 7), relying 
upon a co-operative economy, where members both ow n and 
manage their enterprises (such as the M ondragon co-operatives 
in Spain) is not likely. The concentration o f  risk and implied 
suboptimal level o f  risk-taking is too high; and the inflexibilities o f 
tying capital and labour together in this manner is ultimately 
inefficient. M oreover, labour-managed enterprises may under 
certain assumptions about their objectives ‘under-employ’ at least 
in the short run. Labour co-operatives may be most appropriate in 
the labour-intensive low-risk sectors and should be actively 
encouraged, where appropriate, with the hope that they might 
reap the benefits o f  motivational and organizational efficiencies.

Capital intensive and risky sectors are another matter. Here 
various forms o f  labour—capital partnership should allow for 
variable divisions between capital and labour o f  control, o f  risk- 
taking, and o f  share in revenues.

Indeed, we may envisage a range o f  enterprise types running 
from, at one pole, the pure labour co-operative, through debt- 
type co-operatives, through equity-type co-operatives, to various 
forms o f  labour—capital partnership. N ote that the selection o f  
the most appropriate type (given capital requirements, dis­
position o f  risks, etc.) is purely a matter o f  efficiency, not o f  
justice, as the ju s t  access to capital and hum an capital will have 
been addressed elsewhere.

As Estrin observes (Chapter 7), w ith  an increased emphasis 
upon markets, as opposed to plan, then the particular form 
enterprises adopt takes on an added importance. In my view, 
given the disposition o f  capital implied by attempts to equalize 
positive freedoms in production, the stigma attached within 
traditional socialist theory to both the control by and returns to 
capital loses m uch o f  its sting.

A more relaxed approach can be taken to finding some 
suitable way o f  com bining the interests o f  capital and labour 
within and w ithout the enterprise. Putting the problem more 
generally, we are searching for arrangements which have the 
following characteristics:



1. The incentives should be such that labour and capital, 
where possible, find com m on interests in conducting the affairs 
o f  the enterprise, in particular, in sharing risk (see Estrin, 
Chapter 7) and fixing the levels o f  labour and capital employed. 
The assumption here is that such arrangements will enhance the 
motives o f  all to w ork  together m ore effectively (i.e. enhance 
productive efficiency).

2. The incentives internal to the enterprise should be such as 
to attract labour in order to maintain full em ploym ent and 
permit the expansion o f  the economy without undue inflationary 
pressures.

Recently, M artin Weitzman (1984) has actively prom oted the 
idea o f  a share econom y where labour and capital negotiate a 
share in net revenues rather than either a fixed wage rate 
(capitalist enterprises) or a fixed return to capital (debt-type co­
operatives). Share arrangements, superficially, have the appear­
ance o f  labour—capital partnerships; so would they prove 
attractive to the equitarian market socialist? I think not, but it is 
w orth  noting why.

The appealing feature o f  a share arrangement is that, since 
there is no fixed wage rate, an incentive always exists for capital 
(or managers acting as agents for capital) to take on new 
employees as long as the revenues generated for the enterprise 
are positive. By contrast, o f  course, the capitalist enterprise will 
only take on employees if  the net revenues are greater than the 
negotiated wage rate, and the co-operative only if  they are 
going to boost the average income o f  the existing members. 
This means that the share enterprise is by comparison labour- 
hungry. Even with a fixed component in the negotiated 
remuneration o f  labour, as long as this falls below what the 
negotiated wage rate w ould  be, then share enterprises will still 
soak up additional employees.

Furthermore, i f  the revenues o f  the share enterprise drop 
(shall we say because o f  a fall in demand and thus in the price o f 
the product) then, unless the marginal net revenue o f  an 
employee becomes negative, the share enterprise will still wish 
to maintain its level o f  em ploym ent, albeit at a reduced rate o f
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remuneration. If  there were other boom ing sectors in the 
market economy, then employees w ould  be attracted to these; 
and this is o f  course desirable from  the point o f  view o f  
allocative efficiency. But, even in a general recession, share 
enterprises will maintain high levels o f  em ploym ent at reduced 
levels o f  remuneration. The share enterprise, in effect, shifts the 
risk o f  unem ploym ent for labour to a risk o f  a reduction in its 
income.

However, established employees within a share enterprise 
will always eventually face a situation where, i f  the enterprise 
takes on new  employees, the average income will fall (i.e. when 
the net contribution o f  a new employee is less than the average 
income o f  the existing employees). Then it is not in the interest 
of the established employees to welcome new ones, unless a 
reduced share contract is negotiated for them, introducing 
differentials in remuneration. This argument entirely parallels 
the one in connection with labour co-operatives found in 
Chapter 7. Thus, although there is an incentive for capital to 
take on new  employees, who, in turn, wish to jo in  the 
enterprise, the established employees have no such incentive. 
Indeed, unless the em ploym ent decision is in the hands o f  
capital, then the desirable em ploym ent characteristics o f  the 
share enterprise are unlikely to materialize— certainly in the face 
of well-established norm s about equal pay for equal work.

Clearly, W eitzm an’s much-applauded ‘em ploym ent effect’ 
will, as he fully recognizes, only become apparent in an 
enterprise securely in the hands o f  capital— something which is 
not consistent w ith the ethos o f  market socialism nor, in 
practice, likely to secure the enhanced productivity characteristics 
attributable to a com m unity  o f  interests.

Similiar reasoning applies to the capital-investment decision 
also. In this case, w ith  a fixed-share ratio in the net revenues, 
labour will always be keen to take on new capital as long as its 
productivity is positive. Again, w ith eventual declining produc­
tivity o f  capital, unless capital can strike a flexible share-ratio 
contract w ith labour, there will be a disincentive for capital to 
invest in the share enterprise. Arrangements which allow 
flexibility so that labour and capital share the costs o f  new



investment in the same ratio as their yields are a possibility; but 
this once again introduces conflict o f  interests into the very heart 
o f  the enterprise.

O ur conclusions must inevitably be that share enterprises are 
not what we are searching for. In general, they do not generate a 
com m unity o f  interests between capital and labour. To put it 
succinctly: labour wants m ore capital and less labour, capital 
wants m ore labour and less capital, and there is a conflict o f  
interests between the established employees and those wishing 
to jo in  the enterprise.

Meade (1986), in recognition o f these problems, has developed 
the idea o f  discriminating labour—capital partnerships. This is 
not the place to explore his conception in detail, but such partner­
ships do appear to achieve the characteristics mentioned above.

A labour—capital partnership is essentially a form o f  enterprise 
which spreads the risk o f  variations in income between both the 
providers o f  capital and the providers o f  labour. Both possess 
share certificates which entitle the holder to a dividend in net 
income. Capital shares are tradable on the market though labour 
shares are not. The ultimate control o f  the enterprise is in the 
hands o f  the board o f  directors elected in equal numbers by 
labour and capital. N e w  shareholders— capital or labour— enter 
the enterprise with an entitlement to a share in net income 
which appropriately discriminates in favour o f  the existing 
shareholders. This arrangement effectively overcomes many o f  
the problems encountered in the Weitzman-type share enterprise. 
The existing capital and labour shareholders have an incentive to 
invite new shareholders (of either type) as long as their net 
contribution is positive. The labour—capital partnership is both 
capital- and labour-hungry.

Many variations on this basic theme are possible. For 
instance, both  capital and labour may seek to strike a contract 
which only makes a proportion o f  their income variable and 
open to risk. There is thus within the framework o f  labour- 
capital partnerships a range o f  opportunities to share risks in a 
variety o f  ways whilst building convergent incentives. It is for 
this reason that the equitarian market socialist should be 
exploring the range o f  possibilities.
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In a society where the positive freedoms in the relations o f  
production are step by step made more equal, income differentials 
will decline. The introduction o f  various forms o f  labour- 
capital partnerships is also likely to reduce the spread o f  intra- 
organizational income (e.g. the M ondragon co-operatives). 
Greater ‘equality’ in consum ption is thus already guaranteed. In 
so far as special needs and public goods have to be financed, then 
income tax (from labour and capital) will prove necessary. 
Income tax may not have to be very progressive; indeed, in the 
context o f  m uch greater equality, a non-distorting lum p-sum  
tax may be seen as appropriate. The consumer will be protected, 
however, by the stimulation o f  competitive markets, but if  
certain technical monopolies are b rought into a public sector 
then consumer representation on their boards will prove 
appropriate.

So, in an equitarian market socialist society, ‘com m on 
ownership’ comes to mean equally distributed initial endowments 
o f equity carrying weakened property rights commensurate 
with increased rights going to labour, and ‘popular administration’ 
becomes equated w ith  labour-capital partnership. Clause 4 
takes on a new appearance, an appearance which in m y view is 
far more likely to com m end itself to an increasingly educated 
electorate than some tired old recipe about nationalization.
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Planning in a Market 
Socialist Economy

Saul Estrin and D a v id  Winter

T h e  mechanisms o f  exchange in an econom y are the means o f  
transmitting inform ation about current and future needs. This 
function is at least as im portant as the m ore familiar task o f  
transferring goods and services from  producers to other 
producers or to final consumers. A third element concerns the 
incentives which encourage economic agents to respond to the 
information they receive.

An ‘efficient’ exchange mechanism should perform these 
functions w ith ou t waste. As we shall see, the concept o f  
efficiency in this context has m any aspects. Efficiency is not the 
only criterion, however. It is also im portant that an exchange 
mechanism generates outcomes which are consistent w ith the 
aims and objectives o f  society, or at least closer to consistency 
than any alternative mechanism.

There are num erous ways o f  organizing exchange, and no 
actual economic system w ould  rely on only one. We distinguish 
some o f  these different mechanisms, emphasizing the importance 
o f  market as opposed to non-m arket forms o f  exchange. In this 
framework, planning becomes one possible form  o f  non-m arket 
exchange. The key questions over the choice o f  exchange 
mechanisms concern the ways in which these different forms are 
mixed together, their relative importance, and the relationships 
that exist between them.
W e w o u ld  like to  th an k  M ichae l  E l lm an ,  Louis  P u t te rm a n ,  and  Pe te r  Wiles for 
helpful  c o m m e n ts .  N eed le s s  to say, the  v iew s  an d  r e m a in in g  e r ro rs  expressed  
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In every economy, one kind o f  exchange mechanism comes 
to be regarded as the principal means o f  allocating resources. 
This process will depend on historical circumstances just as 
much as on economic considerations. O ther kinds o f  exchange 
mechanism will operate in areas where the principal method 
breaks dow n or performs badly.

It is conventional to associate markets w ith capitalism and 
planning with socialism. We believe that this is fundamentally 
misleading. Both capitalism and socialism use market and non­
market methods o f  exchange. Both  large corporations and the 
state use planning techniques in capitalist economies, and 
markets provide a back-up system in centrally planned economies. 
We will argue that, in a complex industrial society that wishes 
to adopt the goal o f  socialism, markets should be the principal 
form o f  exchange mechanism. In conjunction with other 
institutions, they can provide both  the information and the 
incentives for an economy to allocate its resources in desirable 
ways.

However, they will not always perform well and much o f  
what we have to say concerns identifying those occasions when 
we think markets will w ork  badly. It does not follow that 
planning will necessarily be superior. There are other ways o f  
producing desirable outcomes which are preferable to planning. 
The construction o f  an indicative plan may also yield benefits by 
reducing the am ount o f  uncertainty facing economic agents. 
The experience o f  planning in France will be relevant here. A 
variety o f  governm ent interventions will be needed, including 
in certain circumstances ‘strategic planning’. By this we mean 
systematic intervention by the state to achieve particular targets 
in one or a small num ber o f  sectors o f  the economy, without 
regard to the consequences for the allocation o f  resources as a 
whole. The Japanese offer the best-know n example o f  such an 
exercise. They provide, however, a method o f  implementing 
economic policy rather than making the choice o f  a different 
principal allocation mechanism for a socialist economy.

After defining essential terms in the next section, we turn our 
attention to assessing the performance o f  markets in the light o f  
the aspirations which we assume market socialists will wish to



adopt. In the following section we consider planning under 
market socialism, identifying areas where markets m ight be 
expected to perform  badly. We then turn our attention to the 
theory o f  econom y-w ide central planning, complemented by a 
discussion o f  the experience in Eastern Europe. O u r conclusions 
are given in the closing section.

102  5 - Planning in a M a rk e t  Socialis t Economy

D E F I N I T I O N S  A N D  D I S T I N C T I O N S

Before proceeding w ith  the main argument, a num ber o f  key 
definitions and distinctions need to be drawn. The first 
distinction concerns the ownership o f  the capital used in the 
production process, and o f  the residual surplus or profit that 
ensues. If private individuals (capitalists) ow n the means o f  
production, this has undesirable consequences for the distribution 
o f  income and wealth within society, and for the hierarchical 
relations o f  pow er within the firm. Socialists o f  all persuasions 
have typically objected to these ownership arrangements on the 
grounds o f  fairness and equity and have proposed various forms 
o f  public ownership as an alternative.

In this chapter we will not consider the ownership issue. 
Markets, and for that matter planning, can be used in 
conjunction w ith  a num ber o f  different kinds o f  ownership 
institutions, both  private and collective. The discussion which 
follows is concerned w ith  the way that transactions are made, 
rather than the rights to the stream o f  profits which may result 
from them. Because traditional socialists associate markets with 
capitalism, they assume that market socialism m ust suffer from 
many o f  the evils that afflict capitalism. This argument confuses 
means and ends. Markets are an exchange mechanism. They are 
a means by which certain economic activities are carried out. 
They are not an end in themselves. If  the operation o f  markets is 
not inconsistent w ith  a society which combines freedom, 
efficiency, and fairness, there can be no objection to the use o f  
markets.

The second clarification we would like to make concerns the 
kind o f  activity we wish to denote as ‘planning’. Planning from
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our point o f  view does not concern the activities o f  agents or 
firms in the economy; it only applies at the level o f  the economy 
as a whole. It consists o f  an effort to provide a comprehensive 
and internally consistent account o f  the development o f  the 
economy, attem pting to cover all demand and supplies in the 
economy and their relationship to each other.

A popular use o f  the term  planning describes all purposeful 
economic activity. Y ou or I plan our careers, our expenditures, 
our savings, and our next holiday, etc. Any organization, large 
or small, is liable to plan its actions. This is not what we mean 
by economic planning, and it is not what most socialist writers 
have meant by planning either. For an individual or an 
organization to w ork  out their activities systematically is very 
different from  allocating resources across the whole economy 
according to a comprehensive plan. M ore importantly, the 
decision about whether or not to plan for an individual or an 
organization is essentially a voluntary one, and not really the 
subject o f  public policy. Planning one’s activities will be a useful 
task in certain conditions and not in others, and the people 
involved are usually the best judges in such circumstances. 
Economy-wide planning, on the other hand, is pre-eminently a 
matter o f  public concern.

It is clear that a huge num ber o f  transactions (possibly the 
majority) take place within institutions— the household, the 
firm, or government. We refer to these transactions as non­
market provision— that is provision which does not go through 
the external mechanism o f  voluntary trade but is entirely 
determined within the organization. For example, a single 
woman hires a cleaner each week; this is market provision. She 
marries and does the cleaning herself instead; this is non-m arket 
provision.

There are other kinds o f  non-m arket provision that we should 
mention. Firms often sign long-term  contracts with their 
suppliers. The state frequently provides services such as 
education or health at zero prices. A lthough quite different, 
these methods o f  conducting transactions are clearly non­
market in character, in the sense that either prices or quantities 
(or both) are fixed for comparatively long periods o f  time.



The problem  o f  establishing the appropriate borders between 
one economic institution and another is highly complex. We 
assume that households should be formed voluntarily. The size 
o f  firms is o f  broader concern, however. Capitalist firms 
frequently find it in their interests to integrate vertically by 
buying their suppliers or expanding into retail markets. They 
also sometimes integrate horizontally, either to reduce com­
petition or to amalgamate and form conglomerates that operate 
in a num ber ô f  unrelated markets. Firms can secure their inputs 
by arranging long-term  contracts w ith suppliers, thus reducing 
uncertainties that result from  unexpected fluctuations in market 
prices. O n  the other hand, some deliberately pursue a policy o f  
buying at current prices or at best using short-term  contracts in 
supply in order to benefit from the flexibility that such an 
approach allows. If the technology o f  production entails 
economies o f  scale, large plants and firms may result.

Market structure, the degree o f  uncertainty, whether the 
transaction is long or short term, and the kind o f  technology 
involved all play a role in establishing both the appropriate size 
o f  firms and whether the relations between them are governed 
by market or non-m arket institutions. It w ould be very difficult 
to declare a priori that one kind o f  exchange institution was 
better suited in any particular circumstances to any other. The 
best solution to this problem  is to adopt a decentralized 
procedure and allow firms to settle these arrangements between 
themselves. This will be efficient in at least one way. The 
participants will have access to the relevant information, at 
comparatively low cost. Such decentralized decision-making 
also gives m ore freedom to agents.

A major reservation o f  m arket socialists to this laissez-faire  

approach arises from  the dangers o f  monopolistic abuse. 
Monopolists can use their market pow er to exploit both 
consumers and suppliers. They also tend to be inefficient. This 
problem is discussed in m ore detail below.

It is o f  interest to note in this context that one o f  the principal 
characteristics o f  m odern capitalist economies is the steady 
increase o f  non-m arket provision, particularly on the supply 
side. The recent spate o f  mergers in both the United Kingdom
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and the U nited  States indicates the attractions o f  both vertical 
and horizontal integration. These may be the consequence o f  the 
peculiarities o f  the tax and finance systems o f  those countries, 
however, rather than o f  well-informed judgem ents concerning 
the appropriate boundaries between market and non-m arket 
provision. The rise o f  non-m arket relations has also been 
encouraged by the state. For example, in Britain, the National 
Health Service and the public education system are both non­
market institutions.

We stress these distinctions at the outset because we believe 
that socialists have tended to lum p together non-m arket 
provision and economic planning. As a result, it is ‘socialist’ to 
support non-m arket provision even when the resulting relations 
are blatantly exploitative, and to support central planning even 
when it is hopelessly inefficient. M arket socialists, however, 
assert that m arket relations are superior to non-m arket relations 
in the large majority o f  potential trades. We shall discuss below 
the circumstances when they are not. Market socialism therefore 
entails the rolling-back o f  non-m arket provision to allow 
competitive forces to increase efficiency and choice and, at the 
same time, to root out monopolistic abuse.

It is im portant to stress that our vision also does not preclude 
a num ber o f  activities that have been associated traditionally 
with socialism. Here we w ould  include the collective provision 
of consumption goods that socialists have often recommended. 
If citizens wish to use the democratic processes that are available 
to them to provide for goods collectively, this does not imply 
that any particular sort o f  exchange mechanism should be 
adopted for transactions concerning those goods. A democratic 
process could determine that public transport, football matches, 
opera performances, or health care are provided at subsidized 
prices. This may have consequences for the tax structure which 
should not be ignored, but it is not ruled out by our preference 
for markets as the prevalent exchange mechanism.

A S S E S S I N G  T H E  P E R F O R M A N C E  O F  M A R K E T S

We begin this section by explaining w hy there is more to the 
option o f  leaving everything to the market than socialists have



traditionally thought. But we fundamentally disagree with the 
Libertarian Right, which refuses to see the systematic flaws in 
the market mechanism. These th row  into sharp relief the crucial 
need for state intervention in a m arket socialist economy. Such 
interventions are discussed piecemeal in this section, but we 
envisage them  being brought into the co-ordinating framework 
o f  an indicative plan, as discussed in the following section.

In the first place, the m arket can provide incentives for people 
to act in a way that is socially desirable, w ithout further central 
direction. Markets have a fairly ‘natural’ incentive system, 
arising from the fact that relative scarcities are reflected in prices, 
which also determine profits and costs. Assuming competitive­
ness, and that prices are a true reflection o f  scarcity, pursuit o f  
individual interest is therefore in harm ony with pursuit o f  the 
social interest. M oreover, markets are efficient in the use and 
transmission o f  information. For each product, decision-makers 
usually receive all the relevant information encapsulated in a 
single signal, the price. This moves up when the good is scarce 
and dow n when it is in abundant supply, w ithout individuals 
themselves having to exchange any specific signals about 
quantities. Thus suppose there are thousands o f  producers or 
potential producers and millions o f  potential consumers o f  a 
particular com m odity. Using a price system, each agent 
receives only one piece o f  information: the price. Using a 
quantity-based planning system, the num ber o f  messages that 
the planners w ould  need to transmit will be very large. If we 
assume that transmitting messages in this way is costly, it 
quickly becomes clear that central planning will be very 
expensive. Decentralized decision-making is much cheaper. 
Buying decisions are left to those w ith  the best information 
about what they w ant and production choices to large numbers 
o f  different suppliers, w ithout the need for the information to be 
gathered and processed through some central agency.

Another im portant characteristic o f  markets when they are 
w orking properly is their competitiveness. There is a link 
between market forces, prices, and the existence o f  a large 
num ber o f  traders. When there are few traders on one side o f  a 
market, they have significant pow er to exploit the numerous
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parties on the other side. In the case o f  monopoly producers— 
for example oil suppliers in the mid-1970s or the European 
airlines— this is done by raising the price. Where price behaviour is 
regulated, the problem  re-emerges in terms o f  lower quality o f  
service. O bvious examples o f  this are British Telecom and 
British Gas (in both  private and public guises) and other public 
utilities. In welfare services there is a tendency for queues and 
problems o f  low quality to develop.

Socialists have allowed themselves to become identified in the 
public mind with monopolistic supply o f  this sort. If there are a 
large num ber o f  potential sellers, so that buyers are not forced to 
deal with one particular firm, these problems cannot emerge. 
People can keep their options open about with w hom  they will 
ultimately trade. Market forces favour the survival o f  helpful 
suppliers and punish obstreperous ones. The reaction o f  citizens 
as consumers, East and West, to the liberating aspects o f  market 
relations suggests that this argument is an important one.

However, there are a num ber o f  occasions when market 
allocations break dow n  and when state intervention is required. 
First there are a few goods, for example railways or the water 
supply, for which the market can only support one or a few 
firms (‘natural’ monopolies). M ore com m on is the case when a 
small num ber o f  firms choose to suppress competitive outcomes 
by acting in concert— a cartel to raise prices, reduce quality, or 
restrict new entry. The problem o f  m onopoly has long been 
realized as a major drawback to developed capitalism. But there 
is also a lot that the governm ent can do about this problem. 
Natural monopolies must be regulated, perhaps via public 
ownership. If the monopolies are not natural, the enterprise 
should as far as possible be broken up into competing units. 
This is consistent with the objective o f  reducing non-market 
provision, and opening new sectors o f  the economy up to 
competitive forces. Similarly, multinational corporations 
should be subdivided into their constituent national parts, so 
that enterprise and national domestic objectives do not conflict. 
The overriding principle is that the government should re­
introduce market relations whenever non-m arket provision has 
emerged in pursuance o f  m onopoly  power.



In additional, the governm ent must be ready to stimulate the 
entry o f  new  competitors in monopolistic sectors, in the limit 
being prepared to set up productive capacity o f  their own, so 
that the threat o f  competition prevents firms from abusing their 
market position. The possibility that market shares, and profits, 
will be contested by new  entrants if  m onopoly  power is abused 
is a crucial element in competition policy.

The second major category o f  market failure is goods with 
spillover effects— when the benefits to those trading in particular 
markets are m ore than offset by adverse consequences to actors 
elsewhere in the system. As a general rule, markets tend to 
allocate too few resources to goods in which the spillover effects 
from traders to other parties are positive, like health care or 
education, and too m uch to products with negative external 
effects. The most obvious example o f  this is the use o f  
production processes which damage the environment.

A familiar example is pollution. A soap pow der manufacturer 
may ignore the effects on local fishermen o f  polluting the river 
upon which its factory is sited. O ne aspect o f  the problem here 
is that potential market relations between the two parties are 
absent. In principle, the manufacturer could be made to pay the 
fishermen for the right to pollute, or the fishermen bribe the 
industrialist not to pollute, but generally there is no market 
available upon which they could trade. A traditional solution 
would be a system o f  subsidy or taxes. O ne m ight also see the 
emergence o f  non-m arket provision: the tw o industries could be 
integrated into a single conglomerate organization in which 
allocative choices which could take pollution into account could 
be made at head office. The resolution o f  these problems could 
also be facilitated by the establishment o f  a consultative forum, 
such as an indicative planning process.

Thus, even for market socialists, the market cannot be the 
way to allocate goods w ith  large spillover effects. The state will 
have to play a large part too— with taxes and subsidies, by 
arranging a consultative framework via the indicative plan, by 
regulating particular markets to prevent damaging side-effects, 
and by the direct provision o f  certain goods and services which
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private individuals have inadequate incentive to produce— law 
and order, defence, and so forth.

There is, in addition, one particular market in which serious 
allocative problems tend to emerge, and in which market 
socialist governments will w ant to intervene: the capital market. 
Decisions about whether to invest in one activity or another, or 
to use one technique rather than other, are m uch harder than 
decisions about, say, ho w  m any apples to bring to market. 
Capital accumulation relies on complex judgem ents about likely 
demand and cost conditions for many years into the future. 
They are necessarily a balance o f  expertise, technical knowledge, 
and guesswork. There are three distinct problems in relying on 
markets to make decisions o f  these sort. In the first place, the 
market may fail to provide sufficient or correct information to 
the investor about the future. It will be remembered that prices 
are the main source o f  information in a market system. Because, 
for the m ost part, we cannot trade today for goods to be 
produced or consumed in the future (future markets for 
currency and a few commodities like wheat are an exception 
here), the price in the future o f  material inputs, labour, interest 
rates, and the goods produced are simply not know n when 
investors have to make their decisions. For example, in building 
a new pow er station which will not actually produce electricity 
for another fifteen years, costings and predicted profitability 
must be notional because the decision-makers just do not know  
how much, say, coal will cost, electricity workers will be paid, 
and the electricity board will charge fifteen years hence.

Because people tend to be rather cautious by nature, and 
because the uncertainties in investment can be so great, there 
will be a systematic tendency to underinvestment in a market 
system. Insufficiency o f  investment will slow the pace o f  
economic grow th, and restrict the im provem ent in living 
standards. M any consider underinvestment to be at the heart o f  
poor British economic performance. Moreover, decision-makers 
will not merely underinvest across the board, but will bias their 
accumulation towards projects where the uncertainties are 
fewest and the risks least. Playing safe is o f  course a characteristic



o f banking and commercial companies whose role it is to fund 
investment projects. Yet it is often the riskiest projects— the 
internal combustion engine, the telephone, the micro-chip—  
which propel the m otor o f  economic development. The market 
socialist state must therefore counteract these tendencies by 
intervening to provide firms with information about the 
economic environm ent through an indicative plan, and to foster 
both the general rate o f  accumulation and investment in 
relatively risky projects.

The capital m arket is also a place where the ‘anarchy o f  the 
m arket’ may be particularly costly. The market mechanism 
signals profitable opportunities through higher prices. But that 
signal is available for all to see, and, if  entry barriers are low and 
set-up costs relatively small, there may be a scramble to meet 
demand by new firms, using a variety o f  methods to produce an 
array o f  slightly different products. Some o f  these firms will 
prosper, but m ost will fail. That is not necessarily a problem i f  a 
range o f  consumer tastes is thereby satisfied and if  the waste 
involved in the initial over-stimulation o f  production is relatively 
small. But if the resources devoted to unnecessary investment 
are large, the econom y pays a significant price in terms o f  
duplication o f  effort for a small reward in terms o f  variety o f  the 
product. This suggests that there could be significant gains from 
the state using an indicative plan to co-ordinate investment in 
particular sectors or products.

Finally, it is obvious that the repercussions o f  investment 
decisions can be large for people far removed from the decision­
making process. For example, purely commercial considerations 
predominate in deciding whether to build a new television tube 
factory in Wales or the south-east, whether to employ workers 
or to rely mainly on robots, or whether simply to shift all 
production to South Korea, even though the lives o f  people in 
these areas will be seriously affected. Investment decisions today 
shape the structure o f  production tom orrow , determining what 
the economy will be able to produce, what skills will be needed, 
and where workers will be required to live. Market forces saw 
the transformation o f  the rural north o f  England into an 
industrial powerhouse, at enormous hum an cost. It seems likely
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that, in the absence o f  intervention, it will see its reversion to an 
industrially peripheral, low-population-density area, once again 
at enormous hum an cost. Investment decisions also include the 
choice to decumulate capital— to scrap factories, equipment, 
and capacity which are considered no longer to be commercially 
viable. It is choices o f  this sort, each taken on sensible grounds 
from the perspective o f  the decision-maker but ignoring the 
cumulative effects on communities, regions, and the industrial 
structure o f  the economy, that call for public intervention. We 
discuss appropriate mechanisms in the following section.

Another serious deficiency o f  the market system is that price 
signals may need to be exaggerated in order to stimulate the 
desired adjustments to the quantities produced. As a result, 
prices can significantly overshoot their new long-run level after, 
say, a demand increase, and only gradually come dow n again. 
Thus the market system can produce excessive price volatility in 
the short run, w ith  all the associated problems o f  uncertainty 
and waste. Such volatility will be particularly serious if, as with 
raw-materials producers, the price o f  the com m odity is closely 
associated with the income o f  those w ho supply it.

The deviation o f  prices from their long-run levels is an 
important issue because it undermines the costless signalling 
function, which we previously viewed as one o f  the principal 
advantages o f  the m arket mechanism. The problem would not 
be serious if  the overshooting did not tend to persist. The length 
of time for which prices deviate from their long-run levels 
depends on the rate at which quantities can adjust to price 
signals. If the required output changes can be easily implemented 
by the application o f  additional labour and materials to existing 
equipment, the adjustment will be relatively fast. If, however, 
they involve fundamental changes in the productive structure— 
new methods, new equipment, new product lines— the gestation 
lags will be longer. Then ‘incorrect’ prices — too high or too 
low— will persist for long periods o f  time, and lead to 
misallocations o f  their own: excessive adjustments in quantities 
because o f  the excessive movem ents in prices.

This is another version o f  the ‘anarchy o f  the m arket’ 
argument, with, for example, a demand increase stimulating



price overshooting and, after a long period o f  insufficient 
supply, an over-response by producers. The general point is 
that, while markets may be excellent for fine-tuning responses 
to changing demand and technology, they may not be good at 
stimulating large, non-marginal changes in the structure o f  the 
economy.

The effectiveness o f  prices as a signalling mechanism usually 
depends on people being willing to respond to financial incentives. 
In fact, o f  course, individuals will be motivated by a variety 
o f  other considerations— traditional, communitarian, moral, 
religious, etc.— that conflict with material incentives. As a 
result, the response to market signals may be slow and weak. 
Even if financial gain is an im portant motivating force, the 
structure o f  incentives may mean that economic agents have 
radically to change their lives in response to market signals, for 
comparatively little reward. Such immobilities may make a 
certain am ount o f  sense at the individual level, especially if  price 
overshooting means that the perceived income gains or losses 
are less than they first appear. This will introduce further lags 
into quantitative adjustment and increase the lengths o f  time 
that the price will have to exceed its long-run level to motivate 
sufficient changes in supply.

The price mechanism will therefore provide excellent signals 
about shortages in products where supply adjustments are rapid 
and cheap. However, when there are lags in the adjustment o f  
supply, large price fluctuations and overshooting may persist 
for long periods o f  time. This highlights a further role for the 
state under market socialism: intervening to dampen price 
fluctuations and the associated effects on incomes while directly 
stimulating quantitative changes in sectors where supply adjust­
ments to demand changes are relatively slow. Once again, 
resolving problems o f  this sort will be a central function o f  the 
indicative planning agency.

Another major concern for socialists is the distribution o f  
income and wealth. It should be stated at the outset that, 
provided the inheritance o f  wealth is severely restricted, and we 
recognize that this will be a difficult condition to meet in 
practice, an exchange system that will make some people
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temporarily wealthy is not, to us, an excessive price to pay for 
the other advantages o f  decentralized allocation.

It is often argued that, i f  resources are allocated via the 
market-place, then the frivolous tastes o f  the rich will receive 
priority over the basic necessities o f  the poor— supply for profit 
rather than ‘social production’. There w ould appear to be two 
interrelated problems here, m onopoly  and distribution. A 
market socialist governm ent w ould  eliminate or severely curtail 
the former problem. In the absence o f  serious spillover effects 
and monopoly power, as we have seen, production for profit is 

socially desirable. Socialists are probably more worried about 
the fact that the price mechanism encourages producers to make 
goods for which there is a demand. Since the rich have more to 
spend, producers will devote more resources to satisfying their 
demands.

O n the other hand, the poor have no choice but to spend their 
limited incomes on basic necessities. If  food is expensive today, 
the poor cannot decide to buy something else instead. N o r  o f  
course can the rich. But they have a far larger cushion o f  
resources to fall back on, and in any case spend a smaller 
proportion o f  their income on food. The consequence o f  this is 
that richer people tend to do their buying in more competitive 
markets than the poor. Markets w ork  better for the rich. It is 
not surprising that num erous studies in the United States and 
other predominantly m arket economies find that ‘the poor pay 
more’.

Though market socialists will clearly have a strong redistribu­
tive policy, concerns about the distribution o f  income are not 
that easily resolved in a m arket economy. Markets aggravate 
inequalities. With outcomes being uncertain, some people do 
very well and others very badly from trading. Moreover, as 
with gambling for high stakes, the people who do best tend to 
be those w ho enter the game with more resources at their 
disposal. The resulting inequalities persist from generation to 
generation. In m ost market economies today, the majority o f  
the rich are rich because they started from a privileged position.

It is a basic tenet o f  m arket socialism that a redistributive 
system which largely abolishes previously inherited economic



privileges will be put in place. Even so, in a market system a 
new group o f  relatively rich people will almost certainly re- 
emerge, either as a result o f  their ow n efforts or because o f  luck. 
Because wealth accumulates at a com pounding rate, small 
differences in wealth are enormously magnified over time, 
particularly if  the time-scale involved is so long that it spans 
generations. This highlights the crucial importance o f  breaking 
the inequality cycle by drastically hindering the wealthy’s 
capacity to pass on their ever accumulating fortunes through the 
generations.

Some argue that the re-emergence o f  the wealthy will always 
undermine and eventually destroy a socialist society. Wealth, it 
is said, confers economic and political power which the rich will 
use for their ow n purpose, in particular preserving their own 
position at the expense o f  the poor. O n  this issue it is not clear 
that planning can do any better. Inequalities emerge because the 
economic environm ent is necessarily uncertain, so that, by luck 
or foresight, people can manage to be in the right place at the 
right time. With planning, the num ber o f  people with particular 
products at a particular time is restricted, increasing the 
potential for accumulation and aggrandizement from favourable 
starting-location positions. In fact, the diffusion o f  pow er and 
authority in a market system may act as a natural counter to, 
rather than reinforcer of, economic inequalities. Socialists are in 
part confusing the consequences o f  unequal distribution— that 
the wealthy do well in a m arket system— for its cause.

The wealthy élite will not be eliminated by a planning system; 
the form is changed to an élite o f  bureaucrats. This has 
happened in the centrally planned economies o f  Eastern Europe, 
where such groups successfully devote considerable resources to 
themselves. They are also in a position to pass their privileges 
on to successive generations. However, an im portant difference 
with rich capitalists remains. The planning elite’s access to 
resources is based upon positions in the bureaucracy rather than 
011 the ownership o f  wealth. Some might argue that it will be 
easier to sack bureaucrats than deprive wealthy traders o f  their 
assets, and thus deprive them o f  their powerful positions. Such 
evidence as exists, however, from the Philippines to Iran, from
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Poland to Czechoslovakia, is far from conclusive on this 
issue.

The existence o f  short-term  wealth inequalities under market 
socialism means that the problem  o f ‘social production’ emerges 
once again. Even i f  we can prevent inequalities from persisting 
across generations, some people will be (relatively) rich and 
others (relatively) poor at one m om ent in time. To prevent the 
system from penalizing the poor, a structure o f  welfare services 
will be required. It is very hard to envisage any kind o f  socialist 
society w ithout a welfare state. Market socialism is no different 
in this respect. The kind o f  welfare state that market socialists 
would support is discussed in Chapter 8.

In summary, strong arguments related to decentralization and 
efficiency lead us to favour markets as the primary mechanism 
of resource allocation. However, competitive markets have 
serious problems from  the socialist point o f  view, for example 
with regard to spillover effects, in the allocation o f  capital for 
large or non-marginal changes in the production structure, and 
in the distribution o f  income and wealth. Each o f  these 
problems delineates a role for government intervention. It is the 
willingness and the ability o f  the authorities to act decisively in 
these areas which help to distinguish a market socialist govern­
ment from its capitalist counterpart.

P L A N N I N G  U N D E R  M A R K E T  S O C I A L I S M

Market socialists cannot rely on markets to produce acceptable 
results on their own. A planning agency would be needed, 
though this w ould  be very different from the planning agencies 
of the Soviet U nion  and Eastern Europe. Its job  should be to 
patch up some o f  the informational and co-ordinating failures 
which we have already discussed. However, while we expect 
indicative planning to im prove upon outcomes which would be 
obtained from a pure la issez-faire  market system, it cannot be 
expected to eliminate all the problems we have mentioned. 
Moreover, it is im portant to stress that indicative planning is a 
valuable complement to, but not in any sense a substitute for, 
the market as the principal mechanism for allocating resources.



Indicative planning is a decentralized, and preferably dem o­
cratic, process o f  consultation and discussion concerned 
exclusively with plan construction and elaboration. The process 
provides a forum  in which information can be pooled and in 
which diverse interest groups can confront one another concerning 
spillover effects. In itself, the plan does not contain an 
implementation procedure. It is left to individual agents to 
strike separate deals with one another within the planning 
framework, each deal enforceable like any other voluntary 
contract. Such a procedure contains rather more teeth then 
might at first sight appear, because one o f  the major actors in a 
market socialist econom y is the state.

The historical experience o f  France offers us a model o f  
indicative planning in a m arket economy. T hough  the political 
and institutional arrangements are far from ideal from a market 
socialist perspective— France had governments o f  the Right for 
much o f  the relevant period— French planning offers im portant 
insights into the practice o f  planning in a market economy. 
French planning was introduced after the Second World War. 
The planning agency is small and helps to co-ordinate govern­
ment economic policy and to pool information about the 
economy for people concerned with the accumulation o f  capital 
in the public and private sectors. In contrast to planners in the 
Soviet U nion  or in other Eastern Europe countries, French 
planners have never had either resources to allocate or power to 
enforce their decisions. They operate by discussion, persuasion, 
and the provision o f  information.

At the heart o f  French planning is a complex system o f  
consultation. M any thousands o f  people are involved in an 
exercise that, particularly during the 1960s, was a major effort 
to produce a broad social consensus on the nation’s priorities in 
the medium term. For example, after 1959, the new Gaullist 
regime was com m itted to mobilizing the population and using 
state power to modernize France socially as well as industrially. 
The resulting Fourth Plan (1961-5) represented a genuine attempt 
to develop a consensus on social as well as economic issues.

According to the Planning Commissioner at the time, Pierre 
Massé, French-style indicative plans should be self-implementing.
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This is because, he argued, they revealed a consistent pattern o f  
future demand and supply for the whole economy, and because 
the key decision-makers themselves were involved in plan 
construction. Hence everyone knew that, if  each merely did 
what they had promised to do, outcomes which were desirable, 
both individually and socially, would result.

In practice, a considerable arsenal o f  policy interventions, 
from subsidies and tax concessions to penalty clauses and credit 
restrictions, were also applied to make sure that agreements 
hammered out in the Planning Commissions actually did stick. 
But these were, at least officially, a matter o f  bilateral relations 
between the state and particular firms, and not the direct 
concern o f  planners at all. The planners merely provided a 
forum, and acted as its secretariat. French planning remained 
essentially a mechanism o f  information pooling and dissemination, 
gaining credibility from the quality and breadth o f  the information 
provided. It was also hoped that the process would counter the 
tendencies to risk-aversion and underinvestment inherent in the 
market mechanism. There is m uch in this that market socialists 
might try to emulate, though there may also be problems.

The provision o f  information is a sensitive and sophisticated 
task in an advanced economy. Consider the case o f  market 
production o f  chrome and cars, the former assumed to be a 
critical input and major determinant o f  the price o f  the latter. 
We can suppose that chrome producers know  their own 
investment and future pricing plans, whilst car producers know  
how many cars they can sell at different prices. It would clearly 
be useful, in making investment decisions, for car producers to 
know the future price o f  chrome, in order to evaluate likely 
future demand. In the absence o f  future markets or indicative 
plans, such information is not available.

Indicative planning creates a forum for the two parties to 
meet and exchange the relevant information, and in this way to 
reduce this uncertainty. However, chrome producers do not 
know everything that is relevant in determining the future price 
of chrome, for example, they may not incorporate the effects of  
discovering major new chrome reserves, or the development of  
a new cheaper chrome substitute, in their price forecasts. Thus



pooling all the information that everyone in the economy 
knows does not necessarily eliminate economic uncertainty 
about what will happen. There remain some things, for 
example natural disasters, wars, famines, and the like, which are 
in principle unknowable.

Pooling information eliminates a certain sort o f  uncertainty, 
usually called ‘m arket uncertainty’, but leaves a residual o f  
‘environmental uncertainty’. This limits the scope o f  indicative 
planning. Forecasting errors in the face o f  major unforeseen 
events— like the oil price increases o f  1973 and 1979— have in 
practice dented the reputation o f  French planners. But a more 
important factor in explaining the recent demise o f  the process is 
the ideology o f  the anti-planning Right which has been in 
power from 1974 to 1981 and from 1986 until 1988.

It should be no surprise that indicative planning cannot 
eliminate all economic uncertainty. It is a fallacy o f  central 
planning to believe that outcomes can be achieved regardless of  
circumstances, and therefore to set plan targets without reference 
to conditions during the period o f  implementation. Environ­
mental uncertainty highlights the form o f  planning appropriate 
for an advanced industrial economy. Fixed planning periods, 
typically o f  five years, should be replaced by ‘rolling plans’— 
plans in which details for the early years are well specified but 
intentions for later years become sketchier and sketchier as the 
distance from the starting-period increases. Moreover, traditional 
fixed targets should be replaced by contingent ones. There 
would therefore be a num ber o f  plan variants, each associated 
with different assumptions about the likely configuration o f  the 
key variables to which the economy was particularly sensitive— 
the exchange rate, world interest rates, etc. Contingent planning is 
far removed from the traditional socialist notion o f  plan targets, 
typically set high to be achieved by Herculean effort. But, by 
highlighting the fragility o f  forecasts in a market system, they 
more accurately reflect the informational needs o f  a market 
socialist economy.

Indicative planning can also allow wider social involvement 
in the allocation o f  resources and internalise spillover effects. 
For example, one can envisage regional representatives intervening

1 1 8 5.  P lanning in a M a rk e t  Social is t Economy



Saul Estrin and D a v id  Winter 1 1 9

to prevent the adoption o f  a plan in which, under all likely 
contingencies, unem ploym ent levels in the N orth  o f  England 
grow. In addition to civil servants, industrialists, and unions, 
planning w ould  have to involve consumer and regional re­
presentatives, outside experts, and, where necessary, the 
representatives o f  special interests often ignored in the decision­
making process— such as the fishermen about to be polluted 
by soap pow der manufacturers in our previous example. As 
Paul Hare has suggested (198$), this will involve considerable 
decentralization o f  the planning process, with planning councils 
linked at national level with the government and large corpora­
tions, and at local level with production establishments, local 
authorities and the community. It is to be hoped that planning 
of this sort would be democratic, in the sense that information 
about possibilities and objectives would flow up from the plan­
ning committees to be collated by the centre, rather than priorities 
being imposed from above.

Indicative planning therefore offers a decentralized and 
potentially democratic version o f  planning which can improve 
the functioning o f  markets, without threatening to displace 
them as the principal allocation mechanism. Its primary 
contribution is intended to be im proving economic efficiency, 
rather than directing economic activity. It operates through the 
provision o f  information, and its effectiveness in large part 
depends on the sophistication and usefulness o f  the data made 
available. The contribution o f  indicative planning to economic 
welfire may appear small to traditional socialists, w ho compare 
it with the directive organs o f  central planning. Viewed from 
the perspective o f  a market economy, the contribution o f  
indicative planning is much larger.

T H E  T H E O R Y  O F  E C O N O M Y - W I D E  C E N T R A L  P L A N N I N G

We now turn to an alternative method o f  allocating resources: 
economy-wide central planning. The case for market socialism 
must rest on more than the advantages o f  decentralized 
allocation. From a socialist perspective we would argue that the 
benefits o f  markets probably outweigh the costs. Nevertheless,



we do not deny that these costs can be large— particularly in 
terms o f  investment, when non-marginal structural changes are 
required, and in the pursuit o f  egalitarian distributions o f  
income and wealth. Indicative planning can reduce but not 
eliminate these costs. The case for market socialism must also 
rest on the failures o f  centralized allocation. It is these that we 
consider in this and the following section.

Central planning typically has tw o phases: first, when all the 
activities o f  the various actors in the economy are brought into 
line with each other, in order to pursue some agreed end; 
second, when the desired allocation is implemented. The first 
stage— plan construction— entails a transmission o f  information 
about tastes, technologies, and opportunity  costs between all 
agents. The second stage— plan im plementation— may entail 
further co-ordination because the plan may have to be simplified 
to be implementable. For example, some parts o f  the economy 
may have to be grouped together or even omitted if  they are 
peripheral. In contrast w ith  indicative planning, the bulk o f  the 
effort in economies that are popularly regarded as planned arises 
in the implementation phase.

As we have already pointed out, because the future is 
uncertain, planning organizations often find that their plans go 
wrong. Planners may be ignorant o f  current economic conditions, 
and future circumstances are always uncertain. It is a recurrent 
feature o f  economic plans that they frequently fail to achieve 
their goals. To  see why, it is necessary to examine the process o f  
economy-wide plan construction more closely. For a plan to 
succeed in the stated time period, it has to be, at the very least, 
feasible. It m ust be possible, with the resources that the plan 
allocates to the planned tasks, to achieve the envisaged ends. 
Most plans are at least intended to be feasible. M ost will have 
elements which, in the event, prove to be unfeasible, because o f  
unforeseen circumstances. Some improvisation will always be 
required, and w hat happens during the implementation o f  plans 
that are not feasible is o f  considerable importance. It plays an 
important role in the success or failure o f  the planning process.

Central planners, like indicative planners, find it hard to 
construct feasible plans because the future is inherently uncertain.
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To make the relevant predictions, planners need to be 
exceptionally well informed, not only about present economic 
conditions but also about the relationships that determine future 
conditions as well. This is a very difficult and costly task. One 
way o f  making it simpler is to arrange units o f  production into a 
small num ber o f  large firms. It is relatively easier to establish, 
for example, h ow  m uch steel or how  many computers the 
economy can produce if  there are a small num ber o f  steel 
or computer producers. This tendency for planners to favour 
and encourage a small num ber o f  large firms has undesirable 
consequences. Just as large firms will tend to behave like 
monopolists in a m arket environment, in a planned system 
they will acquire and use to their ow n advantage political 
power. They will become a powerful vested-interest group that 
will advance their ow n interests at the expense o f  the rest o f  
society. They will also act as a powerful obstacle to potential 
reformers.

Planners will thus need to devote considerable resources to 
acquiring information. Planning can only be as good as the 
planners themselves. From  the point o f  view o f  feasibility, plan­
ning will be at its best in highly specific areas where planners 
will be well informed, where the spillovers and interactions 
with the rest o f  the econom y are not considered to be important, 
and where the processes which govern' future events are 
well understood. The less uncertainty about the future the 
better.

Once President Kennedy had decided that the United States 
was to place a man on the m oon  by the end o f  the 1960s, NASA 
was able to begin a very effective planning process to meet one 
specific goal. Its effectiveness, it should be noted, was partly the 
result o f  N A S A ’s ability to acquire more resources from 
Congress i f  it needed them. There was in actuality almost no 
resource constraint, which meant that the question o f  feasibility 
was m uch easier to resolve.

Ends need to be clearly defined. O ne o f  the advantages of 
Kennedy’s request to N A SA  was that it was quite unambiguous. 
Formulating specific, unamibiguous ends o f  this sort for the 
whole economy can be very difficult. The planners may be able



to decide how  m uch steel should be produced. But questions 
then arise concerning the quality, thickness, and strength of 
steel produced. Planners may wish to leave such details to the 
steel producers. But it is not clear that they will have the 
incentive or the information to produce steel o f  the required 
quality, thickness, and strength. Markets resolve these difficulties 
easily. If  you are planning the whole economy, it is a serious 
problem.

Feasibility is only one property  that a good economic plan 
should have. Perhaps an even more fundamental requirement is 
that the goals o f  the plan should be, in some sense, desirable 
ends for the society as a whole. H o w  should planners decide on 
what the goals o f  their plans should be? In a national economy, 
the objectives o f  a plan can be hard to determine. There is at the 
m om ent on the Left in Britain a feeling that the country should 
invest more in manufacturing. The question then arises as to 
which kind o f  manufacturing industry? Should we have a 
shipbuilding industry? If so, h ow  large should it be, etc.? These 
are not easy questions, and planners are not necessarily the best 
people to give the right answers.

It helps the process o f  implementation, as well as being 
desirable in its ow n right, if  the ends com m and a consensus. 
Planners, in the past, have frequently ignored the preferences of 
the bulk o f  the population. Central planning is associated with 
authoritarian, i f  not tyrannical, political systems, in which the 
preferences o f  a small élite o f  planners and their political masters 
are imposed on the rest o f  the population. Is it necessary for 
planning to have an authoritarian element? Is it possible to 
envisage planning procedures that w ould be acceptable in a 
democratic society?

The answer to this is that, while, as we have seen, economy- 
wide plan construction can be part o f  a democratic process, it is 
hard to envisage effective plan implementation that allowed or 
encouraged a wide diversity o f  views among the participants. 
Central plan im plementation naturally takes place within an 
essentially authoritarian hierarchy. Unless the tasks are so 
simple that one or two people can perform them all, teams will 
have to be formed and their activities co-ordinated. It is difficult
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to sec how  such teams can operate on a genuinely democratic 
basis to implement predetermined targets.

Capitalist societies often adopt planning during wars. Here 
the aims o f  the society can be clearly stated. The means to 
achieve them are also usually fairly clear. The aims command 
widespread agreement, and there is little resistance to authoritarian 
methods o f  implementation. Resource constraints can be 
temporarily relaxed. Wars even provide an incentive scheme 
(military discipline and the fear o f  losing) in contrast to the 
weaknesses o f  planned economics in this regard.

It is possible to envisage pluralist procedures being incorporated 
into the plan-construction stage in peacetime. While the ends o f  
a plan are being discussed, a num ber o f  different views and 
interests can be incorporated into the planning process using 
democratic, judicial, or consultative procedures. I11 the final 
plan, however, a clearly defined set o f  ends will have to be 
produced. These will have been formulated by specialist 
planners, even if  they take into account the views o f  other 
people. Some non-specialists will inevitably find that their 
views have not been incorporated into the final plan. They may 
feel aggrieved but, if  they arc involved in implementation, they 
will have no alternative but to co-operate.

It is w orth  comparing planning and markets on this point. 
Markets give an advantage to the rich, in the sense that the 
preferences o f  the better o ff  can usually be expected to have a 
larger effect on prices simply because they have more money to 
spend. But, apart from differences in income which can be 
reduced by taxation, all consumers will influence prices equally 
by the pattern o f  purchases that they make. A democratic 
planning procedure w ould  give every voter an equal voice in the 
determination o f  the plan objectives. This may be considered 
more desirable than allowing those with high incomes to have 
greater weight. O n  the other hand, those with strong interests 
in certain plans tend to use their influence in order to secure the 
formation o f  plans that they consider to be desirable. Interest 
groups are a persistent feature o f  all societies in which 
governments have a large am ount o f  economic power. Planning 
institutions provide them with easy opportunities to apply



pressure. Socialists have to recognize that even democratic 
planning procedures w ould  be vulnerable to the blandishments 
o f  interest groups.

As we have already stressed, it is in the nature o f  plans that 
they will frequently be unfeasible. When this occurs, tw o rather 
different kinds o f  things can happen. First, the ends o f  the plan 
may simply be revised to incorporate the new information 
regarding feasibility. In all centrally planned economies, plans 
are frequently revised in this way, so that the final plan 
corresponds with what has actually happened, and is ‘successfully’ 
implemented. Plan revision o f  this kind usually requires 
reference back to those w ho  originally constructed the plan. If 
there is a centralized hierarchy involved, this may be difficult to 
do.

Second, those involved in plan implementation can attempt 
to improvise in order to come as close as possible to plan 
fulfilment. H o w  and to w hat extent they will do this depends on 
the nature o f  the plan itself, the kind o f  economic environment 
in which they find themselves, and the structure o f  incentives 
that they face. In m ost centrally planned economies, special 
kinds o f  dealers emerge whose task is to attempt to make 
corrections for mistakes in the original plan. They acquire 
information on the availability o f  spare parts and surplus inputs. 
They bring together firms w ho  can engage in beneficial 
exchanges o f  inputs or outputs which will help each to fulfil 
their ow n plans. These kinds o f  dealers play an indispensable 
role in any kind o f  planned economy.

From our point o f  view, their interest lies in the fact that they 
are essentially market operators. When the economy-wide 
central plan breaks down, firms are forced to trade on markets. 
If the economy has not developed and supported its market 
sector, then this kind o f  improvised trading will be more 
difficult to carry out, and the mistakes o f  the planners will have, 
as a result, more serious consequences.

The kind o f  planning that we have been considering is a social 
process in which, at the plan-construction stage, planners elicit 
information about feasible possibilities and different preferences 
from all other agents in the economy. Those w ho w ork  in the
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relevant areas being planned attem pt to make the planned ends a 
reality during implementation. So far, we have not discussed 
whether it is in the interests o f  these various participants to carry 
out efficiently the various activities which a planning process 
will require o f  them.

Sometimes socialists assume that people in a socialist society 
will naturally carry out their w ork  w ithout any incentive for 
doing so. If workers are not alienated from the process and 
institutions around them, they should be willing to work 
without a system o f  direct financial rewards. It is true that, 
under certain circumstances, loyalty and solidarity can be 
powerful and effective in securing harmonious behaviour. 
However, it is m ost unlikely that, outside extreme crisis 
conditions, an econom y can perform effectively in the long run 
without a pattern o f  direct financial incentives. Planning has 
obvious deficiencies in this regard. Whereas, under a market 
system, profits usually (but not always) provide a socially 
desirable measure o f  efficiency, and can thus naturally form the 
basis o f  an incentive scheme, no corresponding measure of 
success exists in a planning system.

The obvious indicator o f  success in a planning system is plan 
fulfilment. In practice it presents num erous difficulties. A plan 
must be specified in an exceptionally detailed way if  plan fulfil­
ment can be achieved only by producing efficiently. Usually, 
it is possible to fulfil the plan, but at the same time hire more 
labour, run do"wn stocks, or engage in other activities that 
circumstances allow but that have not been fully anticipated in 
the plan. It may be possible to exceed plan targets, but an 
incentive scheme based on plan fulfilment will not encourage 
this. A plan may be viewed as altogether impossible by those 
whose task it is to im plem ent it. Again plan fulfilment provides 
no incentives in this case.

The problem becomes worse when the process o f  plan 
construction is taken into account. During this phase, planners 
will wish to have access to information about feasible possibilities 
as well as the preferences o f  other members o f  the society. It is 
highly likely that producers will have a strong incentive to 
distort any information that they give planners in order to



secure plans that are easy to fulfil. Similarly it may not be in the 
interest o f  various agents to reveal their preferences for certain 
ends, i f  they feel that, by not doing so, they will advance their 
own private interests.

It may be useful to end this section with a brief sum m ary o f  
the points we have raised so far. We began by distinguishing 
between plan construction and plan implementation. In the 
plan-construction phase we argued that feasibility was an 
important property  o f  an economic plan. A num ber o f  points 
follow from this.

1. The construction o f  feasible plans requires that the 
planners have access to costly information.

2. Planners find it easier to construct feasible plans if  the 
degree o f  uncertainty is relatively small.

3. It is easier to construct plans in highly specific parts o f  the 
economy where the interactions and spillovers with the 
rest o f  the econom y can be ignored.

4. Planners tend to favour large firms as they simplify the 
planning task.

The fourth point applies to both construction and implementation 
o f  plans. In addition we argued that:

5. Plans are easier to implement if  there is consensus about 
ends and if  those ends are clear and unambiguous.

6. Plans are easier to im plem ent i f  there is a weak resource 
constraint.

7. Plans need markets to enable successful improvisation to 
take place during implementation.

Finally we considered the relationship between planning and 
incentives, arguing that:

8. Planning systems find it hard to incorporate successful 
incentive systems to encourage participants to reveal 
truthfully their preferences during the construction and to 
implement plans efficiently.

These points do not by themselves establish the comparative 
advantages or disadvantages o f  planning and markets. They 
make an interesting contrast with the behaviour o f  markets
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which we have already discussed, and suggest that there are 
certain historical conditions under which central planning can be 
expected to perform comparatively well. But these conditions 
are likely to be quite different from the ones facing complex 
industrial, democratic societies which rely to a considerable 
extent on w orld  trade. We now  turn to an examination o f  the 
experience o f  planning in the centrally planned economies o f  the 
Soviet Union and Eastern Europe, and o f  the Japanese experience 
of strategic planning.

T H E  E X P E R I E N C E  O F  C E N T R A L  P L A N N I N G

The first socialist group to establish themselves in power were 
the Bolsheviks. They did not come to power democratically 
and, after winning a particularly brutal civil war, made no 
attempt to institute democracy. Instead, under Stalin, the Soviet 
Union developed into one o f  the century’s most savage 
tyrannies, and, despite current reforms, its government remains 
a largely dictatorial political institution. In view o f  these facts, 
democratic socialists are understandably reluctant to look to the 
Soviet U nion  or its Eastern European satellites either as a rtiodel 
for socialism in Britain or as a justification for various socialist 
ideas.

We w ould agree that none o f  the political institutions and 
practices in the Soviet U nion  and similar states should form part 
of socialist Britain. However, we believe that the experience o f  
the Soviet U nion and its Eastern neighbours in planning can 
illustrate the strengths and weaknesses that we are discussing.

The Soviet system o f  central planning, as it developed under 
Stalin, is based around the formation and implementation o f  
annual plans rather than the better-know n strategic five-year 
plans. The annual plans are constructed by planners who are 
prominent members o f  a large hierarchical bureaucracy. Beneath 
the planners are industrial ministries and departments, w ho in 
turn oversee enterprises. Above the planners, there exists a 
political structure, in particular the Council o f  Ministers.

The current Soviet regime is attempting to reform the 
planning mechanism. It is not yet clear what form these reforms



will take. H owever, at the time o f  writing, Soviet planners still 
concentrate on planning on a year-to-year basis. By doing so, 
they can fall back on the levels o f  output and the corresponding 
inputs already achieved. M uch o f  their w ork  can be described as 
planning from this ‘achieved level’. This simplifies their task, 
but it also creates difficulties o f  its own.

Each annual plan is constructed during the year before it is 
implemented. The planners will therefore not know  the levels 
o f  production o f  the current year. They will have to wait until 
the end o f  the year before production totals are known, and 
probably even then there will be a lag before the relevant data 
can reach them. By this time, o f  course, the next plan is being 
implemented, so planners have to make estimates o f  current 
performance as well as o f  future possibilities. In order to do this, 
they naturally engage in a consultation process with the 
ministries beneath them, and they, in turn, with the enterprises 
beneath them.

This process o f  consultation involves a large element of  political 
bargaining. Enterprises on the whole wish to persuade the 
planners to provide them with a plan that they will find relatively 
easy to implement. In this way they will guarantee the bonus 
paid for plan fulfilment. The industrial ministries will also want 
their own enterprises to fulfil the plan to prove their bureaucratic 
competence, so that they will abet the enterprises in their 
bargaining strategy. The planners’ response to these tactics is to 
attempt to set ‘tau t’ plans: plans that are achievable but only at 
the limits o f  the enterprises’ capabilities. In this way, the planners 
hope that some kind o f  productive efficiency will prevail.

Judging the correct degree o f  tautness is a major part o f  the 
planners’ art. If a plan is too taut, the enterprise will feel that it is 
not possible to fulfil it, and will not attempt to do so. It may 
even decide to produce at high levels o f  output, and disguise this 
fact by shifting some o f  this year’s output into next year’s 
production. This can then be used to help fulfil next year’s plan. 
If, on the other, hand a plan is not taut enough, the enterprise 
has no incentive to produce efficiently at all.

Many o f  the m ost characteristic features o f  centrally planned 
economies are the consequence o f  tautness. First, they provide
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one o f  the chief advantages o f  central planning. If for any reason 
there are unused resources in the economy, taut plans force 
enterprises into wishing to employ as much o f  them as possible. 
This suction effect docs not mean that unemployed resources 
are used as efficiently as possible. Blit any use o f  a resource that 
has previously been idle is clearly an economic gain. Much o f  
the high grow th  rates that centrally planned economics attained 
in the 1930s and 1950s came from this source, the unusued 
resources being frequently found within the agricultural sector. 
Labour shortages rather than unemployment are generally the 
problem for a centrally planned economy.

Taut plans absorb surpluses and create shortages. They 
encourage what has been described as extensive rather than 
intensive growth. In other words, centrally planned economies 
have tended to g row  as a consequence o f  more resources being 
deployed in production, but not as a result o f  increases in 
efficiency. They are also characterized by shortages.

A further factor is at w ork  here: the preferences that planners 
have adopted in constructing their plans. Since no democratic 
centrally planned economy has ever existed, central planners 
have adopted the preferences o f  their political masters, often at 
the expense o f  the wishes o f  the population. In particular, all 
centrally planned economies have given a high priority to 
economic grow th, especially in the manufacturing sector. This 
has entailed high investment rates at the expense o f  current 
consumption.

Central planners’ preferences for growth, which have some­
times been taken to almost absurd extremes, are often portrayed 
as an unconsidered prejudice in the West. However, there is an 
historical justification for this policy. Central planning was in 
large part adopted in the Soviet U nion so that the economy 
could catch up with the Western capitalist powers. In the late 
1920s the Soviet economy was growing more slowly than a 
number o f  Western economies, and Stalin wanted not only to 
increase the grow th  rate but to increase it sufficiently to catch up 
with the West. This desire to compete economically was partly 
motivated, in the 1930s, by the (as it turned out justified) fear of  
invasion and, in more recent decades, by the Cold War. The



Soviet U nion  has had some success in catching up. In the late 
1920s average incomes were probably less than a quarter o f  the 
American level. N o w  they are about one half, despite the rather 
different experiences o f  the tw o countries during the Second 
World War. T he gap has been widening again in recent years.

The politicians and planners may be able to justify their 
preferences for growth and investment in this way. Nevertheless 
these preferences often conflict with those o f  the population as a 
whole. Consumers are often painfully aware that their ow n 
needs receive a low  priority in centrally planned economies. 
Rarely is there m uch investment in stocks or in retail services, so 
that, even when supply conditions are favourable, consumers 
find that to spend their income they are required to wait for long 
periods for durable goods and queue in shops for food and other 
consumption goods. This leads to a cycle o f  low morale, a lack 
o f  enthusiasm at w ork, and, as a result, poor standards o f  
service and quality o f  workmanship.

During the period o f  implementation, when, as we have seen, 
a num ber o f  enterprises will inevitably discover that they are 
unable to fulfil their planned targets, a further process of 
bargaining to revise plan targets takes place. Political influence 
and group pressure will be im portant here. Enterprises will also 
use their netw ork o f  dealers to attempt to obtain, by unofficial 
means, scarce inputs which will enable them to fulfil the plan.

This wheeling and-dealing often involves illegal or semi-legal 
activities which the authorities reluctantly permit. They are 
aware that, w ithout it, few plans w ould be fulfilled. There are 
numerous stories o f  the lengths enterprises will sometimes go to 
find and transport scarce inputs many thousands o f  miles in 
order to fulfil their plan. Obviously there are cases when one 
small spare part is w orth  thousands, i f  not millions, o f  roubles 
to an enterprise if, by obtaining it, it can fulfil its plan, and thus 
earn fulfilment bonuses. The fact that some enterprises will go 
to great lengths and pay very high prices in these black (or grey) 
markets encourages speculation and further undermines a 
proper price system. These activities also aggravate the perpetual 
state o f  shortage. A centrally planned economy acquires features 
which are arbitrary, even irrational. Socialists attack the
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‘anarchy’ o f  markets, but there is also an ‘anarchy’ o f  central 
planning.

Although shortages, waste, and poor quality outside priority 
sectors have become the norm, central planning in the Soviet 
Union, particularly o f  the 1930s and 1950s, has some achieve­
ments to its credit. The planned economy performs in a 
desirable way when there are unemployed resources available. It 
can also, as we w ould expect, respond well to occasions when 
high priority is attached to clearly defined goals, which can be 
achieved w ithout resource constraints. O n the other hand, 
central planning has crucial failings as well. Poor resource 
allocation, low efficiency, bad quality o f  work, and the burden 
of a large authoritarian bureaucracy.

It is not surprising that, shortly after the death o f  Stalin in 
1953, attempts began to be made to reform the essential 
structure o f  the centrally planned economy. In the last thirty 
years num erous reform proposals have been made, and continue 
to be made to this day. There have been a num ber o f  attempts to 
implement them, nearly all o f  which have failed. The chief 
candidate for change is, understandably, the centralized bureau­
cracy itself. If only decision-making could be taken at a more 
decentralized level, a lot o f  the obvious faults o f  central planning 
might disappear. There are a num ber o f  reasons why this 
appealing argument turns out to be wrong, and they well 
illustrate the problems o f  planning.

The first difficulty is that the central bureaucracy may not 
wish to be reformed. Reform in the Soviet U nion appears to 
have been persistently frustrated in this way. Khrushchev’s fall 
from power can be attributed to this factor. Gorbachev’s direct 
appeals to the Soviet people can be seen as an attempt to 
circumvent the bureaucracy. It is too early to say whether he 
will succeed. But in the past the bureaucrats have ensured that 
reform is so half-heartedly carried out that it leaves almost no 
impression on the economy o f  the Soviet Union.

Alternatively, if  substantive reform is carried out, this too can 
lead to economic disaster, as in the case o f  Poland. At the 
moment, only in H ungary does there appear to be a chance, 
however slim, that reform may eventually lead to a more



efficient decentralized economy. The Polish example clearly 
illustrates a num ber o f  the problems. We know  that, if 
economic decision-making is to be delegated to enterprises, 
then they m ust have an incentive to operate efficiently. So far 
the only decentralized system that provides a possibility o f  this 
is competitive markets w ith  market clearing prices. In Poland, 
in the early 1970s, a substantial num ber (but not a majority) o f  
Polish enterprises were given, not complete, but a fair amount 
o f  freedom. Some years later, in 1982, there was the biggest fall 
in production o f  any industrial econom y since the Second 
World War.

M any factors were at w ork  here, but the enterprises which 
had been reformed played an im portant part. Because the prices 
o f  goods that were not sold on consumer markets— that is, o f  
goods that were inputs into production— were used largely for 
accounting purposes, they rarely provided accurate information 
about the relative scarcity o f  inputs. Firms responding to these 
prices were therefore making the wrong decisions. The enterprises 
themselves had been directed to maximize both profits and 
value added— aims which often conflicted, especially if, as in 
this case, the enterprises had considerable m onopoly power. 
This was itself the result o f  the planners’ encouragement o f  
mergers, in the mistaken belief that a small num ber o f  large 
enterprises were easier to control.

In addition, Poland in the 1970s decided to increase its trade 
with the West. This was at a time when Western banks were 
sated with funds from  the O P E C  states. They were willing to 
make loans to almost any borrower. It is not surprising that the 
reformed Polish enterprises increased wages rapidly, im ported 
imputs lavishly, and began a series o f  vast investment projects, 
funded by Western banks, many o f  which were never completed. 
The result was a huge balance o f  payments deficit funded by the 
West, inflation, and ultimately a disastrous recession. This the 
government blamed on the trade union, Solidarity, but the 
strikes o f  1980 and 1981 were far too short to have had such 
drastic effects. The causes o f  the crises lay in the policies o f  the 
previous decade.
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Poland provides a particularly graphic example o f  the 
difficulties o f  reforming a centrally planned economy. With 
hindsight, it is possible to see that the Polish government made 
almost every possible mistake. The Hungarians, on the other 
hand, hav.e adopted both  a more comprehensive and a more 
cautious policy. But they too have made mistakes. As so 
frequently with planners, before the main reforms were 
introduced in 1968, they had merged enterprises into a small 
number o f  large units. When these were given the freedoqi to 
make their ow n decisions, they too had considerable monopoly 
power.

The Hungarian governm ent has had two kinds o f  response to 
this problem. O ne was to reimpose control and prevent 
monopolistic enterprises from raising prices to increase their 
profits. Since they had abolished the annual production planning 
apparatus, it was difficult to go back to exactly the same pattern 
of central control as before. The government elected instead to 
manipulate taxes and other ‘parameters’ that governed the 
finances o f  the enterprises as well as to control prices directly. 
This kind o f  control is closer to the manipulation o f  markets 
that we believe w ould be preferable under market socialism.

The second method adopted by the Hungarian government 
was to use the w orld market. Hungarian prices were to be the 
same as world prices. Hungarian enterprises were encouraged to 
trade on world markets, where they would be sufficiently small 
to act as competitors rather than as monopolists. The Hungarian 
government is now also encouraging small-scale private business 
and co-operatives financed through (relatively) independent 
banks. Large-scale investment still remains controlled at the 
centre, but moves to institute decentralized market mechanisms 
in the investment sector are now  under discussion.

Hungarian reform has not been without numerous setbacks. 
The temptation to reimpose central control when things go 
wrong is still very strong. The use o f  world markets as a 
method o f  imposing efficiency has led to the Hungarian 
economy becoming vulnerable to the fluctuations o f  world 
prices. Little progress has been made in forcing loss-making



enterprises into bankruptcy. The overall growth o f  the economy 
has recently been worse than that o f  some o f  its centrally 
planned neighbours, and the weight o f  international debt 
threatens to push the economy into crisis.

Both the Hungarian and Polish experiences show that, once a 
decentralized market econom y has been replaced by central 
planning, it is very difficult to recreate it. The Hungarians have, 
in a sense, been forced to im port the market mechanism. The 
costs and dangers o f  recreating such a mechanism after it has 
been abandoned can be enormous, as the Polish experience 
illustrates.

In the end central planning has few advantages over market 
systems. Moreover, by essentially destroying the market 
mechanism, it deprives the economy o f  a vital asset. Quite apart 
from the political costs, this is too high a price to pay for 
achieving full em ploym ent and the high rates o f  grow th  derived 
from the use o f  unused resources.

There is one other historical example which is relevant to our 
argument. Japan is a notably successful capitalist economy that 
has also used a kind o f  planning since the Second World War. 
Naturally, this has attractions to those w ho wish to emulate 
Japanese achievements. We find that the Japanese method of 
planning, like central planning, has crucial drawbacks, even 
though it exploits one o f  the areas which we identified as being 
particularly advantageous to planning— namely that planning 
can succeed in highly specific sectors o f  the economy. The 
Japanese experience paradoxically shows why, in the end, this is 
not a good foundation on which to base a planning procedure.

The principal agency involved in Japanese planning is the 
Ministry o f  International Trade and Industry (MITI), which has 
sought to pick the sectors in which Japanese investment should 
concentrate, thereby closely guiding the pattern o f  industrial 
development and grow th. M ITI therefore chooses to prom ote a 
particular sector o f  production, for example shipbuilding after 
the Second World War, or more recently electrical goods, 
electronics, and computers, and then co-ordinate an array o f  
economic policies to ensure its rapid development. Import 
controls can be employed to protect domestic producers against
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foreign competition, particularly in the early years o f  product 
development. M ITI offers funding on favourable terms for 
investment, technical licences, or patents, and sponsors some 
research directly. It therefore offers target sectors an integrated 
package o f  temporary protection and subsidy for investment 
and research, while stimulating domestic competition in these 
products by spreading its favours widely. Groups o f  firms are 
able to build a secure domestic base from which to launch co­
ordinated assaults 011 the world markets for specific products— 
cars, stereos, televisions, computers. The success o f  the 
Japanese econom y has encouraged many on the British Left to 
favour strategic planning as the model for planning in the 
United Kingdom.

While one cannot rule out the use o f  strategic planning in all 
circumstances, particularly as an effective tool to mobilize 
resources for a specific sector, it sits uneasily with our vision of 
market socialism. In the first place, there are a num ber o f  special 
circumstances about the Japanese economy in the immediate 
post-war period that do not apply to a developed Western 
economy such as Britain, some forty years later. The Japanese 
problem after the war was to choose a particular structure o f  
production and to im port state-of-the-art technology in order to 
build up a domestic production base. The choice o f  sectors was 
relatively straightforward; there was little domestic opposition 
to prom oting one branch rather than another, and other 
countries were willing to accept Japanese im port controls. The 
political system and its associated bureaucracy were too weak to 
interfere with the planners.

But it seems inconceivable in any medium-scale contemporary 
market socialist econom y that domestic protection on this scale 
could be implemented w ithout retaliation. Moreover, the 
choice o f  sectors is now  far less simple, and the possibilities for 
effectively prom oting sectors have been reduced in the more 
sophisticated and heterogeneous economies o f  today. Everyone 
would support a policy o f  picking winners, but there is 110 
reason to suppose that the government is better able to do this 
than any other private entrepreneur. Public bureaucrats are 
further away from market realities, and are not offered the same



material gains from  success. A nd since there will always be un ­
certainty, the planners m ight easily pick losers instead. It is 
tempting to argue, in observing previous British failures to 
develop new products, that the problem  lies in an unwillingness 
to invest in economic certainties. Such a view takes advantage o f 
hindsight; few w ould have predicted tw enty  years ago the scale 
o f  demand for hom e computers, video recorders, or even air 
travel. It seems m ore likely that firms failed to invest because 
the options open to them  were so varied and complex that they 
decided to wait and see what happened elsewhere, and then 
missed the boat.

This is a serious problem, but not one that necessarily will be 
resolved by the governm ent targeting particular sectors on the 
basis o f  its ow n judgem en t and spending resources which 
may prove to be wasted. It is better to make such decisions on 
the basis o f  the m axim um  information available, within the 
framework o f  a coherent indicative plan. This would allow the 
national economy to spread its risks against various contingencies 
in consumer demand, research and development, and world 
trade.

The third major problem  w ith  strategic planning is its 
essentially undemocratic nature. The underlying concept is the 
choice by a group o f  ‘experts’ o f  the best conceivable path for 
economic development, to be implemented systematically by 
rewarding favoured sectors and punishing the unfavoured. This 
o f  course makes m ore sense in a hierarchically ordered society. 
It depends crucially on the weakness o f  central government, 
with its orientation towards the short term, as against technocrats 
entrenched within the civil service. For example, in the British 
context it w ould require that the short-run concerns o f  the 
Treasury and the Cabinet be subordinated for long periods o f  
time, say ten or tw enty  years, to the strategy o f  an élite planning 
ministry. This w ould  require fundamental, and probably 
unacceptable, changes in the way that our political processes 
operate.

Also w orrying for a democratic socialist is the innate tension 
between strategic planning and any form o f  decentralized or 
democratic planning. In a relatively less developed economy, it
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is easier to favour particular sectors because this is not obviously 
done at the expense o f  others. Once the economy is more 
advanced, prioritization o f  one group means holding back 
another, and in a democratic system those that receive a low 
priority can be expected to protest. For example, strategic 
planners m ight decide that the future o f  Britain rested with 
genetic engineering, which was best located in the south-east to 
be near the agricultural markets o f  Western Europe. Such 
favouritism w ould  be opposed by others attempting to spot the 
industries o f  the future— in lasers or com puters— even if  there 
were commercial logic to the planners’ choice. The only 
democratic solution is to involve these other parties in the 
determination o f  a national strategy, in which case the whole 
strategic planning exercise expands until, in the end, it becomes 
the kind o f  comprehensive indicative planning we w ould in fact 
support.

Thus there may be occasions when strategic interventions in 
particular sectors or regions can be justified— particularly when 
ends are agreed and simple, and resources are freely available. 
But this does not mean that contemporary socialists should 
point to the post-w ar Japanese experience as an alternative to 
markets in the allocation o f  resources. Japanese planning is 
highly specific and has many features inappropriate to a 
decentralized socialist system.

C O N C L U S I O N

Any economic system will adopt a particular type o f  system that 
becomes the principal mechanism o f  exchanging goods and 
services. O ther mechanisms may coexist, but they will be 
supplementary to the principal form. These supplementary 
mechanisms will operate in conditions and under circumstances 
when the principal form  has ceased to function efficiently. 
Thus, in economies where central planning is the principal 
form, it is frequently impossible to implement plans as they are 
formulated. In this case either the plans themselves can be 
revised or a market-type mechanism comes into play. Since 
market relations are often either not encouraged or illegal, these



black or grey m arket transactions take place under conditions 
which do not make markets particularly efficient. Nevertheless 
such market transactions are more efficient than the available 
alternatives in the context o f  a centralized planned economy.

The chief problems o f  central planning are not only un­
feasibility, tautness, and the resulting incoherence and inefficiency. 
Central planning institutions also suppress and damage the 
market mechanism. I f  you want to observe the most inefficient 
and corrupt abuses o f  market power, you will find them in 
planned rather than in market economies. O f  course other kinds 
o f  supplementary exchange mechanisms come into play in 
centrally planned economies. The preference by planners for 
large enterprises means that non-m arket allocation mechanisms 
can play an extensive role within such enterprises. These in 
turn, o f  course, further undermine the market mechanism by 
concentrating pow er in the hands o f  a few powerful m ono ­
polists.

The ability o f  markets to form a kind o f  back-up to other 
exchange mechanisms is extremely important. To  achieve this, 
if  markets and market relations are a widespread feature o f  the 
economic system, markets must be the principal exchange 
mechanism, supplemented and supported by indicative planning 
and other non-m arket mechanisms should the need arise. When 
these break down, a well-developed market mechanism is 
therefore present to fall back upon.
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Market Socialism and the Reform 
of the Capitalist Economy
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T h e  long-term goal o f  any socialist government is to abolish 
the institutions o f  capitalism and create those o f  socialism. This 
chapter is concerned with the structural reforms that a market 
socialist governm ent which comes to power in a capitalist 
economy should adopt to achieve this goal. O f  course, such a 
government will also be engaged in a wide range o f  more 
orthodox policy interventions such as monetary and fiscal 
policy. It was argued in Chapter 5 that planning will have a role 
to play in im proving the allocation o f  resources. This role 
complements, rather than replaces, market forces. Indicative 
planning is a means o f  co-ordinating the economic activity. Like 
monetary and fiscal policy, it is not suited to the kind o f  long­
term reforms which will be considered here. Shorter-term 
policy will, o f  course, have to be informed by long-term 
considerations. The appropriate links between these different 
kinds o f  policy will emerge later.

Government intervention has traditionally played a large part 
in socialist political programmes. Socialists have naturally 
tended to favour ‘b ig ’ governm ent as the agency which would 
transform a capitalist econom y into a socialist one. The Right 
has often criticized socialists on these grounds, claiming that big 
government tends to be inherently undemocratic and to be open 
to corruption and abuse. Rather than operating efficiently in the 
public interest, governm ent bureaucrats, it is claimed, operate 
in their ow n self-interest by expanding their budgets and their 
influence. The Right claims that, in contrast to socialism, the 
great advantage o f  capitalism is that it can operate efficiently 
and spontaneously w ithout government intervention.



This conveniently ignores the fact that capitalism also relies 
heavily upon governm ent intervention. In the last fifty years 
every capitalist country has found it necessary, for various 
reasons, substantially to increase the size o f  the public sector. 
Attempts in the 1980s to ‘roll back the state’ by right-wing 
governments in the U nited  States and in Britain have shown 
that, i f  such governments w ant to retain some degree o f  
popularity w ith  their electorate, they have to proceed slowly 
and cautiously. Even in Britain, where the public sector has 
been considerably reduced through a privatization programme, 
the pow er and inclination o f  the central government to 
intervene in the econom y has not decreased substantially. In 
most countries where industrialization lagged behind Britain 
and the U nited  States, such as France, Germany, or Japan, the 
state has always taken an active role in the development of  
capitalism. Even in Britain, the pioneer in many o f  these 
matters, the state played an im portant part.

In this chapter the focus o f  attention is shifted away from 
government intervention towards structural reform o f  the legal 
rules and regulations which govern the formation o f  economic 
institutions. Just as capitalist governments set the legal rules that 
provide a fram ew ork for capitalist institutions to operate, so a 
socialist government should do the same for socialist institutions. 
The main (but not the only) legal entity that supports capitalism 
is the limited liability company. This did not spring up 
spontaneously overnight. It is the creation o f  numerous acts of 
Parliament passed by governments which were trying to 
encourage the development o f  capitalism. If  a socialist govern­
ment wishes to change the nature o f  capitalist society, then the 
bulk o f  its efforts should be devoted to changing these and other 
laws which permit and encourage capitalist institutions to 
flourish. This kind o f  long-term  reform is in stark contrast to 
the ad hoc interventions practised by the Labour governments of  
the 1960s and 1970s, when it sometimes appeared that their 
claim to power was that they could manage capitalist institutions 
more efficiently than right-w ing political parties.

Since market socialism, like capitalism, favours markets as 
the predominant exchange mechanism, this poses the central
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question o f  how  such an economy would differ from a capitalist 
one. If the chief objection to capitalism lies in the unequal 
distributions o f  income and wealth which are produced by the 
capitalist economy, is market socialism no more than an 
egalitarian version o f  capitalism? Is market socialism simply 
capitalism ‘with a hum an face’?

To provide answers to these questions, it is necessary to re­
examine the economic objections to capitalism and to identify 
the processes in capitalism which lead to outcomes in terms of 
the distribution o f  resources that socialists find unacceptable. 
The possibility o f  sustaining capitalism without relatively large 
dispersions o f  income and wealth needs to be considered. This 
will lead to a discussion o f  whether the socialist objections to 
capitalism are simply confined to the end states which capitalist 
institutions can be expected to produce, or embrace the means 
by which it arrives at these ends as well. These fundamental 
problems have, o f  course, been at the centre o f  discussion and 
debate on the Left for m any years. In one chapter, I shall only be 
able to give a very brief outline of some o f  the more important 
arguments. Nevertheless it is o f  interest to see how  these 
questions can be approached from the perspectives o f  market 
socialism, with its emphasis 011 decentralization rather than 
from the point o f  view o f  a socialism that places greater 
emphasis 011 centralized procedures.

Before considering structural reforms, it is, as I have said, 
necessary to re-examine the traditional socialist objections to the 
capitalist economic system. The argument identifies the structure 
of property rights as being o f  fundamental importance. While 
this echoes much nineteenth-century socialist thought, it is in 
contrast with more recent socialist writers (see, for instance, 
Crosland, 1964). First, a sum m ary is given o f  some recent 
results in the theory o f  exploitation. Here the differential private 
ownership o f  the means o f  production is shown to play a key 
role in determining exploitation. This naturally leads on to a 
discussion o f  nationalization which has traditionally formed a 
major plank in socialist program m es. It is argued that national­
ization is, in general, an inadequate policy to reform the 
capitalist economy.



Defenders o f  capitalism sometimes suggest that the inequalities 
which arise in capitalist economies are the result o f  particular 
historical circumstances instead o f  being an intrinsic feature o f  
capitalism itself. In the following section I give a num ber o f  
arguments which show  that the dynamic processes o f  capitalism 
can perpetuate an unequal distribution o f  the means o f  production. 
This inequality will allow both the exploitation and the 
domination o f  workers to persist. After considering some 
libertarian arguments in favour o f  capitalist enterprises, it is 
suggested that individuals may ow n their ow n companies but 
that they should not be able to sell their ownership rights except 
on conditions favourable to the work-force.

The final part o f  this chapter discusses some o f  the problems 
posed by m odern corporations. Since these separate control o f  
the firm from the private ownership o f  assets, it is unlikely 
that they can be relied upon to produce efficient results. In addition 
the modern corporation is a centre o f  economic power which is 
often outside the control o f  national governments. The bureau­
cracies that control these organizations are well placed to abuse 
and to exploit their position. Both the inefficiencies and the 
abuse o f  economic power can be reduced, if  not eliminated, by 
placing both ownership and control in the hands o f  the entire 
work-force. The concluding section summarizes these arguments 
and places them  in the overall context o f  the policy goals o f  a 
market socialist government.

E X P L O I T A T I O N

Workers are exploited because capitalists control the means of 
production. This control is usually exercised by means o f  
ownership rights. These can take the form o f  direct possession 
or o f  shared ownership institutions such as partnerships. Most 
commonly o f  all, capitalist firms are limited liability companies 
owned by num erous shareholders. In fact in m odern capitalism, 
dominated by large corporations, the ownership o f  the means o f  
production has become divorced from the control. The con­
sequences o f  this are discussed below. In this section it will be 
assumed that capitalists control the firms which they own.
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The analysis o f  exploitation under capitalism lies at the heart 
of Marxist thought. Workers are exploited in the sense that, 
when they sell their labour services to the capitalist, the 
value o f  these services to the capitalist is greater than the value 
of the goods and services that workers can buy with their 
wages. To formulate this argument, M arx used the labour 
theory o f  value, which rests on very restrictive assumptions. 
A restatement o f  the theory o f  exploitation using a less 
restrictive fram ework has been recently undertaken by John 
Roemer (1982 and 1986).

Roemer shows that under certain conditions there is a 
straightforward relationship between exploitation and the private 
ownership o f  the means o f  production. These conditions require 
that all workers can be regarded as being fundamentally the 
same in the am ount o f  talents they possess. If  this is the case, 
then those with a relatively smaller endow m ent o f  industrial 
assets will be exploited by those with larger holdings. Those 
who own large holdings o f  industrial assets will thus become 
capitalists in the sense that they will hire others to work their 
assets. Workers w ho ow n no industrial assets will sell their 
labour to capitalists. In between there are a variety o f  middle 
groups w ho may sell their labour, work their ow n assets, and 
hire others in differing combinations.

The point that Roemer makes is that, in this kind o f  world, 
those who own large holdings o f  industrial assets always exploit 
those who begin with less. The notion o f  exploitation under these 
conditions remains straightforward and precisely corresponds 
with the ownership status o f  the participants in the economy. 
Those who have only their labour skills to sell do so to those 
who ow n assets. Workers will be always be poorer than em ­
ployers. The rich exploit the poor.

The analysis is not so simple in an economy where there are 
substantial differences between members o f  the society with 
regards to their inherited abilities and tastes. The comparatively 
straightforward relationships between wealth, ownership, and 
exploitation break down. It is possible to envisage skilled rich 
workers exploiting poor capitalists and even, under certain 
circumstances, poor workers exploiting the rich. These form
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countcr-cxamples to the original Marxist position that under 
capitalism capitalists always exploit workers.

It is im portant to bear in mind that, while these counter­
examples can be show n to be possible from a theoretical point o f  
view, this does not imply that they are numerically important or 
indeed that they actually exist at all. O u r  intuition suggests that 
there may be some people w ho earn high incomes from their 
labour (surgeons, film stars, lawyers, etc.). These people may, 
as a result, be relatively privileged compared with a small 
shopkeeper, who, although he or she may technically qualify as 
a capitalist, nevertheless has to struggle to make ends meet. 
Roemer shows that from  a theoretical point o f  view, in a world 
with a wide variation o f  skills and tastes, it is impossible to say 
w ho is exploiting w h o m — the rich lawyer or the poor shop­
keeper. Nevertheless these inequalities, and the exploitation to 
which they may give rise, can be regarded as insignificant when 
compared to the large and com m on differences in income 
between those w ho  earn average wages or less and have little or 
no property income, and the rich, the bulk o f  whose income is 
derived from unearned sources.

This rather theoretical argum ent serves to make one point 
clear. Exploitation in m odern  industrial capitalist economies 
arises from tw o  kinds o f  inequality. The first and probably the 
most important is the result o f  the differential ownership of 
productive assets. The second arises from the fact that people 
bring different skills to the labour market.

O f  course, differences in skills may simply be the result o f  
different educational opportunities. Since a better education in 
capitalist societies can be bought by the rich, some o f  the 
observed differences in marketable talents is the result of 
inequalities in parental income. Nevertheless, even if  such 
sources o f  inequality were somehow abolished, some differences 
in skills and thus in the market wage available to the possessors 
o f  these skills w ould undoubtedly persist.

A theoretical distinction can be made between those differences 
in income that arise from  the inheritance o f  productive assets 
(and the associated acquisition o f  skills through parental 
purchases o f  additional education) and those that arise from
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innate differences in the talents with which people arc born. 
Socialism is first and foremost concerned to eliminate the 
inequality that arises from differences in the ownership o f  
industrial assets. The reduction in income inequality that results 
from differences in innate skills is clearly a distinct and difficult 
task. The obvious place to begin to address this problem is in 
education (see Chapter 4).

The traditional socialist method o f  eliminating exploitation 
was to take the means o f  production into public ownership. 
Nationalization has been the principal way o f  achieving this. In 
some countries, such as those in Eastern Europe, all large 
private holdings o f  assets were nationalized 111 a comparatively 
brief period, but such wholesale nationalization has never 
occurred under a democratic government following democratic 
procedures. Rather, various industries have been selected in turn 
for nationalization. This kind o f  policy is no longer fashionable, 
but it has played such an important role for socialist governments 
in the past that it is important to consider its strengths and 
weaknesses.

N A T I O N A L I Z A T I O N

The first step in a gradualist policy o f  nationalizing the means o f  
production involves identifying the order in which industries 
are to be nationalized. O ne criterion can be expressed in the 
traditional phrase, the ‘com m anding heights o f  the econom y’. 
These would be the first priority in a nationalization programme. 
The question then arises as to where these heights can be found. 
It is probably difficult to realize now  how  much time used to be 
spent on the Left drawing up lists o f  which industries should be 
nationalized. Should steel be nationalized? What about the 
aircraft industry. H o w  important is the machine-tool industry? 
And so 011. Naturally one w ould expect that the most im portant 
sectors o f  the economy will change as new technologies are 
developed. O nce it was coal, iron and steel, and the railways. 
N ow  it may be electricity, electronics, and banking. Industries 
that were nationalized decades ago may well have lost their 
importance. Should they remain nationalized or are they to be 
pensioned o ff  to the private sector?



Having compiled the list o f  im portant industries, socialist 
governments are faced w ith  the time-consuming and often 
politically costly process o f  passing the necessary legislation and 
settling appropriate compensation. If conducted on an industry- 
by-industry basis, this may take m any years to complete. Once 
an industry has been nationalized, the task o f  controlling it in 
appropriate ways begin. This is at the heart o f  the problem with 
such a program m e in practice. Enorm ous effort is taken to 
nationalize various industries, but the substantive issues of 
management and control after nationalization tend to be ignored 
or taken for granted.

It w ould be unfair and inaccurate to summarize the very 
extensive historical experience o f  nationalization in Britain and 
elsewhere as entirely consisting o f  failure. Some nationalized 
companies operate efficiently and effectively. But market socialists 
are not immediately attracted to the idea of organizing industries 
into large public monopolies. Governments find them difficult 
to control, their workers do not find that they provide 
enlightened and sympathetic employers, and their customers are 
often not excited by the standards o f  service and quality that 
they offer. It may not be possible in some circumstances to 
avoid nationalized public monopolies, but they should probably 
not be a principal feature o f  a market socialist society.

Socialist governments often pay a high price for their 
nationalization program m es and it is not obvious that they reap 
compensating rewards. The underlying problem with national­
ization is that it almost always involves a separation of 
ownership from  control. ‘O w nersh ip ’ is vested in the hands of 
the people, the w orking  classes, or some other large collective. 
Control resides with a managerial bureaucracy that has little 
incentive to organize production efficiently or in ways that the 
workers find convivial. Those in control will tend to organize 
the industry in their ow n interests. These will not necessarily 
coincide with either consum ers’ or w orkers’ interests. Given 
that they are also often legalized domestic monopolies, they are 
well placed to exploit their economic power.

Politicians are supposed to control nationalized industries in 
the interests o f  the electorate. Sometimes o f  course they succeed
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in doing so. But on the whole they are neither technically 
equipped nor do they have a strong incentive to become 
identified with the activities o f  the industries which they 
purport to control. In addition the managerial bureaucracy o f  a 
nationalized industry can form  a powerful interest group. 
Relatively small in numbers, but well informed, armed with a 
strong incentive and w ith  access to senior government circles, 
such a group is well placed to secure political favours that the 
more dispersed interests o f  the electorate at large may fail to 
secure. Political control o f  nationalized industries under such 
conditions cannot be relied upon to ensure that these industries 
perform in desirable ways, from  the point o f  view either o f  their 
customers or o f  their workers.

The argum ent here is not that nationalization is never a wise 
socialist policy. There may well be particular circumstances or 
particular industries for which the best alternative is to take an 
industry or firm into public ownership. Nationalization is not 
being ruled out altogether. What is being argued is that, 
although nationalization does seem attractive to socialists in that 
it is a m ethod o f  abolishing the private ownership o f  industrial 
assets and thereby the exploitation to which such forms o f  
ownership give rise, it is not an attractive m ethod o f  reforming 
the whole economy. The chief reason for this is that, just as 
with the m odern  corporation, the separation o f  ownership from 
control will lead to an industry operating in the interests o f  
those w ho control it. This produces inefficient performance that 
serves the interests o f  neither workers nor consumers. In 
addition, socialist governments that embark 011 extensive 
nationalization program m es within democratic institutions find 
that the process is a time consuming and costly one. It distracts 
them from long-term  policies which w ould probably be more 
fruitful.

T H E  D Y N A M I C S  O F  C A P I T A L I S M

If it is granted that nationalization is too blunt an instrument 
adequately to reform a capitalist economy, let us return briefly 
to the arguments which led to its adoption as a major policy for
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socialism. Ignoring for the m om ent the theoretical complexities 
that I have already mentioned, capitalists exploit workers 
because, w hen they participate in economic activities, they can 
utilize the considerable advantages o f  large accumulations of 
privately ow ned assets. That is the essential premiss o f  the 
argument that leads to the conclusion that under capitalism 
workers are always exploited. But is this premiss correct? Is it 
always true that capitalism will be accompanied by the unequal 
distribution o f  assets? Advocates o f  ‘popular capitalism’ will 
answer these question negatively, implying that an egalitarian 
capitalism is a practical possibility.

In Europe, where capitalism replaced a largely feudal or 
peasant economy, the distribution o f  wealth was already very 
unequal. In this context the rise o f  capitalism in conjunction with 
the industrial revolution may have had, in the end, egalitarian 
consequences in relation to the preceding economic system. 
This is a subject that has been frequently discussed by economic 
historians (see, for instance, H obsbaw m , 1968).

The actual historical development o f  capitalism, however, is 
not what is at issue. What is im portant to understand is the 
principles which govern the performance o f  a capitalist economy. 
If  the source o f  exploitation is the unequal distribution o f  
capital, the question naturally arises as to whether it is possible 
to envisage a capitalist system that w ould have an egalitarian 
distribution o f  capital. If so, such a system w ould not be 
exploitative. To pose the question in another way, could 
capitalism not have been an economic system in which a few 
rich workers exploited num erous poor capitalists?

As we know, it has not tended to w ork  out like this, and the 
reasons are w orth  considering. Everyone is endowed with some 
labour power. There may be differences in inherited skills 
which will give rise to income inequalities, but these inequalities 
are probably extremely small in comparison with those that can 
arise from the fact that the majority ow n no assets whatsoever, 
while a small m inority ow n huge accumulations.

A persistent feature o f  capitalism is the relative scarcity o f  the 
physical means o f  production and the relative abundance o f  
labour. This abundance has been artificially stimulated by
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dispossessing people o f  their entitlements to productive assets. 
In Britain the enclosure o f  land effectively dispossessed a large 
part o f  the population, many o f  w hom  became poorly paid 
industrial workers for the new capitalist class. Nevertheless 
there are tw o reasons w hy  we w ould expect capitalism in its 
early stages to be accompanied by relatively high returns to 
capital and correspondingly low returns to labour. First 
capitalism usually involves more capital intensive forms o f  
production than the agriculturally based systems that preceded 
it. Capital by its nature starts off in short supply. Market 
valuations o f  scarce inputs naturally involve a relatively high 
return. A corollary o f  this argument is that, as investment 
increases the volume o f  capital in a market economy, the return 
to capital can be expected to fall.

This is not the Marxist ‘Tendency for the Rate o f  Profit to 
fall’. It is a simpler process by which the return to a relatively 
scarce input in production will be relatively high. As capital 
becomes less scarce, we would expect this return to fall. A 
second reason for the relatively high return to capital has been 
the high g row th  rates o f  population that were historically 
associated with the introduction o f  capitalism and industrialization 
in Europe in the nineteenth century and in the Third World 
today. Assuming that capital and labour serve as potential 
substitutes for each other in the production process, if  the 
supply o f  labour grows, its price relative to capital will fall.

Shortages o f  capital and a rapidly growing labour force have 
usually been present when capitalist institutions started to take 
root. This gave rise to high returns to capital and correspondingly 
low returns to labour. However, these tendencies are no longer 
present in m ost European capitalist countries. The original acute 
shortage o f  capital has long since disappeared. The rapid growth 
in populations has also stopped. The numbers o f  people of 
working age can be expected to stay roughly constant or in 
some cases actually decline. This should bring about a relative 
increase in wages and a relative fall in the returns to capital.

Some argue that this has already happened (Samuelson and 
Nordhaus, 1980). A comparison o f  the share o f  wages in total 
income in most European economies at the end o f  the
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nineteenth century w ith  the share now  indicates that these forces 
seem to have been at work. However, there are good reasons 
for believing that capitalism will not converge to an egalitarian 
income distribution as investment makes capital more abundant 
and, at the same time, the num ber o f  potential workers in the 
population remains roughly constant.

The uncertainties surrounding the generation o f  profits tend 
to ensure that successfully surviving owners o f  capital are 
relatively rich. Profits are an uncertain residual payment which 
can be either positive or negative. N o t  all capitalist firms are 
successful. When a firm makes persistent losses, the value o f  its 
assets will fall. Either such a firm will be taken over, and its 
assets managed m ore profitably, or its assets are scrapped 
completely and disappear from  sight. So, whereas poor workers 
‘are always with us’, until they die the sooner as a consequence 
o f  their poverty, poor capitalists are hardly ever to be seen, 
except briefly during a period o f  bankruptcy.

The failed capitalist ‘disappears’ and becomes a m em ber o f  the 
majority o f  society w ho ow n no productive assets, and can sell 
only their labour skills. Successful capitalists, on the other hand, 
can diversify their risks, exploit economies o f  scale, and 
accumulate m onopoly  power. This serves to exclude the entry 
o f  those w ho ow n and control smaller quantities o f  physical 
capital. This process maintains and increases the concentration 
o f  the ownership and control o f  physical assets, giving the 
owners increasing pow er in relation to those w ho possess only 
labour skills. Such concentrations o f  pow er may be undermined 
by the forces o f  competition. But successful competition usually 
can only come from other large firms or through technical 
innovation.

Technical change plays a crucial role in the dynamics o f  the 
capitalist economy. Before a new  invention can be put into 
practice, the innovating capitalist has to invest in new kinds of 
capital equipment. There will usually be greater uncertainties 
surrounding such ventures than in investment projects that use 
more conventional technologies. It is not surprising that 
sometimes long delays can occur before new inventions are 
applied to productive processes. In Chapter 5 it was argued that
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these uncertainties may lead private decision-makers to under­
invest. Here the im portant point is that new technologies often 
provide capitalists with opportunities to make investments with 
relatively high rates o f  return.

Once the uncertainties associated with innovation have been 
overcome, a successfully innovating capitalist can reap large 
profits. At the same time those firms which rely on older 
technologies will find their capital equipment less profitable. 
They may respond by trying to reduce wages or by forcing their 
workers to w ork  harder. Their ability to do this effectively will 
largely depend on conditions in the market for labour and the 
legal arrangements that govern its employment. However, the 
important consequence o f  the new technology is to make older 
capital less profitable and, often, redundant. In such cases, 
unprofitable capital may have to be scrapped earlier than 
planned.

This process can be regarded as one in which new technology 
creates new shortages o f  capital. By making old capital 
equipment unprofitable, it can help to create scarcities o f  new 
kinds o f  capital. O f  course, one technical innovation will only 
do this once. But what we observe in capitalism is the 
continuing introduction o f  new technologies and the continuing 
creation o f  new relative scarcities o f  capital that embodies new 
technological processes, and the w riting-off o f  old unprofitable 
capital. This ensures that the return to capital remains relatively 
high. It prevents the long-run decline in these returns as the 
capital o f  economy grows over time.

This argument suggests one reason w hy there is a long 
socialist tradition that seeks to limit the introduction o f  new 
technology. N ew  innovations can weaken the position o f  labour 
relative to capital. In addition innovative firms may be located 
in different regions (or countries) from those where the older 
firms are situated. British readers will be well aware o f  the 
socially disruptive effects that can follow the closing down of 
industries that are 110 longer profitable.

It is im portant to realize that, although it may be desirable on 
communitarian, social, or other grounds to limit new innovations, 
this runs counter to the encouragement by competitive markets
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o f  profitable production. The socialist reaction to this process 
should not be to prevent innovation but to ensure that the 
profits from such innovations do not exclusively accrue to the 
capitalists w ho ow n the new capital. Workers who use the new 
production processes will have valid claims to it as well (see 
below). An indicative planning process will provide a forum 
where the adverse social consequences o f  certain kinds o f  
investment can be considered before the investment takes place.

So capitalists can preserve the position o f  capital relative to 
labour, by creating new  shortages o f  capital through the 
innovation process; an alternative m ethod is to ‘de-skill’ labour. 
In market economies, workers can usually expect to increase 
their wages by acquiring new skills that are in comparatively 
short supply. As a result, the ever-increasing skills o f  the w ork ­
force, it may be supposed, will reduce the inequality between 
workers and capitalists.

A feature o f  m odern  capitalist innovation is that it gives 
capitalists an opportunity  to try and arrest this process. 
Capitalists usually find that it is more profitable to introduce 
new capital which requires low levels o f  skill on the part o f  
workers. Skilled workers are sometimes deliberately excluded 
from w orking under such conditions, even for unskilled wages. 
Braverman (1974) in an influential book has argued that 
capitalists require workers to exercise minimal skills in their 
work. Instead o f  em ploying skilled workers w ho can take an 
interest and a pride in their work, workers are reduced to being 
an input into the production process. They are in effect treated 
as if  they were another form o f  material input.

Employers find that unskilled workers are easier to control. 
As a result it is easier to ensure that they w ork  in the required 
manner. In addition the domination o f  an unskilled work-force 
is easier to sustain (see below). O f  course the tendency for 
capitalists effectively to reduce the demand for certain kinds of 
skills and replace those workers with the unskilled can have 
complicated effects over the whole economy. It may mean that 
those with skills which arc still in demand can increase their 
relative wages as a result. It is possible that the unskilled wage 
may also rise, in the unlikely event that the supply o f  unskilled
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workers is limited. T he overall consequences will again depend 
on conditions in the labour market as a whole. Nevertheless it is 
noteworthy that capitalists find that ‘de-skilling’ is a valuable 
way o f  ensuring that their profit rates are maintained. This, at 
the very least, does not encourage the belief that such a system 
will inevitably become egalitarian.

I have argued that the dynamic processes o f  capitalism make it 
most unlikely, if  not impossible, for a capitalist system to 
converge to an egalitarian distribution o f  income and wealth. As 
a result exploitation can be regarded as a persistent feature o f  
capitalism. In practice, exploitation o f  the kind I have been 
discussing is a rather abstract concept. For instance, no one can 
identify w ho  is exploiting w hom , especially given the com­
plexities o f  m odern corporate capitalism. A more obvious and 
direct consequence o f  the control exercised by capitalists is the 
domination o f  workers while they are at work.

The forces o f  competition ensure that profit margins are 
always being squeezed. It is in the interests o f  capitalists to 
reduce wages and force their workers to w ork  harder. The 
relative scarcities o f  capital and labour ensure that in a market 
system workers will, on the whole, be paid relatively little. This 
means that capitalists have the power to arrange and control the 
lives o f  workers at the workplace. The harsh conditions o f  w ork 
can severely impoverish w orkers’ lives. This will be aggravated 
by their relative poverty. It deprives them o f  the inclination and 
ultimately o f  the ability to be resourceful and creative in their 
labour. The resulting deprivation and suffering continue to 
form a feature o f  capitalism that for many constitutes its chief 
iniquity.

The kind o f  w ork ing  conditions associated with mass 
production and the production line are a striking example o f  this 
kind o f  domination. It is sometimes supposed that production- 
line techniques are being phased out in a ‘post-industrial’ 
economy. This may be true, but it is unclear that dominated 
work activity is being phased out even in the most advanced 
economies. N e w  forms o f  domination can appear and, in the 
developing world, the abuses o f  production-line methods show 
few signs o f  disappearing. This is an im portant reason w hy



1 5 4  6 .  M a rk e t  Socialism and C apita lism

market socialists favour co-operative methods o f  production 
(see Chapter 7).

O ne way to inhibit the concentration o f  the ownership o f  
capital is the system o f  poll grants discussed in Chapter 8. 
U nder these, everyone w ould receive an equal allocation o f  
capital in their youth. This would enable them to begin 
accumulating capital, and an element o f  equality among 
capitalists w ould  have been achieved. This kind o f  scheme has 
definite attractions, but these will probably be o f  short-term 
value if  it were put into practice in the context o f  capitalist 
institutions. The unsuccessful w ould eventually lose their 
ownership rights. The successful, if  they were able to trade in 
shares, w ould find, by diversification and takeovers, that they 
would be able to acquire large holdings o f  assets. The successful 
w ould reach positions o f  pow er that w ould enable them to 
exploit and dominate other workers.

It is sometimes argued that there is nothing w rong  with 
capitalist acts between consenting adults (Nozick, 1974). Provided 
that the capitalist has acquired the productive assets legitimately, 
and here I w ould  rule out inheritance, w hy should the inventors 
o f  ideas or those with entrepreneurial talents not use them to 
form privately ow ned companies, hiring workers at the going 
wage and acquiring the profits from  the success or the losses 
from the failure o f  such an enterprise?

Some economists have thought o f  the innovating capitalist in 
heroic terms— individuals w ho by their sole efforts build large 
companies which give thousands o f  workers prosperous em­
ployment and millions o f  customers the benefits o f  their 
inventions. People like A ndrew  Carnegie, Henry Ford, or 
William Morris from  the early years o f  the century come to 
mind; Rupert M urdoch  and Alan Sugar from more recent 
times. But while market socialists w ould encourage small-scale 
enterprises, they will wish to restrict or to abolish large-scale 
privately ow ned capitalist firms.

As companies grow, their assets also tend to grow  in value. 
The control o f  these assets should not be confined to a small 
num ber o f  owners. The use and development o f  the productive 
assets o f  any society have great importance for both workers
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and consumers. A capitalist is not entitled to sole control o f  the 
assets that are accumulated thereafter, simply because he or she 
started the firm with a bold idea or a good invention. Without 
the contribution o f  workers hired by the capitalist, the capitalist 
would not have been able to accumulate assets in the first place. 
This in itself should entitle the w orkers to a share o f  those assets. 
It is remarkable how  self-made millionaires consider that their 
achievements were almost solely due to their own efforts, 
whereas in fact they were the consequence o f  the efforts o f  
thousands o f  others as well as their own.

It is sometimes argued that, since the workers were paid the 
going wage, no further reward is required. They voluntarily 
engaged in a capitalist act, and deserve no share o f  any profits 
that are subsequently made. To see w hy this argument is 
wrong, consider the case o f  slavery. Is there any reason to ban 
acts o f  enslavement between consenting adults? O n  the face o f  it 
not, and it is indeed probable that there are many people in the 
world w ho  w ould  voluntarily enslave themselves if  as a result 
they received a guaranteed standard o f  living. But m ost people 
would not support such an institution and with good reason. 
On moral grounds, we believe people should not be owned by 
others. Similarly socialists do not believe that labour time 
should be traded in an identical fashion to commodities. People 
who w ork  in a team, in however hum ble a capacity, will have 
devoted some o f  their life to the success o f  whatever tasks are 
being undertaken. This should give them an entitlement, 
however small, to any profits that ensue.

An additional argument that supports the sole retention o f  
profits by capitalists is that they take on sole responsibility for 
the risks involved. Profit, if  it occurs, is a reward for 
undertaking these risks. Workers face 110 risk and so deserve no 
share o f  the profits. T he objection to this argument is that it is 
quite w rong to assume that the workers undertake no risks. If 
the firm is not successful, workers will be laid off. Even in an 
economy with full employm ent, this will involve redundant 
workers in considerable costs. The situation will be worse if  the 
firm actually goes bankrupt. In this case, workers can lose 
wages that are owed to them as well as their jobs. Most workers
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therefore do undertake some kind o f  risk when they jo in  a firm, 
while capitalists w ho ow n a variety o f  productive assets can 
reduce the risks they face by diversifying their operations. If 
they are very successful in doing this, they may face very little 
risk at all.

This is not to say that the founders o f  a firm may not bear 
more risk than its workers, nor that those w ho have good ideas 
or make productive inventions should not be given considerable 
compensation for doing so. A market socialist would not want 
to impose a uniform distribution o f  wages on the economy. But 
the argument does imply that the sole ownership rights of  
capitalists should be abolished w hen the firm reaches a certain 
size.

It is possible that, although capitalists do not bear all the risks 
involved, they may nevertheless be forced to bear too much risk 
in a traditional capitalist system. It m ight be more efficient if  
there were other ways by which innovators could reduce their 
exposure to the possibility o f  unfavourable outcomes. Indicative 
planning may serve to reduce the risks involved in making invest­
ments. The exchange o f  information can reduce uncertainties 
about future m arket conditions. Innovators may then feel freer 
to use their talents for innovation. Capitalists may not be the 
sole bearers o f  risk, but the concentration o f  risk upon them 
may be unproductive in terms o f  making new investments and 
starting new companies.

It may be suggested that the great innovators w ould not 
innovate w ithout the possibility o f  acquiring massive wealth 
and power as a consequence. However, most people with 
exceptional talents take pleasure in exercising them. In a market 
socialist society they w ould find that their talents w ould provide 
them with relatively high wages. M any capitalist firms today 
hire skilled scientists to undertake inventions for them. It is not 
self-evident that such firms are slow to make new discoveries. 
Innovators under m arket socialism would be denied the power 
that accrues from the ownership o f  great wealth. If  there are 
innovators w ho will not innovate w ithout such incentives, they 
will have to make their innovations elsewhere. The external 
costs that they impose on the rest o f  society are too high.
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The costs o f  ensuring that no capitalist firms exist at all would 
obviously be absurdly high. Capitalist firms that are sufficiently 
small do not pose a serious threat to the well-being o f  others. If 
labour market conditions are reasonably favourable, workers 
will be able to leave if  they find conditions unacceptable. At a 
certain size this is no longer true. It therefore seems reasonable 
to require capitalists to share ownership with the work-force 
once their firm reaches a certain size. An attractive solution to 
the problem o f  h ow  large a company should be before it ceases 
to be privately ow ned is to allow the work-force to make the 
choice. Companies that are more efficient when run in a 
capitalist manner could then remain capitalist so long as the 
capitalist concerned could persuade the work-force to continue 
with this form  o f  enterprise. An obvious difficulty with this 
scheme is that new  workers w ould be under pressure to 
conform to the capitalist’s wishes. The capitalist might pay his 
old workers comparatively high wages to prevent them from 
forming a co-operative. This kind o f  firm w ould then have no 
incentive to expand as it should.

The alternative m ethod o f  imposing a limit to the size o f  the 
capitalist firm is to prohibit the sale o f  shares in the firm ’s assets, 
except under conditions where the work-force can take a 
majority stake.1 T he owners w ould  be able to build up the firm 
to any size so long as they did not attempt to diversify 
ownership by using the legal means o f  limited liability. The sale 
of partnerships and firms ow ned by single individuals would 
also only be allowed under conditions where the work-force 
could buy out the assets. Fiscal incentives would encourage 
these sales o f  assets to the work-force.

It may be objected that under such arrangements large 
capitalist firms will still persist. However, they will only be able 
to do so in the life span o f  the founders. M ost founding 
capitalists will wish to share the ownership o f  the firm, and, if 
possible, to realize the expected future profits o f  the firm. This 
may occur w hen the firm reaches a certain size or it may be at 
the retirement o f  the founders. At this point it is desirable to

1 I am  in d e b te d  to  Saul E s tr in  fo r  this p o in t .



158 6 .  M a rk e t  Socialism and C apita lism

prevent the continuation and expansion o f  capitalist relations 
within the firm. Further g row th  should be under the active 
participation and control o f  the work-force. For rather different 
approaches to these problems, see N ove (1983) and Ryan
( 1 9 8 4 ).

C O R P O R A T E  C A P I T A L I S M

So far I have been considering capitalist companies that are 
controlled by their owners. Strict inheritance taxes in a market 
socialist society will ensure that these firms will have been 
started within the lifetime o f  their owners. If  large firms 
emerge, it will be the result o f  the efforts o f ‘heroic capitalists’. 
Such figures w ould  be well rewarded within a market socialist 
society, in terms o f  a high income and probably in terms of 
respect and status too. But they would not acquire permanent 
ownership rights over large quantities o f  productive capital.

Most owners o f  capital in m odern industrial economies are 
not, o f  course, heroic at all. As capitalist firms have expanded, 
so has their share ownership. The world-wide integration of 
stock exchanges continues a process by which ownership and 
control o f  large companies are increasingly separate. M ost large 
companies are ow ned by a large num ber o f  small shareholders 
and by a num ber o f  financial institutions such as pension funds, 
investment banks, and insurance companies. I shall consider 
these two different classes o f  ow ner in turn.

Small private shareholders do not in themselves constitute a 
threat to the egalitarian principles o f  market socialism. O n  the 
assumption that absolutely no wealth will be inherited, if  some 
people wish to hold their savings in the form o f  shares then this 
would present no difficulties. In fact, the main problem derives 
from the very lack o f  control such shareholders exercise over the 
assets they own. T o  expect small shareholders in a large 
company, such as British Telecom, to make informed decisions 
about the use o f  corporate assets is absurd, especially i f  they live 
hundreds or even thousands o f  miles from where the firm 
operates.
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Usually, in a large m odern corporation, control will pass to 
the management. Provided profits are maintained, the manage­
ment is free to conduct the affairs o f  the company as it wishes 
until a takeover bid is made by a rival company. A public, but 
not always well-informed discussion takes place concerning the 
alternative plans put forward by the rival management groups. 
The shareholders make their decision and then find themselves 
locked into the victorious management team. Few economists 
have any faith that this process leads to the efficient use o f  a 
corporation’s assets.

Small shareholders seek to increase their savings through 
dividend payments and capital gains. Some may enjoy the 
pleasures o f  gambling on risky assets. They are not particularly 
interested in or informed about the complex questions o f  
managing a large industrial company. For this reason they 
cannot be expected to be owners o f  assets w ho seek to improve 
and maintain their value in socially desirable ways. They will be 
the inevitable victims o f  the present management or o f  rival 
managements w ho will have access to much, if  not all, o f  the 
information needed to make the relevant decisions. The 
legitimate interests o f  small shareholders can be perfectly well 
secured w ithout owning shares in large corporations. By using 
options and bets, savers can construct portfolios which will 
provide them with future income at varying amounts o f  risk. 
Small shareholders do not want to own, in any active sense, 
industrial assets. They should be given more attractive alter­
natives.

Institutional investors present similar problems in a different 
form. In conjunction with the spread o f  a world-wide system of 
linked capital markets, there has recently emerged a new class o f  
investment advisors and financial analysts w ho manage the 
portfolios o f  institutional investors. Often quite young, these 
market operators are free to speculate with huge accumulations 
of financial wealth. It is too early to be certain about the 
consequences o f  this new concentration o f  financial power, but 
the current indications are not encouraging.

In Britain, institutional investors have traditionally not played 
an active part in the management o f  the companies that they, in



practice, own. Again they have no inclination or particular 
talent to do so. Insurance companies, pension funds, etc., all 
own shares in large corporations for exactly the same reasons as 
do small shareholders— to earn dividends and to make capital 
gains. They may be in a position to take a longer-term view and 
the size o f  their portfolios may enable them  to take on riskier 
investments, but they are just as uninterested in and as ill-equipped 
to deal with problems o f  controlling industrial assets o f  great 
value to the whole society as the small shareholder.

In practice, by delegating their investment choices to market 
operators, they may act m ore speculatively and more sensitively 
to short-term fluctuations than the small shareholder. The 
highly paid investment advisor will wish to show the value of 
his or her advice in the short term, rather than over the much 
longer-time horizons that are appropriate to pension or insurance 
investments. This kind o f  short-term  bias in the investment 
decisions o f  large and powerful financial institutions can be 
seriously detrimental to the long-term  investment prospects of  
the economy. It is not the purpose o f  this chapter to provide the 
appropriate policies to deal with this issue. The Labour Party 
has made proposals in this area. The point o f  the argument is 
that the modern corporation, set up as a limited liability 
company, ow ned by shareholders w ho trade these shares on 
stock markets around the world, and controlled by a largely 
independent management, is a powerful and probably also an 
inefficient institution.

Oliver Williamson, one o f  the few economists w ho has 
seriously studied large corporations, has argued that by econ­
omizing on the costs o f  making transactions, the modern 
corporation can exploit ‘organizational’ economies o f  scale. He 
uses this argument to suggest that the modern corporation is an 
efficient organizational form (Williamson, 1986). While this 
argument may be correct, it still does not imply that the 
ownership structure o f  the m odern corporation is efficient. 
Managers may be able to exploit organizational advantages but 
will do so in their ow n interests, not necessarily in the interests 
o f  owners or workers. Estrin in Chapter 7 suggests a way of 
organizing co-operatives which has the possibility o f  preserving
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the divisional form  o f  the m odern corporation— and thereby 
preserving any organizational economies as well— while com ­
pletely changing the ownership structure.

Ownership rights should be given to those w ho have an 
incentive and the information efficiently to maintain and to 
improve the productivity o f  industrial assets. O ne approach to 
the problem is to see that the modern corporation, by giving 
control to management, has begun to evolve into a kind o f  co­
operative— one that market socialists would not wish to 
endorse, because o f  the division that still exists between workers 
and management, but a co-operative nevertheless. The division 
between workers and management, although important in 
practice, is often a left-over from an older, traditional form o f  
capitalism. Workers almost certainly have access to valuable 
information that will be relevant to management decision­
making. To divide the work-force from management simply 
because the m anagement wishes to preserve its privileges is 
neither equitable nor efficient. As modern Japanese companies 
have realized, the division between management and workers 
often has 110 validity in terms o f  operating the company 
efficiently. As I have argued above, anyone w ho participates in a 
production process is entitled to a share o f  the profits. If  it 
makes sense to give management ownership rights because they 
are the group w ho control a large modern corporation, then it 
also makes sense to extend these rights to all the workers 
involved.

C O N C L U S I O N

The argument o f  this chapter has been that socialist governments 
wish to reform the capitalist economy because under capitalism 
workers are exploited and dominated by those who privately 
own the means o f  production. Nationalization o f  those means 
of production is not an attractive policy to pursue in general, 
although there may be circumstances when it appears to be the 
best alternative.

The unequal distribution o f  private wealth is an essential 
feature o f  the capitalist economy, not an historical accident. The



dynamics o f  capitalism will lead to concentrations o f  wealth that 
will em pow er their owners to abuse those less fortunate. 
Radical capital transfer taxes may assist to prevent such 
accumulations from  being passed on to descendants, but 
capitalist firms may nevertheless pose a threat to the egalitarian 
aims o f  socialism. However, to rule out small private firms 
altogether seems unnecessarily restrictive. A compromise is 
suggested whereby private ownership is tolerated so long as the 
owners do not wish to sell their assets. Should they wish to do 
so, and small-scale capitalists often seek to realize the future 
profits o f  the firms which they have created, the work-force 
should be encouraged to take over control o f  the firm. As Estrin 
suggests in Chapter 7, it may be m ore efficient to vest ow ner­
ship in these cases with a holding company rather than with the 
workers themselves.

The analysis o f  the m odern corporation suggested that the 
institutional ingenuity o f  capitalism in devising new forms of 
efficient organizations to suit changing circumstances has at last 
begun to fade. The inefficiencies caused by the separation of 
ownership from control can obviously be avoided by recombining 
them in new forms. If workers collectively control the assets 
with which they w ork  they are less likely to be dominated in the 
workplace. The case for co-operatives is discussed in detail in 
Chapter 7. Labour-capital partnerships may also have a role (see 
Chapter 4). The structure o f  property rights will have to be 
changed to give w orkers control over production, and to 
prevent accumulations o f  wealth that in a market system 
threaten the welfare o f  others. In conjunction with such a 
reform, the ways in which workers acquire skills and the market 
in which they trade them  will also be an im portant priority for a 
market socialist government.

The purpose o f  this chapter has been to re-examine traditional 
socialist arguments against capitalism. M arket socialists, like the 
vast majority o f  socialists before them, wish to eradicate as 
completely as possible inequalities o f  income that arise from 
inequalities in the ownership o f  industrial assets. From this it 
follows that a socialist econom y will have to abandon the 
private ownership o f  the means o f  production as the principal
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form o f  ownership in the economy. Strict inheritance taxes and 
a restriction on the size o f  companies that are privately owned 
are also necessary. M arket socialists w ould also advocate the use 
of a market to allocate labour skills, though it can be expected to 
give rise to income inequalities. It is im portant that the labour 
market works efficiently and equitably as well.

It is not precisely know n how  large are the differences in 
inherited endow m ents o f  skills and talents. It is probable that, 
even if  everyone had equal educational opportunities, there 
would still be some variation in the resulting distribution o f 
skills and talents. Those with scarce skills, whose labour power 
would be valued comparatively highly by market processes, 
would receive a relatively high wage. Those w ho were unskilled 
and w ho tend to make up a large, but at the m om ent decreasing, 
part o f  the employed labour force, would find that their skills 
were valued less.

It should be clear that full em ploym ent becomes an essential 
priority for a m arket socialist government. This is not only 
because it increases the welfare o f  workers; it also plays an 
important role in the logic o f  the economic system being 
proposed. It makes little sense to advocate an equality based on 
the possession by all o f  some kind o f  marketable labour skills, if 
some workers find that there is no market in the skills which 
they happen to have obtained through the educational system. 
To achieve full em ploym ent, the government will have to arrive 
at an appropriate blend o f  micro-economic policies designed to 
improve the efficiency o f  labour markets and support retraining 
and migration where necessary. At the macro level, policy will 
have to aim for full em ploym ent w ithout inflation. If  some 
economically powerful groups emerge who can effectively 
ignore and override their ow n budget constraints, an incomes 
policy may be necessary. The preference o f  market socialists for 
small competitive units means that the need for an incomes 
policy may be less likely to occur than w hen large monopolistic 
structures dominate the economy.

Capitalism requires governments to construct the legal 
framework which enables capitalism to thrive. Similarly a 
market socialist government should devote most o f  its reforming
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efforts to replacing laws that define capitalist property rights 
with a socialist framework. The result should support and 
sustain the forms o f  ownership and the kinds o f  property rights 
that, it has been argued, are necessary for socialism. Once these 
fundamental legal reforms are carried out, a large government 
bureaucracy— which has been a typical feature o f  socialism in 
the past— will not be required.
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W orkers’ Co-operatives: Their Merits 
and their Limitations

Saul Estrin

T h e  shift o f  emphasis on the Left from  plan to market has 
brought to the fore the issue o f  how  best to organize enterprises 
in a socialist society. There is no real problem  for the committed 
planner. Publicly ow ned corporations should be managed by 
their managers, whose jo b  it is to im plem ent the plan. For ‘left’ 
libertarians, socialism is about equal entitlement to the means of 
production, with the question o f  ho w  people choose to use their 
endowments in the production process left open. Indeed, the 
Croslandite view is that capitalist firms are an acceptable 
component o f  a socialist economy, provided that taxes and 
subsidies exist to eliminate inequalities. But there is also a 
longstanding socialist tradition which argues that fundamental 
changes in society m ust be intimately bound up with changes in 
the way that w ork  itself is organized. This points to w orkers’ 
self-management o f  industry. Since effective w orkers’ control is 
contingent upon the enterprise itself, rather than, say, a local or 
central planning office being the basic unit o f  economic 
decision-making, m arket socialism is a particularly convenient 
framework into which the decentralization o f  production 
decisions to workers can be embedded.

Co-operatives are very much the flavour o f  the m onth  on the 
British Left. This is largely for ideological reasons. Socialist 
authorities have been heavily involved in co-operative formation 
via local Co-operative Developm ent Agencies (CDAs) as part

M a n y  o f  the ideas in this p a p e r  w e re  d e v e lo p ed  f ro m  a p ro jec t  o n  
nat ional iza t ion  a n d  p r iv a t iza t io n  in France  and  Brita in ,  f inanced b y  the 
L ev e rh u lm e  T ru s t .  I w o u ld  like to  th a n k  V irg in ie  P e ro t in  for c o m m e n t s  and  
discussions.



o f  their broader economic strategy. Co-operatives are seen as a 
potentially successful organizational form  in which socialist 
ideals do not necessarily conflict w ith  commercial viability. We 
have seen an enorm ous upsurge in the num ber o f  such 
organizations in the U nited  Kingdom, from  less than twenty in 
19 7 5  to 330 in 1980, 1,400 in 1985, and perhaps as many as 1,600 
today. The num bers w orking  in co-operatives have risen from 
less than 2,000 in 1970 to m ore than 10,000 now. Recent 
empirical w ork  suggests that the failure rate o f  co-operatives 
may be less than that o f  other types o f  small businesses, between 
6 per cent and 11 per cent per year, and is certainly no greater 
(see Estrin and Perotin, 1987).

The majority o f  British co-operatives meet socialist objectives, 
as conventionally defined, in that they have often been formed 
to produce for ‘social needs’ rather than purely for profit. Their 
activities are concentrated in the service sector (52 per cent o f  the 
total in 1980), particularly in restaurants, bookshops, other 
retail outlets, printing, house decoration, and record, film, and 
music-making. Such co-operatives frequently try to satisfy 
demand from the local com m unity  or other co-operatives rather 
than the wider market. They are also typically very small, with 
the average num ber o f  w orkers in each being around five in 
1984. There is often an anti-growth, and indeed sometimes an 
anti-capitalist ethic, w ith  the consequence that there are almost 
no large co-operatives in the U nited  Kingdom. In 1981 only 
fifty co-operatives had a turnover in excess o f  £100,000, and 
even now  none employs m ore than a thousand workers. This 
may also be because the bulk o f  co-operatives are new; their 
average age according to a 1983 Greater London Enterprise 
Board survey was five and a half years. If  co-operatives set up 
before 1945 are excluded, the average age falls to three years. 
Whatever the reason, their small size and artisanal nature offer 
their members the attractive possibility o f  democratic control 
over their workplace, a welcome alternative for many to the 
hierarchical structure inherent in the capitalist corporation.

Co-operatives are also attractive within a campaigning 
socialist economic policy because they create jobs for dis­
advantaged groups in society: the unemployed, women, blacks,
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and other ethnic minorities. A significant minority o f  co­
operatives have actually been created out o f  the defensive 
actions by workers to preserve jobs following the bankruptcy o f  
their capitalist employer, including the three well-known co­
operatives supported by the then Industry Minister, T ony 
Benn, at Meriden, the Scottish Daily News, and Kirkby. The 
majority, however, have been formed as co-operatives from 
scratch, often w ith  local governm ent encouragement and 
support, as part o f  a positive effort by groups o f  workers to 
create businesses for themselves in areas o f  high unemployment, 
and for m inority groups to create economic organizations 
sufficiently flexible to satisfy their aspirations.

It should be stressed that the British experience with regard to 
co-operative size and nature is far from  typical. The Yugoslav 
system o f  econom y-w ide w orkers’ self-management has excited 
interest for m any years, and will be discussed in m ore detail 
below. Moreover, several Western European countries have 
large and vibrant sectors, in particular Italy, France, and Spain. 
The Italian co-operative sector is by far the largest in the 
Western world, w ith around twelve thousand co-operatives 
employing some half a million people. The bulk o f  the co­
operatives are concentrated in the north and centre o f  the 
country, in Emilia-Romagna, Lombardy, and Tuscany, and 
operate in construction and services. In their evolution, Italian 
co-operatives have benefited from strong central organizations, 
public w ork contracts from local authorities, and from combines 
of co-operatives formed to deal with finance, design, marketing, 
and so forth (see Estrin, 1985). Italian co-operatives are 
therefore typically large (with an average o f  over three hundred 
workers in the top 10 per cent o f  firms), well organized, and 
supported by municipal authorities and the broader co-operative 
movement.

The French co-operative sector is rather smaller, w ith around 
40,000 workers in some 1,200 co-operatives, but also well 
established and with a long tradition o f  production in printing, 
construction, and various branches o f  engineering. In recent 
years French co-operatives have also begun to emerge on the 
British pattern in services and consultancy, w ith relatively few
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workers and concerned with social rather than purely commercial 
objectives. A major difference, which no doubt contributes to 
the different sizes o f  the co-operative sectors in the two 
countries, is that over the past seventy years the French have 
developed a sound legislature and tax fram ew ork for the 
development o f  producer co-operatives.

In Spain, in addition to many small-scale artisanal co­
operatives, there is the large federated group organized around 
the Caja Laboral Populaire in Mondragon. From their foundation 
in the mid-1950s, M ondragon co-operatives grew to employ 
some 8,500 w orkers in 40 co-operatives in 1970, and more 
than double that by 1983 (see Estrin, 1985). M ondragon co­
operatives are concentrated in industrial manufacture, and 
successfully compete on both  Spanish and world  markets. 
Finally, there is a long tradition o f  producer co-operatives in 
the United States dating back to Robert O w e n ’s U topian 
communities. The bulk o f  co-operatives are clustered in 
plywood manufacture, but there has been a recent upsurge in 
services paralleling European developments (see Jackall and 
Levin, 1984).

This apparently gratifying combination o f  economic viability 
and ideological acceptability has led many to see w orker co­
operatives as an im portant precursor o f  the organizational form 
appropriate for a socialist society. Such a view has struck a 
chord amongst those who, recoiling from  the Soviet-type 
system, have pointed to the Yugoslav experiments with social 
ownership, markets, and w orkers’ self-management which we 
detail below (see Comisso, 1979). But the question remains 
whether these organizations really represent a blueprint o f  how  
to run firms in a market socialist future. It is to this issue, and in 
particular to the insights we can gain from economic theory, 
that this chapter is devoted.

In the next tw o sections I summarize the principal merits o f  
co-operatives from a socialist perspective and outline the 
various ways that such organizations operate in practice. The 
problems which economists have suggested co-operatives will 
face in the market-place are the subject o f  the following section. 
Despite the pessimistic implications, I go on to propose
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institutional arrangements and legal changes which could ensure 
the efficiency o f  a market econom y in which producer co­
operatives are the predom inant form  o f  enterprise. The final 
section is concerned w ith  the transition to these new arrange­
ments.

W H A T  C O - O P E R A T I V E S  C A N  O F F E R

The idea that people should ow n and control their ow n firms, 
rather than w ork  for capitalists, has been around since the 
industrial revolution, and has spawned a long, i f  somewhat 
marginal, tradition in socialist thought. The notion was 
associated with U topian thinkers such as O w en, St Simon, and 
Fourier, and was first developed formally in Paris by Buchez 
during the 1830s and 1840s. H e proposed the formation o f  
‘working m ens’ associations’, in which control by capital was 
replaced by w orkers’ self-management and group ownership o f  
the means o f  production. A lthough several hundred producer 
co-operatives were formed in both  Britain and France during 
the latter part o f  the nineteenth century, under Marxian 
influence the dominant strand in the labour movement gradually 
became a concern with public ownership o f  the means o f  
production. By the early twentieth century, socialists such as 
Beatrice Webb were highly dismissive o f  producer co-operatives 
(see Webb and Webb, 1920). The exception, o f  course, was 
G. D. H. Cole, w ith his endorsement o f  a British system of 
w orkers’ self-management— Guild Socialism.

The attraction o f  firms which are ow ned and run by their 
workers are easy to see. First, some w ould argue that enterprises 
in which capital hires labour breed exploitation (see Chapter 6). 
In contrast, w hen labour hires capital, the means o f  production 
are finally put in their place, as a tool o f  labour pow er rather 
than its master. This perspective harks back to a vision o f  pre­
industrial days, w hen the role o f  capital in the production 
process was less and w hen artisans could perhaps hope to 
finance the equipm ent that they needed in order to retain control 
over their w orking lives. As production processes have become 
more capital intensive and economies o f  scale have increased the
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least cost size o f  plant, the argum ent goes, workers have had to 
hand over their rights to self-determination in return for access 
to the means o f  production. M oreover, the concentration o f 
control and ownership in the hands o f  capitalists has allowed 
profits to be maintained at the expense o f  wages. The solution is 
for groups o f  workers to form  productive organizations 
specifically geared to upholding the rights o f  labour as well as 
the supply o f  output to the market-place.

A more recent strand o f  the literature w ould stress the 
importance o f  democracy in the workplace. A starting-point 
would be the sharp contrast between democracy in the political 
process and autocracy at peoples’ places o f  work. Democratic 
involvement in political decisions is n ow  regarded by m ost as a 
fundamental right for all adults. Yet this sits uneasily with the 
fact that hierarchical systems o f  control, paralleling dictatorship 
in the political arena, are taken for granted in the enterprise. If 
we regard involvem ent in decisions which affect our lives as a 
basic prerequisite o f  a hum ane society, the democratic processes 
which govern our political life m ust be extended into the 
workplace. This will act to diffuse power, by giving people an 
equal say in enterprise decision-making. If  anything, the current 
arrangements in the enterprise tend instead to undermine 
political democracy, by devaluing the potential contribution o f 
the people at the bo ttom  o f  the hierarchy and restricting their 
political skills. In contrast, by increasing rights at the workplace 
and giving experience in decision-making, w orkers’ self­
management could help to buttress political democracy.

One o f  the key problems stressed by observers o f  the 
capitalist enterprise is the dissatisfaction or alienation felt by a 
significant proportion o f  the work-force. Workers have no say 
in the major decisions affecting their working lives: the 
production processes used, the pace o f  manufacture, the noise 
levels, m anning arrangements, the layout o f  the plant, and the 
decision to increase or reduce the labour force or even to close 
the factory. Their dissatisfaction comes out in a num ber o f 
ways: their attitude to w ork, to their supervisors, to manage­
ment in general, and to the owners is often highly negative— the 
‘them and us’ syndrome. If  the labour force is not unionized,
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this often leads to uncooperative attitudes, inflexibility with 
regard to w ork  practices, and high rates o f  absenteeism, 
shirking, and labour turnover. In a unionized environment,the 
dissatisfaction also makes itself felt through unions’ militancy, 
industrial action, and strikes. O nce again many o f  those 
problems are in principle soluble in a system o f  w orkers’ self­
management. Individual employees are given an equal vote in 
determining all aspects o f  com pany policy, which should help 
engender a new attitude o f  mutual support and co-operation in 
the workplace. M oreover, since each w orker now  has a stake in 
the profit o f  the firm, material incentives can act to reinforce a 
fundamental change in attitude towards work. The consequence 
o f this reduced alienation and increased involvement may 
therefore be substantial gains in the productive efficiency o f  the 
organization.

A final major grievance with the traditional capitalist system 
is the persistence o f  inequalities in the distribution o f  income. 
These in large part arise from  the allocation o f  corporate profits 
as dividends to a small num ber o f  owners, and from the 
payment o f  significantly higher wages to people with greater 
skills, in particular to managers and professional experts (see 
Chapters 4 and 6). In a system o f  producer co-operatives, non­
retained profits are instead distributed to the work-force, a 
significantly m ore dispersed group than shareholders in most 
cases. A lthough inequalities may remain between workers in 
sectors o f  low and high profitability, the replacement at the 
economy-wide level o f  a small ow ning group by the labour 
force as a whole will act to equalize the distribution o f  income. 
In addition, the distribution o f  income between people o f  
different skills w ithin each enterprise becomes a matter for 
internal debate and vote under self-management, rather than 
being imposed from above by management. While the outcome 
will still reflect to some extent the market position o f  those with 
special skills, it is likely to be m ore egalitarian than pertains in 
capitalist firms. In particular, it seems unlikely that the very 
high salaries and other perks accorded to themselves by top 
managers w ould survive open scrutiny and democratic vote by 
other employees. For example, in M ondragon the m axim um



pay differential from top to bottom  has been determined 
democratically at 3:1. Co-operatives in Italy and France are 
similarly egalitarian.

T H E  V A R I O U S  W A Y S  T O  O R G A N I Z E  C O - O P E R A T I V E S

These arguments in favour o f  w orkers’ self-management tell us 
little about the best way to organize a producer co-operative. 
Moreover, they stand in stark contrast to a now  abundant 
literature, both theoretical and empirical, which argues that 
such organizations have serious deficiencies as the basic unit for 
organizing production in a market system. Since many o f  these 
criticisms derive from  the way co-operatives are organized, it 
will be useful to survey the institutional alternatives. This will 
have considerable relevance for the argument that follows, 
because we will find that producer co-operatives, as con­
ventionally organized, do suffer from a num ber o f  serious flaws. 
However, these arise from  deficiencies in the way that co­
operatives are organized, rather than more profound drawbacks 
to co-operatives as an institution. We are, therefore, able in the 
final section to propose arrangements which could support an 
efficient producer co-operative sector.

The central issue for the w orkers’ co-operative is one of 
ownership, with its ramifications for savings, accumulation, and 
the relationship with the broader capital market. Traditionally, 
co-operatives have eschewed external finance and have been 
entirely owned by their workers as a collective group. The 
labour force or workers, know n as members, have an equal 
share in the profits and equal voting rights. However, since 
ownership is collective, workers have no individual rights over 
the assets, not being required to put up a (significant) stake on 
entry nor being able to w ithdraw  their fraction o f  accumulated 
saving on departure. An alternative model, more prevalent in 
the United States, has co-operatives ow ned by their members 
individually, so, while decision-making is on the basis o f  one 
member one vote, ownership stakes are transferable via the 
market-place. The distribution o f  shares is not necessarily 
egalitarian in these firms.
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Both such forms exist w ithin the U nited  Kingdom. M ost 
contemporary co-operatives follow the Industrial C o m m o n  
Ownership M ovem ent (ICOM ) M odel Rules, which proscribe 
individual ownership. Individuals put up, say, £1.00 to jo in  the 
co-operative, and no additional equity finance is allowed. All 
remaining assets are held collectively, and the firm m ust grow  
by loans from  the bank or by plough-back o f  profit. If  the co­
operative ceases trading, members have no individual claims on 
the residual net assets. In contrast, the older British C o­
operative Producer Federation (CPF) Model Rules fix no limit 
on individual shareholding, so that members can have a 
personal claim on a significant proportion o f  the firm ’s net 
assets. Accumulated capital can, therefore, be either individually 
or collectively owned, the former via the issue to members o f  
additional shares. If  the co-operative ceases trading, net assets 
are disposed o f  in proportion to capital holdings.

For both  individually and collectively owned co-operatives, 
the return to capital is assigned to the labour force, and usually 
paid out in incomes or capital gains. Assuming no external 
finance, neither pays a scarcity-reflecting price for the capital 
that it uses in production. As w e shall see below, this can lead to 
distortions in the allocation o f  resources and in the capital- 
accumulation process.

An im portant alternative is for the ownership o f  capital to be 
external to the co-operative. W orker-m em bers borrow  all their 
capital, and pay a m arket price for it. There are no examples o f  
organizations o f  this sort in Western economies. However, in 
the Yugoslav system o f  workers’ self-management, ownership is 
social. Workers are granted the right to use the capital, to extend it, 
and to adapt it. They earn their incomes as the fruits o f  it. 
However, they do not ow n it, and are not permitted to sell it off or 
run it down. The capital stock is owned collectively by the society 
and is merely administered by particular groups o f  workers. In 
principle, therefore, labour hires capital under Yugoslav self­
management, w ithout the rights and returns o f  the two factors 
becoming confused. In practice, however, the Yugoslavs have 
never charged firms the full scarcity price for capital, so that labour 
has been able to appropriate some o f  the fruits o f  capital.



A second major issue concerns the role o f  non-members 
within the co-operative. O n  the ownership side, the question is 
whether non-w orkers can be involved in the decision-making 
process, as, for instance, w ould  happen i f  the outside ownership 
o f  equity gave non-w orkers voting shares. Such arrangements 
may ease financial pressures by widening the resource pool from 
which the co-operative can draw to finance production and 
investment, but external control is thought to undermine co­
operative principles. A ttem pts to embed producer co-operatives 
within a broader planning system m ight also imply consumer or 
state representatives on enterprise management boards, and 
these are likely to raise similar control problems. Henceforth we 
shall assume that control remains vested solely in the hands o f 
employees. By implication, i f  the co-operative requires external 
funding, it m ust be debt rather than equity finance.

O n  the labour side, the crucial question concerns non­
members: should the co-operative use workers w ho are not 
involved in decision-making in the production process? O ne can 
see arguments for permitting the use o f  some hired workers, for 
example in sectors where the activity is seasonal, so that the 
num ber o f  hands needed at peak times far exceeds the normal 
establishment. Co-operatives have tended to emerge in such 
areas— shops, agricultural w ork, or forestry. The largest US 
co-operative sector, in the p lyw ood industry, relies heavily on 
hired labour at peak times. O n  the other hand, it is argued that 
the use o f  hired labour runs counter to co-operative principles, 
allowing one group o f  workers to make decisions for another. 
In the U nited  K ingdom , CPF rules permit the use o f  non­
m em ber workers while IC O M  rules do not.

T H E  P R O B L E M S  O F  W O R K E R S ’ C O - O P E R A T I V E S

Despite the num erous attractions o f  w orkers’ self-management, 
producer co-operatives have been treated with mistrust or 
disdain by many on the Left. This is partly because democracy 
in the workplace is inconsistent with autocratic planning. But 
there are also real worries about the inherent inefficiencies o f  
such organizations, articulated recently by economists such as
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Vanek (1970) and Bonin and Putterm an (1987), w ho point to 
three broad areas o f  concern: the responsiveness o f  co-operatives 
to market forces, their capacity to invest and grow, and their 
ability to survive as productive organizations in the long term-— 
the problem o f  degeneration.

Com m encing w ith  the em ploym ent and output decisions o f  
producer co-operatives, the key result o f  economic theory is 
that such organizations restrict em ploym ent  relative to their 
capitalist counterparts. There are several dimensions to the 
underlying logic. If  we assume co-operatives to be primarily 
interested in their m em bers’ incomes, profitability implies that 
pay for m em bers exceeds what w ould be received in a 
comparable firm which was capitalist. However, for the firm, 
wages represent a cost; the higher the wages, the fewer workers 
the organization will wish to employ. For, given market 
circumstances, a profitable co-operative will employ fewer 
workers than its capitalist counterpart, thereby reducing its 
output below the level that w ould otherwise pertain. Putting 
the argument another way, in order to raise incomes, co­
operatives will try to raise labour productivity. This will lead 
them to increase the am ount o f  capital used per employee, 
implying greater incomes but less em ploym ent than w ould hold 
in competitive capitalism.

Em ploym ent restrictiveness can lead to serious problems in 
adjustment to economic changes. Capitalist firms are thought to 
be highly responsive to changes in market conditions, with 
production increasing to match both increases in demand or 
declines in input costs. Co-operatives, in contrast, respond far 
less. For example, an increase in demand always brings forth a 
smaller response than w ould be forthcoming in a comparable 
capitalist organization, because the increased price raises the net 
revenue o f  the firm and therefore m em bers’ incomes once non­
labour costs have been deducted. The co-operative will not take 
on additional members, because the higher pay would be 
diluted: ‘m ore ways to cut the cake’. The im proved market 
conditions also offer the opportunity  to increase the capital 
intensity o f  production and raise labour productivity and 
thereby incomes. The total response may ultimately be as great



as in capitalist firms, once the new  capital comes on stream, but 
the adjustment will be m uch slower.

M ore generally, it can be argued that the goals o f  the co­
operative m ust be first and foremost the collective welfare o f  the 
membership. The co-operative may have broader social objectives, 
but these enter because they are desired by particular members 
rather than because they are inherent goals o f  the organization. 
Improved m arket conditions permit the co-operative to gratify 
more fully these goals— pay, conditions, hours o f  work, size o f 
the collective, and so forth— but such objectives are only 
indirectly satisfied by changes in production. To  take an 
extreme example, consider a co-operative in an unpleasant line 
o f  work, where the m em bers seek to reduce their hours o f  w ork 
provided that this does not lead to falls in income. I f  demand 
conditions im prove, so the co-operative can sell its output at a 
higher price; the m em bership may choose to take their higher 
potential benefits in a shorter w orker week, rather than via the 
increased income that m ight come from greater output. Thus, 
to the extent that the gratification o f  collective preferences 
conflicts w ith  increased production, the effect on marketable 
output o f  an increase in dem and will be less than would occur in 
capitalist firms.

The implication seems to be that co-operatives may not be the 
best way to organize production in a market economy. Markets 
are decentralized in order to spread the signals about changing 
demand, technological, or cost conditions widely amongst a 
variety o f  actors. T he competition between respondents to 
market signals is the essence o f  g row th  and development. The 
system is therefore ill served by enterprises which do not react 
adequately.

But this overstates the problem. The fact that each individual 
co-operative, mindful o f  the narrow  interests o f  its members, 
does not adjust supply sufficiently does not automatically imply 
inefficiencies in the allocation o f  resources. The total level o f 
output in the econom y depends on the aggregate o f  production 
decisions: the choices made by all co-operatives taken together. 
If existing co-operatives do not react adequately to changes in 
consumer demand, the resulting misallocations can be tackled
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by brand new co-operatives. And the system provides economic 
incentives, in the form  o f  higher incomes, to entrants attracted 
to meet shortages. Similarly, i f  input cost reductions or 
technical advance mean that m ore o f  a particular good should be 
produced, entirely new  co-operatives can satisfy the gap in 
demand left by the inadequate reactions o f  existing producers. 
Once again, workers in such co-operatives will earn m ore than 
would be available elsewhere in the economy, at least until the 
shortages are eliminated.

The general point is that, in idealized models o f  the 
competitive econom y where there are enormous numbers o f  
traders, the restrictiveness o f  any particular trader does not 
matter because others will seek to fill any gaps left in the 
market. O f  course, the story becomes m ore complex when 
sophisticated production processes are involved, because o f  the 
time and expense involved in setting up a business, but the same 
general principles apply. Provided entry and exit into markets 
are relatively easy, restrictive behaviour by an individual 
producer does not really matter. It will be offset by the actions 
of competitors. In this context, the oft-noted restrictiveness o f  
individual co-operatives fades to secondary importance. The 
problem instead becomes that they are relatively hard to fo r m  or to 

close.

With the creation o f  co-operatives we immediately run into 
the ‘entrepreneurial p rob lem ’. Self-interest entrepreneurs create 
economic organizations for personal profit. If they spot a viable 
market niche, they will rarely be happy to share the potential 
profit around w ith  all their employees via a co-operative. They 
will prefer the capitalist form, where they can keep the surplus 
for themselves. M oreover, there are probably additional costs to 
creating a co-operative, relative to a capitalist firm, if  only 
because the potential collective members have to find each 
other, rather than just each be hired by the capitalist entrepreneur. 
These difficulties probably explain the dearth o f  producer co­
operatives in m ost countries.

Co-operatives also have relatively greater difficulties with 
respect to bankruptcy and closure. This is because the concept 
o f  loss is not well defined in such organizations. Capitalist firms



raise revenue by selling their products and incur costs by hiring 
inputs, including labour, from  markets. If the gap between 
revenue and cost— profit— is persistently negative, the firm will 
be unable to pay for its inputs and m ust ultimately close. The 
resources currently tied up in that line o f  activity can thereby be 
reallocated to other, m ore profitable, uses. In contrast, the 
surplus o f  revenue over non-labour costs— net revenue— is the 
relevant indicator for co-operatives, and is available in its 
entirety for distribution to the worker-m embers. If  demand 
conditions deteriorate or non-labour costs size, net revenue is 
squeezed and labour remuneration m ust fall. However, when 
the co-operative is forced to close is up to the members.

Conceptually, the answer is straightforward. When re­
muneration falls below w hat w ould be earned in the broader 
labour market, the co-operative is effectively loss-making. If 
this situation persists, w ith  no reasonable likelihood o f  its 
reversal, the co-operative should be w ound  up and the labour 
and capital should be shifted to more productive uses. However, 
the members themselves may be willing to accept very low 
wages and poor conditions for long periods o f  time rather than 
sec the organization fail. Then closure will not occur and 
resources will be frozen in unproductive uses.

From a social point o f  view, this is not necessarily such a bad 
thing in a capitalist system, where the alternative to closure may 
be long-term  unem ploym ent. There is a potentially valuable 
role for co-operatives in a capitalist economy, offering workers 
the option o f  continuous em ploym ent, perhaps at lower wages, 
rather than unem ploym ent when conditions are bad. But it 
must be recognized that social justice for the otherwise 
unemployed is being bought at the cost o f  allocative inefficiency. 
In a market socialist economy, where indicative planning should 
ensure that new jo b  opportunities emerge in sectors or regions 
o f  declining demand (see Chapter 5), the social gain from such 
efficiency losses w ould be smaller and probably could not be 
justified.

In summary, co-operatives have weaker incentives to react to 
market signals than capitalist firms. The allocative problems 
that result could in principle be surm ounted by entry o f  new co-
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operatives in sectors o f  high demand, and exit o f  co-operatives 
in declining industries. But there is little reason to be sanguine 
about the extent o f  adjustments from such sources. C o­
operative formation is harder than for capitalist firms, because 
of the suppression o f  the individual entrepreneur’s role, and 
closure may be prevented because o f  imprecision about when 
losses are being made. There will, therefore be serious allocative 
inefficiencies in a free market system o f  producer co-operatives.

The second problem  area for producer co-operatives is 
investment. M any argue that, left to themselves, co-operatives 
tend to invest less than capitalist firms in the same situation.1 
The issue is closely associated with the problem o f  ownership, 
and for the discussion which follows we assume that co­
operatives use the arrangements currently predominant in the 
United K ingdom — the assets for the most part being owned 
collectively by the w orker-m em bers. The problem does not 
arise if  the co-operative is ow ned individually by the members, 
each retaining a marketable share in the co-operative, as could 
occur under CPF rules.

To understand the underinvestment problem, first consider a 
co-operative w ithout recourse to an external capital market, and 
therefore relying entirely on plough-back for capital accumulation. 
A capitalist firm in the same situation w ould undertake any 
investment project for which the expected rate o f  return 
exceeded what the ow ner could make by leaving the funds in 
financial assets: the long-term  rate o f  interest. The opportunity  
cost o f  funds to each m em ber o f  the co-operative is o f  course 
exactly the same as for the capitalist. However, co-operative 
members have no individual claims on the collectively owned 
assets o f  the organization. Hence the expected return on 
investment only derives from the expected increase in earnings 
which will result from the additional capital. This will necessarily

! T h e  alert r eader  w il l  h ave  n o ted  th a t  the  e m p lo y m e n t  restr ic t iveness 
a rg u m e n t ,  w h ic h  im plies  g re a te r  capital  in tensi ty  ¡11 co-opera t ives ,  con trad ic ts  
the under investm ent a rgum ent ,  w hich  implies low er  capital intensity. H ow ever ,  
the fo rm e r  analys is  re fe rs  to  the  tiemanti  f o r  capital on the  a s s u m p t io n  o f  
perfectly  el .ishe su p p ly  an d  too  per  cen t  d e b t  financing;  the  la t ter  to  the  supp ly  
ot  iu n d s  on the  a s s u m p t io n  tha t  in v e s tm e n t  is se lf- f inanced an d  the en te rp r ise  is 
o w n e d  collectively.
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be less than the expected rate o f  return on the capital, because 
the members lose any rights over the principal invested in the 
firm. Thus the capitalist receives the return on investment as 
increased profits, and can at any time sell the firm to recoup the 
sum initially invested. The members receive the return on 
investment via their incomes, but cannot reclaim the sum 
initially invested because it is ow ned by the ‘collective’. This 
means that co-operative members will require a greater rate o f  
return from investment projects than capitalist owners in order 
to recoup the lost principal, which will lead them to invest less 
than the capitalist firm.

This point can be seen m ore clearly with the aid o f  an 
example. Suppose that technical innovation has led to the 
development o f  new  production methods in the shoe industry, 
such that the purchase o f  new machinery at £ im . w ould increase 
profits by £100,000 per year. If the real interest rate is 5 per cent, 
this would be a profitable way for a capitalist ow ner to invest 
£ im . even if  he or she were $5 years old and intended to retire in 
five years. This is because the extra profitability o f  the company 
would be reflected in its sale price, so that he or she could earn 
the £100,000 per year and recoup the £1111. at the point o f  
retirement. Consider the same decision if  the shoe company 
were instead a co-operative, whose 1,000 workers were due to 
retire in five years. Suppose that the co-operative had made 
£ im . in distributable profits that year, and the members have to 
choose between investing in the co-operative or in financial 
assets. If  they do the latter, they each take £1,000 now  and earn 
£50 a year so that they have £1,250 by the end o f  the period 
(assuming that they do not invest the interest). If  instead they 
invest in the co-operative, the value o f  the co-operative’s 
collective assets rises by £ im .,  which is available for future 
generations o f  workers. This generation, however, loses all 
rights over the investment, and merely earns £100 per annum  in 
increased income for five years, a total o f  £500. The members 
would clearly be m uch better o ff  by taking the profits out o f  the 
firm.

As with em ploym ent restrictiveness, this characteristic is 
essentially the consequence o f  conflict between the individual
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interests o f  w orker-m em bers and the broader social interest. 
Individual interests run against saving in the co-operative, even 
when other sources o f  finance are limited, because the income 
forgone over your w ork ing  life cannot be reclaimed when you 
leave. The m agnitude o f  the problem, however, is unclear. The 
wedge that the loss o f  principal drives between the return on 
capital and the increase in m em bers’ earnings diminishes over 
time. Hence if  co-operative members have a long-term  per­
spective on the firm, this problem  will tend to disappear.

But the fact remains that collective ownership gives the co­
operative incentives to invest less than their capitalist counterparts. 
This may be blunted, however, if  we allow for the use o f  
external funds to finance investment. In order to invest as much 
as capitalist firms, co-operatives will have to rely rather more on 
borrowed finance. But the questions remain w hether they will 
want, and w hether they will be able, to borrow  enough to offset 
the shortfall in self-financing. We know  from experience that 
co-operatives are norm ally worried about permitting ‘excessive’ 
external finance because o f  fears about a resulting loss o f  control 
over the future o f  the firm. If, as a consequence, the collective 
decides to borrow  less rather than m ore from capital markets, 
the co-operative will underinvest, despite the availability o f  
external finance. Moreover, banks and other financial institutions 
typically require a significant degree o f  self-financing from 
firms as collateral for the viability o f  the project. If  creditors 
observe co-operatives unwilling to invest in projects themselves, 
this may lead them  to doubt the w isdom  o f  providing funds 
externally. As soon as the extent o f  external financing becomes 
linked to the degree o f  plough-back, the tendency for co­
operatives to underinvest is reinforced.

More recent economic research has pointed instead to 
interactions between the co-operative and the wider labour 
market as the cause o f  degeneration in successful co-operatives. 
We have already noted that w orkers’ pay in co-operatives is the 
income o f  the firm, net o f  non-labour costs, per member. Since 
wages are inherently flexible and loss-making is imprecisely 
defined, co-operatives are able to maintain em ploym ent during 
recessions by paying their members less than the going rate for



the job , w ith  the promise o f  income recompense during 
upswings. Organizations which insure em ploym ent in this way 
may be attractive to workers in a capitalist economy w hen they 
face the threat o f  unem ploym ent, in declining sectors, or during 
downswings in economic activity. Hence we have seen the 
emergence o f  co-operative sectors in Western economies during 
each o f  the periods o f  severe depression, such as the 1930s and 
1970s.

Yet, for reasons discussed below, few o f  these firms survive 
upswings in economic activity. Thus the co-operative sector is 
relatively smaller during booms. M oreover, almost no co­
operatives have g row n from  being small firms to become large- 
scale organizations, ensuring the continued existence o f  a 
significant and grow ing  co-operative presence o f  the trade 
cycle. In practice, co-operatives tend either to remain small and 
ultimately disappear, or, in growing, to abandon the co­
operative structure in favour o f  the traditional capitalist form 
(see Estrin and Perotin, 1987).

The ultimate demise o f  unsuccessful co-operatives is easy to 
understand. Co-operatives may be able to survive for some 
years in unprom ising economic environments where capitalist 
firms w ould fail, by drawing on the w orkers’ willingness to 
accept lower wages and perhaps also the dynamism and labour 
morale unleashed by w orkers’ self-management. However, 
these motivational effects will not last forever, and, i f  the co­
operative is paying its workers less than the market rate, 
members will ultimately begin to quit in search o f  more 
rewarding em ploym ent. Attrition is likely to be concentrated 
amongst the m ost marketable, and therefore economically the 
most im portant, skill groups, creating a dow nw ard  spiral o f 
quits and reduced incomes for those w ho remain. A lthough the 
process o f  closure may be agonizingly long, co-operatives 
cannot survive forever in loss-making sectors or regions.

Co-operatives may also fail to survive in economic upswings. 
The argument hinges on the role o f  hired labour. Consider the 
case o f  a co-operative formed in a recession to guarantee 
em ploym ent for its members, at below market rates o f  pay. As 
the economy picks up and the incomes o f  members, which
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include their share o f  com pany profits, begin to rise above those 
available elsewhere in the economy, we have seen that co­
operatives which do not use hired workers will wish to restrict 
em ployment below that o f  capitalist firms. Alternatively, and 
perhaps m ore realistically, they will be tempted to recruit hired 
workers from the general labour market, paying them the going 
wage, which will be less than their ow n incomes. There is an 
inherent incentive for the existing collective to subsitute cheap 
hired labour for expensive members, in order to raise m em bers’ 
earnings. This is o f  course a form  o f  labour discrimination, in 
which non-m em bers are paid less for doing the same work. 
Hence, as demand increases and the firm grows, it will tend to 
use hired workers rather than additional members to produce 
the extra output. M oreover, retiring or departing workers will 
be replaced by hired w orkers rather than new members, since 
this also raises the incomes o f  the members w ho remain. As 
time goes on, the proportion  o f  workers w ho are members 
gradually declines until it reaches a level sufficiently low that it 
is hard to describe the enterprise as a w orkers’ co-operative at 
all. The discriminatory use o f  hired labour therefore sows the 
seeds o f  internal decay in successful producer co-operatives.

C A N  T H E Y  BE M A D E  T O  W O R K ?

This list o f  deficiencies w ould seem to put a nail in the coffin o f  
co-operatives as an organizational form  on any significant scale. 
And the evidence on producer co-operatives in capitalist 
economies does appear consistent with many o f  these arguments. 
For example, in the U nited  Kingdom, as we have seen, co­
operatives are typically small, concentrated in skilled labour 
crafts and trades, under-capitalized, and often experiencing 
problems o f  m anagem ent and control (see Estrin and Pérotin, 
1987). There are almost no co-operatives in the heavy industrial 
sector— steel, chemicals, engineering— anywhere in the world, 
probably because such activities have large financing requirements. 
It w ould seem that co-operatives may be hard put to advance 
beyond their artisanal enclave, even under market socialism.
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But the practical experiences o f  M ondragon and Yugoslavia 
warn us against drawing this conclusion too readily. In fact, 
these problems arise from  the particular way that Western co­
operatives have been structured, itself largely the consequence 
o f  the m ovem ent’s early history o f  struggling to survive in a 
hostile capitalist environment. And as our understanding o f  co­
operatives increases, we are able to devise alternative arrange­
ments which preserve both enterprise-level democracy and 
econom y-wide efficiency.

The kernel o f  w o rk e r’s co-operation is democratic control 
over decision-making. T o  make this ideal w ork  in a capitalist 
environment, a num ber o f  rules have been developed, in 
particular w ith regard to ownership. It is these which restrict the 
potential for co-operatives as an alternative organizational form 
upon which to base an economic system. And it is these which 
must be abandoned for market socialism.

An illustration o f  the sensitivity o f  co-operatives’ performance 
to variations in legal form  concerns degeneration. The idea that 
co-operatives will degenerate into capitalist firms hinges on the 
presumption that w orker-m em bers can discriminate against 
non-m em bers in terms o f  pay. The obvious legal solution is to 
make such practices illegal, by proscribing the use o f  the hired 
labour. For example, one could follow the approach o f  
M ondragon, making membership a condition o f  em ploym ent 
in the firms. Similar arrangements apply in Yugoslavia and in 
the IC O M  co-operatives in the U nited Kingdom.

A more subtle solution has been developed in the large 
successful co-operative sectors o f  France and Italy. Both permit 
the use o f  hired labour, and indeed up to 50 per cent o f  workers 
in French construction co-operatives are non-members. H o w ­
ever, the rules require that both  members and non-m em bers o f  
the co-operative receive a share o f  the profits. Hence the extent 
o f  pay discrimination is strictly limited. M oreover, in both 
countries there is the rule that non-m em ber workers must 
always be admitted to m embership status if  they so desire. If 
members attem pt to discriminate against non-members, the 
latter need merely become members themselves to sidestep the 
problem. Free admission rules o f  this sort are one way that
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market socialists could rig the market mechanism to enhance the 
survival and efficiency o f  producer co-operatives.

A thornier problem  is the collective ownership structure o f 
most contemporary producer co-operatives. O ne can see the 
attractiveness o f  com m on ownership for the labour m ovem ent 
in a capitalist economy. There is perhaps something socialist 
about substituting com m unal for individual ownership arrange­
ments am ong a group o f  workers. But w hen such a structure is 
replicated th roughout the economy, the problems that we have 
analysed will ultimately emerge. This is because there is nothing 
to stop each o f  these groups o f  workers acting selfishly with 
respect to the broader society. An economy o f  this sort is 
w orkers’ capitalism, not socialism, with capitalists replaced by 
selfish worker-ow ners.

Collective ownership is defined w ith in  the co-operative— an 
island o f  socialism in a hostile capitalist environment. But if 
such arrangements are extended throughout the economy, they 
undermine the possibility o f  achieving socialism by maintaining 
private, though group rather than individual, control over the 
means o f  production. The concept o f  collective ownership must 
therefore be extended for the socialist environment, to preclude 
any direct ownership or control by workers o f  the machines 
upon which they work. O w nersh ip  o f  co-operatives in a market 
socialist econom y must therefore be social, in the sense defined 
earlier.

It is im portant to stress that we do not lose the attractive 
features o f  co-operatives by such arrangements. Rather we distil 
their essential characteristic for a different environment. C on ­
temporary co-operatives satisfy socialist aspirations in two 
ways: on a micro-scale, by the negation o f  private in favour o f  
collective property, and m ore generally by embodying dem o­
cratic decision-making in the workplace. Socialism as a system 
is in large part about achieving the former aspiration on a 
macro-scale— by public ownership or by highly egalitarian 
distribution policies (see Chapters 4 and 6). In a socialist 

economy, the first aspiration is resolved at the level o f  the 
economy. It is only the latter which is relevant in organizing the 
workplace.
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The first fundamental principle o f  self-management in a 
market socialist econom y is that the ownership o f  financial 
capital should be separated from  the control o f  production. 
Enterprises should be run by their labour forces democratically: 
for example, via general assemblies o f  the labour force, or via 
elected employee representatives running w orkers’ councils and 
management boards. Decision-making will be collective and the 
labour force has assumed one element o f  the entrepreneurial 
function: the right to the residual surpluses (profit from trading 
after all inputs have been paid for). However, these enterprises 
should not be ow ned by their workers. Capital should be 
treated as an input like any other, borrow ed from specialized 
lending institutions and paid for at market rates. Workers 
should control the firm democratically but not ow n it.

Arrangements o f  this form resolve some, although not all, o f 
the problems raised above. In particular, they eradicate the 
tendency o f  producer co-operatives to underinvest. As far as the 
enterprise is concerned, all finance is external and the capital 
stock is being hired at a market clearing rate. There is, therefore, 
no wedge driven between return on capital and the increases in 
earnings by a loss o f  principal; workers do not put up any o f  the 
funds themselves. The demand for capital is therefore uncon­
strained by the internal supply o f  finance, and co-operatives will 
invest to the point where new equipment raises revenue by as 
much as the cost o f  borrow ing  it. This replicates the conditions 
for the capitalist firm and ensures an equivalent value o f  
investment.

Social ownership cannot, however, do anything about the 
problems o f  resource misallocation. Socially owned self-managed 
firms suffer from  em ploym ent restrictiveness just as much as 
their producer co-operative counterparts. But, as we have seen, 
problems o f  misallocation by existing co-operatives are o f  
secondary importance, provided the economy itself is competitive. 
This brings us to the central issue o f  enterprise formation and 
closure. Social ownership allows us to create a new institution, 
specially devised to undertake this crucial function. The second 
fundamental principle under self-management is the separation 
o f  the entrepreneurial function o f  receiving the residual surplus
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from that o f  sponsoring entry into or exit from productive 
activities.

Risk-bearing itself should, therefore, be divided into two 
categories under self-management, to be borne by two different 
groups o f  agents. Risks in production should be borne by the 
existing labour forces o f  self-managed firms, to w hom  will 
accrue the residual surpluses. There is no reason to believe that a 
democratically organized group o f  workers will be particularly 
bad at arranging current production, particularly i f  they 
delegate day-to-day control to professional management. Indeed 
empirical evidence suggests that there may be a productivity 
boost from such arrangements (see Estrin, 1985). But the 
entrepreneurial function o f  spotting new profitable openings, 
and transferring resources from low to high productivity uses— 
the formation o f  profitable new  firms and the closure o f  loss- 
making ones— should be vested in a separate institution. In this 
way, the entrepreneurial deficiencies o f  co-operatives can be 
filled by alternative market-orientated institutions.

There are several alternatives open to us at this point. The 
new entrepreneurial institutions could be rather like banks, 
lending financial capital, monitoring the performance o f  existing 
co-operatives, and searching for new outlets for their funds. 
This would resemble the arrangements in M ondragon, where 
the central co-operative bank— the Caja Laboral Populaire— 
plays precisely this role. It also fits the ‘European banking 
m odel’, in which the m onitoring and entrepreneurial functions 
are largely exercised via a centralized banking system rather 
than through the stock markets o f  Britain or the United States.

However, market socialists have serious reservations about 
placing entrepreneurial tasks in centralized, bureaucratic, and 
public hands (see Chapter 5). O ne motive for writing this book 
was to persuade readers o f  the serious drawbacks to centralized 
allocation. It would, therefore, be ironic if  the only way that 
democracy in the workplace could be achieved was via central 
control over key aspects o f  investment and resource allocation.

Fortunately, an alternative approach is available, which is 
more in tune with the decentralizing theme o f  this book. The 
various entrepreneurial functions discussed above could be 
vested in a num ber o f  competing holding companies, whose



primary task w ould  be to manage social capital. Collectively, 
these holding companies would ow n all the productive equipment 
in the economy, and lend it to producer co-operatives at the 
market rate o f  interest. We w ould require many such firms to 
ensure that the market for social funds was competitive. Strict 
anti-trust legislation w ould also be required, therefore, to 
ensure that individual holding companies never acquired excessive 
market shares in social capital, either within sectors, within 
regions, or in the econom y as a whole.

I envisage these holding companies as first and foremost 
profit-maximizing institutions. Their liabilities w ould be the 
funds lent to them  by their owners and depositors. Their assets 
would be the social capital that they have lent to productive self­
managed firms. Their income w ould be derived from the 
interest earned from  this capital, and obviously w ould increase 
with the size o f  the asset base. The holding companies would 
therefore seek continuously to increase the volume o f  the social 
capital that they were lending. There are a num ber o f  ways in 
which they could do this. First, they could meet the new 
investment demands o f  existing self-managed firms. As we 
have seen, these are likely to be modest relative to what the 
market will bear. M oreover, they could attempt to induce firms 
borrow ing from  another holding company to switch their debt 
to them. Perhaps m ost significantly, the holding companies 
would be em pow ered to create entirely new self-managed firms 
in lines o f  activity which they considered to be promising. Their 
role w ould include research and development, product innova­
tion, market research, and, o f  course, finance.

The precise relationship between the holding companies and 
their new client self-managed firms w ould be highly sensitive. 
At some point, the task o f  enterprise formation w ould have to 
be defined as complete, so that organizing production could 
commence. At this moment, the control o f  the new organization 
would have to be transferred from the holding company to the 
production un it’s labour force. The holding company would 
have to establish the product niche, endow  the new firm with 
capital, and hire an initial labour force. However, once 
production had commenced, the firm would become entirely
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self-governing, to the extent that, i f  the labour force so desired, 
the initial holding company could be paid off and the debt on 
social capital transferred to a competitor.

The balance o f  authority between the holding companies and 
their client enterprises is th row n into sharper relief by the issue 
o f closure. The holding company w ould have to have the 
capacity to transfer social capital out o f  low productivity uses, 
even against the declared opposition o f  the w orkers’ council in 
the firm. U nder capitalism, this w ould be easy; the holding 
company w ould close the client when it was unable to pay the 
rate o f  return on capital. We have seen that a problem may arise 
under self-management because the workers could choose to 
pay the going interest rate on capital, and bear the losses by 
reducing their pay.

This may make sense in the short run, but preserving jobs at 
the expense o f  pay is not a long-run solution. Rather, the 
holding companies should invest in new activities, creating new 
em ploym ent for the labour force in more profitable lines o f  
production. But for the holding company to intervene in this 
way it w ould need to be able to act, not merely on the basis o f  
payment or non-paym ent o f  the interest on social capital, but in 
response to the level o f  wages in the firm. The guiding principle 
should be that the holding company could intervene either 
when the self-managed firm could not pay its social capital 
debts, or w hen pay fell below some centrally determined 
m inim um  wage. Even then, it w ould be crucial for competition 
in the capital market that the self-managed firm in question had 
the right to transfer its debt to another holding company, w ho 
might treat it m ore leniently. Moreover, at this point o f  fore­
closure the holding com pany w ould not have to bankrupt the 
self-managed firm: it m ight instead choose to put in new 
management and capital, but retain broadly the same labour 
force and productive activity. But, once the self-managed firm 
was ‘loss-making’ in the sense defined above, all entrepreneurial 
functions w ould return to the holding company until the 
organization was once again ‘in the black’.

Given the crucial role to be played in the self-managed 
economy by these holding companies, their ownership and
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control are clearly issues o f  considerable significance. The issue 
o f  ownership in a market social economy is far broader than can 
be properly covered here (see Chapters 4 and 5), but there are 
three broad alternatives— public ownership, private equity 
ownership, and private debenture ownership. The choice 
between public and private ownership hinges on other distributive 
arrangements within the economy. It w ould clearly be in­
appropriate for a market socialist econom y to permit direct 
private ownership o f  the means o f  production on a significant 
scale. However, the holding companies represent financial rather 
than physical capital, and their pow er over the production 
process is strictly limited. M oreover, it is hard to imagine that 
the competitive entrepreneurial function required o f  these 
organizations could be adequately undertaken by bureaucratic 
agencies o f  the state. All this points to private ownership o f  the 
holding companies, w ith  the strict proviso that fundamental 
redistributive policies have already been executed.

The choice between equity and debenture ownership brings 
us to the issue o f  control. It has been argued that economy-wide 
self-management requires external rather than internal ownership. 
If one wanted to follow that route, this suggests that the holding 
companies should be ow ned by debenture stock, and controlled 
by their work-forces. However, these institutions have been 
devised precisely because o f  serious reservations about the 
capacities o f  self-managed firms in the entrepreneurial field. 
Conflicts o f  interest between the w orker-m em ber and, for 
example, profitability m ight lead the holding companies to be 
insufficiently attuned to m arket signals. This is w orrying 
because the efficiency o f  the econom y depends, in large part, on 
energy, drive, and entrepreneurship in these organizations. At 
least in the first instance, it might, therefore, seem unwise to 
extend full self-management to the holding companies. It is 
instead feasible that self-managed firms themselves might 
become shareholders in the holding companies, creating a 
circularity o f  ownership and control reminiscent o f  the ‘second 
degree’ co-operative o f  M ondragon. This w ould be the most 
attractive solution from  m y point o f  view.
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Other shareholders could include private individuals, workers, 
and the government, each o f  which m ight be represented on 
management boards. It is not necessarily the case, under 
arrangements o f  this sort, that the entire liability base o f  the 
holding company be financed by privately owned equity. O ne 
might m ore realistically envisage that the state and private 
individuals also lend their savings, to be passed on via the 
holding companies to producers as social capital.

c o n c l u s i o n : I L L U S T R A T I O N S  O F  T H E  T R A N S I T I O N

It might be useful to conclude w ith  some brief illustrations o f  
how  one m ight introduce this sort o f  self-management. I shall 
consider tw o examples, the second m ore decentralized than the 
first. It should be stressed, however, that the guiding principles 
presented above are consistent w ith other combinations o f  
ownership, control, and industrial.structure.

Suppose a m arket socialist governm ent were elected to office, 
with an unam biguous mandate to transform relations in the 
production sphere. All productive enterprises w ould have to be 
transformed into self-managed firms and a system o f  holding 
companies created to administer the social capital. A relatively 
centralized approach w ould  be for the state to introduce 
mandatory w orkers’ control o f  all productive enterprises above 
a certain size (to exclude small family businesses and so forth), 
say fifty employees. Smaller companies could also choose to 
become self-managed if  they so desired, but there w ould be no 
compulsion.

Precise arrangements for the democratic control o f  enterprises 
by their work-forces w ould  be left to the workers to decide, 
although the state could provide a series o f  alternative model 
rules, and w ould  o f  course proscribe the use o f  hired labour. 
With regard to ownership, the state w ould transform all 
publicly and privately held equity into debenture stock, upon 
which the firms w ould  have to pay the going interest rate. At 
the same time, the authorities w ould have to create a num ber o f  
new holding companies, to each o f  which w ould be entrusted
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certain assets in the national portfolio. Since the state has the 
task o f  creating the holding companies, it m ight choose to retain 
ownership itself, and w ould  therefore transform individuals’ 
existing equity in various companies into gilts. U nder a scheme 
o f  this sort, the internal structure o f  productive enterprises 
would remain largely unchanged, although o f  course their 
system o f  control w ould  alter. However, an entirely new state- 
owned capital m arket w ould have to be created.

Alternatively,2 one could build on existing institutions for the 
holding companies. Thus, i f  one kept ownership based on 
equity, current publicly quoted firms could become the holding 
companies. Their ow nership arrangements could remain largely 
unchanged and the head office w ould retain its central allocative 
and monitoring' role. H ow ever, the various productives and 
subsidiaries w ould  gain their independence from  head office, 
each being transformed into self-managed enterprises. Each 
plant or division w ould  therefore owe head office, henceforth 
their holding company, the value o f  their productive assets, 
upon which they w ould  pay the market interest rate. They 
would then be free to organize production democratically, in 
any way that they saw fit. For example, consider the case o f  ICI. 
Market socialist legislation w ould  transform head office into the 
holding company, and give decision-making autonom y, on 
democratic lines, to each plant. Shareholders, not necessarily 
private individuals however, w ould  continue to ow n ICI 
Holdings, but not the productive plants. A variant o f  this 
proposal w ould  allow the individual plants jo in tly  to buy the 
shares o f  ICI Holdings, presumably in a highly leveraged 
worker—m anagem ent buy-out.

2 T h is  p ro p o sa l  w as  o r ig ina l ly  s u g g e s te d  b y  D a v id  W in te r .
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Markets, Welfare, and Equality

Julian L e Grand

I n Britain, the welfare state is the largest area o f  non-m arket 
activity outside the family. Some welfare services, such as 
income support, unem ploym ent insurance, and health care, are 
provided and financed almost entirely by the state. In others the 
state operates in conjunction w ith  sizeable private and voluntary 
sectors: for instance, education, housing, old age pensions, and 
social care (the care o f  children, the elderly, and other dependants). 
In all these areas the state plays a num ber o f  roles: as provider, as 
a source o f  finance, and as a regulator. It provides services 
through its ow n agencies; it subsidizes both  its ow n activities 
and those in the private and voluntary sector, either directly or 
through the tax system; and it regulates private and public 
providers.

For m ost o f  the post-w ar period, although there was much 
discussion o f  reform w ithin the system, there was little criticism 
o f  the principle o f  state involvement in welfare. But in recent 
years even this has been under attack. Philosophers and 
economists from  the N e w  Right have accused the welfare state 
o f inefficiency: o f  wasting resources on excessive administration, 
and o f  unresponsiveness to the real needs and wants o f  those 
whose interests it is ostensibly trying to serve. These in­
efficiencies arise, they argue, because welfare bureaucracies are 
im mune from  competition and are therefore run primarily in 
the self-interest o f  their employees: the bureaucrats, professionals, 
and other workers w ho  staff them. M oreover, the welfare state 
is supposed to create dependency through undermining the 
incentives to w ork  and to save o f  its beneficiaries; it also

I a m  gra te fu l  to  N ic h o la s  B a rr ,  D a v id  G reen ,  and  J o h n  Hills  for  he lpful  
discussions o f  the  m ate r ia l  in this chapter .
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undermines individual conscience through encouraging people 
to look to the governm ent to take care o f  the needy.

The N ew  Right thinkers have also seized on the w ork  o f  
more sympathetic critics o f  the welfare state that shows it not to 
have achieved full equality, neither within key welfare areas, 
such as education and health, nor within the wider society. 
This, argues the N e w  Right, shows that the welfare state has 
failed even in terms o f  one o f  its ow n priorities: that o f  
prom oting greater equality.

N ow  m any o f  these criticisms are greatly exaggerated. 
Administrative costs take up a far lower proportion o f  National 
Health Service expenditure, for instance, than for comparable 
private systems; the same is true o f  state pension schemes 
compared w ith  private ones (see O E C D , 1977; T U C , 1985). 
There are m any dedicated professionals and others w orking in 
the social services whose prime concern is w ith the welfare o f 
their clients. The evidence concerning the welfare state’s impact 
on individual initiative and incentives is spotty, to say the least, 
and is certainly inadequate to support the more extravagant 
claims o f  the critics (Danziger, Haveman, and Plotnick, 1981; 
Munnell, 1986). And, how ever incgalitarian they may be in 
certain areas, the developed welfare states almost certainly have 
more overall equality and less poverty than societies with more 
limited welfare policies.

But to say that all is not as bad as has been made out is not 
to say that all is well. There are undoubted inefficiencies in the 
operations o f  the big welfare bureaucracies. M any welfare 
providers do operate in a way that suggests they are putting 
their ow n interests above those o f  their clients. Although there 
is little evidence o f  substantial disincentive effects, there is a 
widespread perception that such effects exist— a perception that 
acts as a powerful barrier against increasing the resources going 
into state welfare even when the latter appears to be significantly 
underfunded. And there do remain considerable inequalities, 
both in key areas o f  welfare provision (Le Grand, 1982; Goodin 
and Le Grand, 1987) and in the wider society (Rentoul, 1987; 
Stark, 1988).



N ow , as has been argued extensively elsewhere in this book, 
under certain circumstances competitive markets can be highly 
efficient. Com petitive agencies will economize on resources, 
including administrative ones. M oreover, by their very nature 
they are likely to be responsive to their users. Markets reward 
providers w ho are sensitive to the wants o f  their consumers; 
they penalize those w ho, at least in the eyes o f  consumers, 
provide unsatisfactory service. So one solution to service 
inefficiency and unresponsiveness m ight be, as indeed the N ew  
Right argues, to introduce market elements into welfare 
provision— so long as the necessary conditions are met.

But are they met? Even if  they are, given the perceived 
tendencies o f  markets to exacerbate inequalities, might not 
market-orientated welfare reform im prove welfare provision in 
one respect— that o f  efficiency and responsiveness— while 
simultaneously making things yet worse in another— inequality? 
O r is it possible to devise market-type welfare systems that 
create greater efficiency and responsiveness and redistribute 
com m and over resources from  rich to poor? What o f  the impact 
o f  such changes on incentives to w ork  and save? It is to these 
questions that this chapter is addressed.

Given the breadth and depth o f  the issues involved, inevitably 
what follows has had to be selective. The next section discusses 
the reasons w hy the simplest market solution o f  all— full-scale 
privatization—  is not appropriate for most areas o f  welfare 
provision. There follows an examination o f  two proposals for 
welfare reform that fall short o f  full privatization but none the 
less contain substantial m arket-type elements: vouchers, with 
specific reference to education, and tax-related charges or user 
taxes. Finally, I discuss the relationship between redistributive 
policies in general and overall economic equality, focusing on 
the specific issue o f  the use o f  taxes and transfers to redistribute 
wealth.

P R I V A T I Z A T I O N

I begin with the most extreme market alternative to existing 
welfare arrangements: full-scale privatization. Applied across

Julian  L e  G ra n d  1 9 5



the main areas o f  welfare provision, this would involve: private 
schools, universities, old people’s and children’s homes, and 
hospitals; all housing privately owned or rented; doctors and, 
where appropriate, social workers charging for their services; 
private insurance companies providing cover for medical care 
expenses and for loss o f  income due to unem ploym ent or 
sickness; and private pension plans meeting the needs o f  the 
elderly. Income support for the destitute w ould be provided 
through the operations o f  private charity.

The flaws in such a privatized vision are well known. First, 
many areas o f  welfare provision confer benefits to others as well 
as to the immediate user, benefits that w ould not be taken into 
account in a private market. Immunization is an obvious 
example: i f  individuals get themselves immunized against a 
particular infectious disease, this benefits not only them but 
also, through reducing the spread o f  infection, everyone with 
w hom  they come into contact. Services that confer these 
‘external’ benefits w ould  be underprovided in a completely 
privatized market. Second, users o f  welfare services often have 
insufficient information to make properly informed decisions in 
the m arket— a point discussed in m ore detail below. Third, 
there are technical problems specific to certain welfare areas, 
such as moral hazard and adverse selection in insurance for 
medical care and unem ploym ent, which will prevent private 
markets from  operating efficiently in those areas (Le Grand and 
Robinson, 198413; Barr, 1987). Fourth, and perhaps most 
fundamental, the outcom e is likely in m ost cases to be yet more 
inegalitarian than the existing welfare state, with the distribution 
o f  medical care, education, housing, social care, and social 
insurance being determined primarily by the distribution o f  
market incomes. Private charity is unlikely to remedy this 
situation, because o f  its patchiness and sole reliance on the 
goodwill o f  the better-off. It may also suffer from the so-called 
free-rider problem, w hereby everyone refrains from making 
gifts in the hope that others will do so first, thus making further 
donations unnecessary.

But, whatever else m ight be said about it, it has to be 
acknowledged that under this scenario welfare providers would
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almost certainly be m ore responsive to their users and clients 
than they are now. Users o f  a service w ho were unhappy with 
the service offered would not have to suppress their dissatisfaction 
and put up with the bad service; they could simply go 
elsewhere. Rude or insensitive providers w ould lose business to 
those w ho were m ore helpful and considerate. Incompetent 
bureaucracies w ould  suffer relative to competent ones; if 
incompetence accompanies size, then, other things being equal, 
smaller organizations w ould  succeed where bigger ones fail.

Paradoxically, some w ould  claim that this apparent advantage 
o f  markets is actually their principal weakness— at least in the 
welfare field. It presupposes that the consumer always knows 
best, but in practice, as mentioned above, ‘consumers’ o f  
welfare services are often ill-informed about those services. 
Welfare providers generally have access to a range o f  skills and 
information way beyond that o f  any potential client. U nder a 
market system o f  welfare provision, they have an incentive to 
exploit the relative ignorance o f  their clients through providing 
poor quality service or th rough providing unnecessary services 
simply in order to raise the providers’ incomes. As a result, so 
far from prom oting efficiency, markets are likely to be 
inefficient, wasting resources and providing services that do not 
properly accord w ith  the needs o f  welfare users.

Further, there is another possibility o f  exploitation that may 
arise with privatized welfare: that o f  families exploiting their 
ow n members. In m any areas o f  welfare it is not the clients 
themselves w ho make the relevant market decisions; it is 
someone else within (or occasionally outside) their immediate 
family. O ne person, often the husband, com m only decides 
upon the basic allocation o f  the family finances. Parents make 
decisions concerning their children’s education. Later in the life 
cycle, those same children may have to make decisions on behalf 
o f  their elderly, confused parents. In such cases there is no 
guarantee that, in making those decisions, the decision-takers 
will always operate fully in the interests o f  the other persons 
concerned. Husbands m ay— and often do— put their own 
financial wants before the needs o f  the rest o f  the family. Poor 
parents take their bright children out o f  school to put them to
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work so as to increase the family income. Elderly people are put 
in a hom e by their families against their wishes. It is not 
frivolous to argue that a major role o f  the welfare state is to 
protect individuals from  their families.

So the full privatization o f  welfare is not the answer. But 
some o f  the efficiency and responsiveness advantages o f  markets 
are real. Are there m arket-type mechanisms short o f  full-scale 
privatization that could be introduced into the welfare area that 
could reap these benefits, w ithout incurring the attendant 
disadvantages o f  inequality, o f  inefficiency arising from  ill- 
informed decisions, and o f  family exploitation?

V O U C H E R S

The m ost venerable o f  the m arket-type ideas for welfare reform 
is that o f  education vouchers; according to some accounts, the 
idea dates back to T o m  Paine. It has m any variants (see Blaug, 
1984), but one version prom ulgated by reformers from  the N ew  
Right is as follows.

All state schools are converted into private profit-making 
institutions. N one  receives any direct grant from  the govern­
ment. Instead, everyone w ith  a child at school is given a 
voucher equal in value to the cost of, say, one year’s education 
for that child. This they present to the school o f  their choice; the 
school provides the education and presents the voucher to the 
government, w ho  redeems it for its cash equivalent. If the 
school wishes, it can charge m ore for the year’s education than 
the value o f  the voucher; however, the extra has to be paid by 
the parents.

Successful schools w ould  attract pupils, vouchers, and there­
fore funds. Inefficient schools and ones that ignored the wishes 
o f  their actual and potential clientele w ould lose pupils and 
income; eventually, unless they mended their ways, they w ould 
be forced to close dow n. Efficiency and user responsiveness 
would thus be ensured. One potential area o f  family exploitation 
w ould be avoided— that o f  using a state subsidy for purchases 
other than that intended— since the vouchers could only be used 
for educational purposes.



Vouchers could be extended up the education ladder. Higher 
education vouchers could be given to those going on to college 
and university. Again, these institutions w ould receive no grant 
from the governm ent to support their teaching activities; these 
would be financed from the redemption o f  vouchers.

The idea can also be applied outside the education area. For 
example, all the various ways in which housing is subsidized in 
the United Kingdom, from housing benefit to m ortgage­
interest tax relief, could be merged into a single housing 
voucher. Vouchers could also be offered for disability aids, for 
residential homes, or for other forms o f  social care. Vouchers 
could be available to purchase private insurance to cover 
medical costs, and loss o f  income due to sickness, old age, and 
unemployment. Vouchers could even be made available for 
people to give to the charity o f  their choice (not as outlandish an 
idea as it m ight seem: tax relief on charitable donations— 
com m on in many countries— can be viewed as a form o f  
voucher).

N o w  it is difficult for anyone on the Left to treat the idea o f  
vouchers on its merits, because in recent years the idea has been 
colonized almost exclusively by the Right. This is a pity, for 
there seems nothing inherently right-wing or unsocialist in 
what is perhaps the principal merit o f  vouchers: that they 
em pow er the welfare client. M any o f  the aspects o f  vouchers to 
which the Left w ould rightly take objection— such as the ability 
o f  wealthy parents to top up an education voucher by extra 
payments— are not essential to the idea. It is perfectly possible 
to construct voucher schemes that accord in most, if  not all, 
respects with socialist values.

Consider, for instance, the following ‘left-wing’ education 
voucher scheme. All schools would be state-owned and 
operated; perhaps they w ould be run as teacher co-operatives. 
Parents w ould receive vouchers and use them in the way 
described above. To reduce the possibility o f  family exploitation, 
the vouchers m ight even be given to the children themselves, so 
long as they were above a certain age (say, over 16). But, to 
maintain equality, there w ould be no other way o f  purchasing 
education: no private fee-charging schools, and no possibility o f
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topping-up the education voucher by paying more to the 
school. To allow for the extension o f  real choice in areas where 
appropriate schools were not within walking distance, transport 
vouchers to pay for travel to and from  the chosen school would 
also be available.

N o w  this w ould  seem to incorporate m any o f  the attractive 
features o f  vouchers, while avoiding some o f  their less desirable 
aspects. Schools w ould be forced to take m ore account o f  
parents’ and children’s wants than at present. Their responsive­
ness and efficiency w ould  thus be enhanced. And, through the 
banning o f  top-up payments, at least one avenue o f  inequality 
would be removed.

There w ould  be problems even with a left-wing voucher 
scheme o f  this kind. These should not be used to dismiss the 
idea out o f  hand, as m any on the Left are inclined to do, but they 
do need careful attention. The first concerns information. 
Parents are often poorly informed on education matters; their 
views tend to be based on their ow n experience and as a result 
are com m only out o f  date and uninform ed by any awareness o f  
developments in educational techniques. As was argued earlier, 
an essential requirement for markets o f  any kind to w ork  is that 
users are able properly to assess the merits o f  the service they are 
being offered; it could be argued that education is a classic case 
o f  this requirement not being met.

This objection undoubtedly has some merit, but none the less 
has to be treated with care. If  parents are ill-informed now, then 
that could in part be laid at the door o f  the present system— a 
system that does not encourage, and indeed on occasion can 
actively discourage, parents from  know ing what actually is 
going on in the classroom. Parental ignorance can be— and 
often is— used as a justification for total parental impotence in 
the face o f  a corresponding professional omnipotence.

A further problem  w ith  the left-wing voucher (and indeed 
with all vouchers) is that, even if  parents were perfectly 
informed, they still m ight not make the ‘right’ decisions about 
their children’s education. This may arise because they put their 
ow n interest above those o f  their children, as we have already 
discussed. It may also occur because their interpretation o f  what
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is in their children’s interests does not necessarily coincide with 
the interests o f  the wider society. Many people argue that 
education confers external benefits— benefits to society over 
and above those accruing to the immediate beneficiaries. Thus it 
is im portant to instil a com m on core o f  specific values and 
beliefs in each citizen. There may also be a wider economic 
interest in the development o f  certain skills. Complete freedom 
of choice by parents could result in a divided society and an 
inefficient economy.

A possible answer to both the problem o f  parental ignorance 
and that o f  external benefits is to have a national curriculum 
imposed on schools, similar to that currently being implemented 
in Britain. Professional expertise concerning educational 
developments would be used in the construction o f  this 
curriculum; through the political process, it could also be 
constructed in such a way as to take account o f  the wider 
interests o f  society.

However, if  the national curriculum specified all aspects o f 
educational activity, all schools would be largely identical and 
the choices that the voucher scheme was supposed to create 
would be empty. It would ^e preferable to acknowledge the 
case for a core o f  professionally and politically determined 
uniformity across schools, but to allow a substantial variation 
by schools, and perhaps local authorities, around the core. More 
specifically, there should be a relatively small (say, 25 per cent) 
nationally imposed core curriculum and perhaps an extra local- 
authority imposed curriculum (up to a further 25 per cent); this 
would leave at least 50 per cent o f  the curriculum to be 
determined by the school and its parents, and therefore allow 
for the possibility o f  considerable variation between schools and 
hence o f  a real choice between them.

The next problem with vouchers is that they would require 
careful m onitoring to control quality and to ensure that costs do 
not escalate. Experience with unlimited reimbursement schemes 
(that is, schemes where the governm ent meets the individual’s 
bill for using a privately provided service) in the United States, 
such as the Medicare program m e for the costs o f  medical 
treatment for the elderly, suggests that the costs o f  such schemes



can easily explode. Vouchers w ould generally not involve 
unlimited reimbursement; but there would none the less be 
continuous pressure from providers to raise the value o f  the 
basic voucher, pressure that would be reinforced by carefully 
selected facts and figures demonstrating the inadequacy o f  
whatever was the current value. In the absence o f  independent 
assessment, these pressures might be difficult to resist politically.

Another difficulty concerns the fate o f  institutions that ‘fail’. 
What w ould happen to the schools that fail to attract vouchers? 
What w ould happen to the people w ho w ork  within them — and 
to their remaining pupils? Would there be bankruptcy provisions 
or some other kind o f  safety net? If so, what form would this 
take in a system o f  socially ow ned institutions? This question is 
relevant to other areas o f  market socialism and is discussed 
elsewhere in this book; suffice it to say here that vouchers raise 
the issue in an acute form.

But perhaps the major objection to even the left-wing 
voucher scheme is that, despite the ban on topping-up, the 
outcome m ight still be inegalitarian. In particular, it could be 
argued that vouchers w ould  encourage selectivity— a selectivity 
that w ould favour the better off. Successful schools w ould be 
swamped by middle-class parents waving their vouchers and 
demanding admittance. In order to cope with the excess 
demand, the schools w ould  have to resort to (non-price) 
selection procedures, such as entrance exams— procedures that 
in turn w ould favour the middle class. The remainder o f  the 
population w ould be left w ith  ‘sink’ schools— schools bereft o f  
bright children (and o f  pushy middle-class parents), permanently 
stuck in a mire o f  low  educational standards and uncontrollable 
classes.

It should be noted that, even if  this kind o f  selection did 
occur, the outcom e in some cases m ight not be very different 
from what happens now . U nder the present system place o f  
residence rather than examinations is used as the selection 
process. The middle class m ove to areas where there are good 
schools (or lobby vociferously for im provem ents in the areas in 
which they already live), thus reinforcing the quality o f  the 
services offered and creating a virtuous circle o f  service
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im provem ent, while leaving a vicious circle o f  decline for 
poorer areas with ever-poorer facilities. The middle classes have 
always been adept at manipulating whatever rationing or 
selection procedures are used to obtain the best service— 
whether market or non-market.

Moreover, there is a key difference between the present 
situation and the voucher scheme. The voucher gives actual 
economic pow er to all users, including those w ho are poor. 
U nder the scheme proposed here, the purchasing power o f  the 
rich and the poor for education w ould be the same (which could 
not be said, for instance, about the respective abilities o f  both 
rich and poor to m ove into well-endowed education catchment 
areas). If one consequence o f  vouchers is schools that specialize 
in educating the children o f  the rich, w hy should not another 
consequence be schools that specialize in the challenge o f  
educating children from the poor?

Indeed, this process could be encouraged by modifying the 
voucher scheme so as to create a discriminatory voucher: one 
that favoured poor families. They could receive a larger 
voucher, thus creating a positive incentive for schools to take 
them on. Schools that contained a reasonable proportion o f  
children from poor families w ould have more resources per 
pupil on average than those reserved exclusively for the rich. 
They w ould be able to have better premises and equipment and 
could attract higher quality staff. The outcom e w ould be either 
selective schools, w ith  those that specialized in the education o f  
the children o f  the poor being better equipped and staffed than 
any that specialized in the education o f  the children o f  the better 
off; or, more likely, schools that contained a reasonable mix o f  
children from  across the social spectrum. In either case, it would 
be difficult for a socialist to object.

A difficulty with the discriminatory voucher is that it would 
be necessary to find some way o f  identifying poor families; and 
the conventional way o f  doing so, means testing, has undesirable 
features (discussed below). An alternative to a means test would 
be to use place o f  residence as the basis for discrimination, with 
large vouchers being given to families w ho lived in poorer 
areas. The wealth o f  an area could be determined for this 
purpose by a sample survey o f  the gross capital value o f  houses
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in the area. This w ould  have the advantage o f  impeding the 
relatively wealthy from  m oving into a poor area to benefit from 
the larger voucher; for, if  they did so in any numbers, house 
prices w ould rise and the value o f  the voucher w ould fall.

A geographically discriminatory education voucher scheme, 
if  introduced in the manner suggested, w ould not necessarily 
create greater inequality and w ould probably create greater 
responsiveness and efficiency. However, it is equally likely that 
its introduction w ould  create problems o f  its own, particularly 
those o f  poorly informed parents, o f  parents making ‘mistakes’, 
and o f  institutions that fail. The likely magnitude o f  these 
problems (and w hether they w ould outweigh the benefits) is 
difficult to gauge in theory. At the time o f  writing there have 
been two ‘experim ents’ w ith  vouchers, one a limited trial in 
Alum Rock, California, and the other a hypothetical exercise 
undertaken by Kent County Council. Because o f  their limitations, 
neither o f  these is very informative about the kind o f  issues 
raised here. W hat is needed is a serious experiment within an 
area with a discriminatory voucher scheme; then we could see 
whether vouchers were dangerous right-w ing nonsense or a 
potentially useful instrum ent for attaining socialist ends— both 
in education and elsewhere.

C H A R G E S  A N D  U S E R  T A X E S

The levying o f  charges for state services currently provided free, 
or the raising o f  charges where they already exist, are often 
suggested as ways o f  introducing some market considerations 
into welfare provision. Examples include charging for GP 
consultations, charging for the ‘hotel’ component o f  hospital 
care, and raising the fees o f  charged students in higher education 
to something approaching full cost.

The rationale behind such suggestions is usually to raise 
further funds for, and to discourage any ‘frivolous’ use of, the 
service concerned. But a further justification is to encourage 
responsiveness: i f  the charges are in some way related to the 
income o f  the providers (for instance, i f  they are on a fee-for- 
service basis, rather than simply another source o f  revenue to go
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into the general pot), then their introduction may increase the 
providers’ responsiveness to their users’ wants.

T he problem with the last argument is that, as w e have seen 
earlier, any fee-for-service system operating in an area where 
clients are poorly inform ed is likeiy to lead to wasteful over-use. 
More generally, a major difficulty with any form o f  charges is 
that their introduction at first sight seems unlikely to prom ote 
equality; indeed, since a flat-rate charge takes a bigger proportion 
o f  income o f  the poor, the introduction o f  charges m ight be 
thought certain to induce greater inequality.

However, the last argum ent at least may be too simple. The 
provision o f  a service free generally encourages a greater 
demand for the service than the available supply. This means 
that other devices have to be used to ration the excess demand 
such as waiting o r queuing in the case o f  medical care, o r setting 
tests for entry into higher education. In die case ot waiting or 
queuing, these m ay act m ore  effectively as a deterrent o f  use for 
the rich than for the poor, thus prom oting greater equality o f  
use. But other non-price rationing devices, such as performance 
in examinations or interviews, may favour those from  better-off 
families. In these cases, providing the service free may lower 
financial barriers to use by the poor but at the same time raise 
other perhaps even higher non-financial barriers.

Is it possible to devise a system o f  charging that would 
discriminate effectively in favour o f  the poor? The obvious 
solution is some form  o f  means test, some method o f  gearing 
the charge to ability-to-pay. Unfortunately, in Britain at least, 
means tests have historically been applied in an insensitive, 
stigmatizing fashion which lias often led to low take-up rates for 
the services concerned as well as frustration and humiliation tor 

those w ho do apply for the service.
O ne way round this difficulty is to incorporate the charges 

into the tax system, via a ‘user tax’. This can be illustrated by 
reference to the idea o f  a graduate tax (Glcimerstcr, Merrett, and 
Wilson, 1968; Goodin and Le Grand, 1987, 1.00-1). This would 
be a tax set as a p roportion o f  income levied on higher education 
graduates and collected through the income tax system. The tax 
rate m ight vary according to the cost o f  the education received,
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there m ight also be a limit on the total am ount paid. The 
advantage w ould  be that, unlike a conventional loan, people on 
low incomes w ould  pay m uch less than those on high incomes; 
hence the deterrent effect on taking up low-paid activities would 
be sharply reduced.

As with vouchers, the idea o f  user taxes could be applied 
outside the education area. Indeed in Britain (as in many other 
countries), social insurance is financed by a kind o f  user tax: the 
national insurance contribution (a fraction o f  which also makes a 
small contribution to the cost o f  the National Health Service). 
This could be adjusted so as better to reflect some o f  the actual 
risks involved in different occupations. For instance, those in 
occupations associated w ith  relatively high mortality, and 
therefore relatively low claims on state pensions, could pay 
lower contributions.

Another way o f  im plem enting the idea o f  a user tax is to levy 
taxes on commodities whose consum ption was know n to 
involve the risk o f  increased medical expenditures, such as 
cigarettes, alcohol, or motor-cycles. These could have a special 
tax levied on them, the revenue from  which w ould be used to 
finance those expenditures— a system that is already being tried 
in France.

If user taxes were levied directly on incomes, w ould people be 
able to opt out o f  paying the tax through, for instance, 
contracting into private alternatives? The problem here is what 
is termed ‘adverse selection’: it will tend to be the better risks 
that opt out, thus driving up the costs o f  the system for those 
w ho remain in. To avoid this, the user tax w ould have to be 
compulsory for all potential users, regardless o f  w hether or not 
they engaged in private alternatives.

A final object to the extensive application o f  user taxes is their 
impact on a ‘marginal tax rate’ faced by individuals. They are, as 
we have seen, a form  o f  means test; and they are subject to the 
standard problem  o f  means tests that, as people earn more 
money, they have to pay m ore for the means-tested service 
(they face a higher marginal tax rate) and therefore face a 
reduced incentive to work. However, the force o f  this objection 
depends on the context in which the user taxes are introduced. If



they are simply added to the present system o f  income tax, then 
indeed marginal tax rates will be increased and there may well be 
undesirable disincentive effects. But the user taxes will generate 
tax revenue; hence, other things being equal, they will permit a 
reduction in the rates o f  the general income tax. There can be no 
presumption that the introduction o f  user taxation will raise 
overall tax rates and hence no presumption that there will neces­
sarily be adverse disincentive effects. ,

User taxes are essentially income-related prices. As such they 
are a means o f  introducing one o f  the key elements o f  markets— 
prices— w ithout creating the standard problems o f  pricing 
systems— that they disadvantage the poor. They also have the 
merit over conventional means tests o f  being combined with the 
tax system, thus reducing the stigma and administrative costs 
normally associated with such tests.

T H E  R E D I S T R I B U T I O N  O F  R E S O U R C E S

In so far as the discussion o f  this chapter has been concerned 
with inequality, it has been with inequalities w ith in  welfare 
areas, such as the use o f  the education and health care systems by 
rich and poor. What has not been discussed so far is the impact 
o f  the welfare state on wider socio-economic inequalities— in 
particular, on the redistribution o f  economic resources. This is 
obviously an area o f  crucial importance, not only for the 
arguments o f  this chapter, but also for those o f  the book as a 
whole; for a key part o f  the latter has been that markets can only 
achieve socialist ends if  there is a greater equality in individual 
ownership o f  resources.

The welfare system (taken here to include the tax system as 
well as welfare expenditures) can affect overall economic 
inequality in three ways. First, it can reduce inequality in so- 
called ‘hum an’ capital: that is, in individuals’ states o f  health and 
education. O ther things being equal, the healthier or better 
educated an individual is, the m ore economic pow er he or she 
will com m and in a market-orientated economy (capitalist or 
socialist). Second, it can reduce inequality in non-hum an capital: 
that is, in the ow nership o f  private wealth, such as property,
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stocks and shares, etc. Finally, it can intervene in the incomes 
that people earn from  their ownership o f  both hum an and non­
human capital, through, for instance, income taxation, minimum 
wage laws, and income support measures.

The ability o f  the welfare state directly to affect the 
distribution o f  hum an capital and the distribution o f  income has 
been the focus o f  m uch recent interest and regrettably the space 
available here does not perm it an adequate treatment o f  all the 
relevant issues. Instead I shall concentrate upon a topic that has 
been m ore neglected in recent years: the redistribution o f  non­
hum an capital or private wealth through the use o f  the tax and 
transfer system.

There are tw o  ways to tax wealth: tax the holding o f  wealth or 
tax its transfer. That is, a tax is levied on an annual basis on the 
am ount o f  wealth that people hold at the time; or a tax is levied 
when people transfer their wealth either as a bequest or as a gift.

Several countries, notably Sweden and West Germany, have 
annual wealth taxes; m any others have taxes on particular kinds 
o f  wealth, notably property (rates in Britain are— or were— a 
kind o f  wealth tax). However, such taxes do have their 
problems, some o f  which are weightier than others. First, there 
is the question o f  administrative cost. A properly organized 
wealth tax w ould  require annual valuations o f  all the assets 
owned by every household in the land. Some o f  these would be 
relatively easy to obtain: stocks and shares, savings accounts, 
and so on. O thers w ould  be m uch m ore difficult: unique works 
o f  art, country houses. Also, precisely w hat counted as wealth 
w ould have to be decided. W ould household furniture and 
appliances be included? What about pension rights? N one o f  
these questions w ould  be easy to answer; and the fact that the 
assessments have to be carried out at frequent intervals would 
maximize the opportunity  for controversy.

The fact that, as noted above, several countries do operate 
such taxes m ust mean that these problems are not insuperable. 
And indeed, there are ways in which they could be overcome. 
One, rather appealing m ethod o f  overcoming the valuation 
problem, for instance, is for individuals to report their ow n 
value for a particular asset and then give the tax authorities the
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right to buy the asset at that value. Another alternative is to take 
insurance valuations.

A second problem  that m ight be less weighty than it appears 
at first sight concerns the impact on wealth accumulation. It 
might seem obvious that a wealth tax w oud reduce the incentive 
for people to save or to engage in other ways o f  accumulating 
wealth. The wealth tax can be escaped, after all, by spending 
one’s savings. But this is too simple an argument. For the tax 
may encourage some people to save more so as to compensate 
for the effect o f  the tax on their wealth holdings. So we cannot 
say a priori  what the net effect on accumulation will be.

Perhaps the m ost telling argument against a wealth tax 
concerns its equity. For it taxes wealth equally, regardless o f  
source. Thus the individual w ho accumulates wealth through 
hard w ork or th rough a useful invention is taxed on a par with 
those who inherit a fortune from  their family. This could seem 
unjust: wealth acquired th rough an individual’s ow n efforts 
seems to have a rather different status from  that acquired 
through, say, the accident o f  birth.

This problem, by definition, does not affect the other method 
o f  taxing wealth: taxing its transfer. M ost countries have some 
form o f  taxes on bequests: some extend them to include gifts 
made in a person’s lifetime. These taxes are generally levied at a 
progressive rate on the am ount o f  the estate or gift that exceeds 
a (usually very generous) exemption limit.

Transfer taxes have a similar combination o f  incentive and 
disincentive effects as wealth taxes. O n  the one hand, individuals 
may be discouraged from  saving because less o f  any amount 
saved can be passed on to their heirs; on the other hand, they 
may be encouraged to save m ore so as to compensate for the 
depredations o f  the tax. O ne consequence is unambiguous, 
however: any reduction in the amounts transferred will encourage 
the heirs themselves to save.

A disadvantage o f  transfer taxes based on the size o f  estates is 
that they offer no incentive to spread wealth. A kind o f  transfer 
tax that does provide this incentive is based not on the overall 
size o f  the estate but on the size o f  the inheritance received by 
each beneficiary. An ambitious version o f  this is the lifetime
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capital receipts tax , where the tax paid by an individual on a 
particular inheritance or gift depends on the total am ount o f 
such transfers he or she has received over his or her lifetime 
(Atkinson, 1972). Those w ho  have received a lot in the past by 
way o f  inheritances or gifts pay tax on any new transfer they 
receive at a higher rate than those w ho have received relatively 
little. This has the advantage that it encourages donors to spread 
their wealth; specifically, it encourages them to give their 
wealth to those w ho have benefited little from  inheritance in the 
past. The desire to avoid taxation in any form  is a powerful 
force; the attractive feature o f  this tax is that this force is 
harnessed to achieve egalitarian ends.

An administrative problem  with the lifetime capital receipts 
tax is that it requires that records be kept o f  wealth transfers 
over all individuals’ lifetimes. An alternative that does not have 
this requirement, yet preserves its egalitarian nature, is to 
incorporate gifts and legacies into the income tax. The gifts or 
legacies individuals receive in a year, after all, represent increases in 
their purchasing pow er in the same way as their annual wage or 
salary; w hy  not, therefore, consider them as income and tax 
them under the present income tax system? Again, the system 
would incorporate egalitarian incentives; donors w ould have an 
incentive to minimize the tax bill on the transfer by spreading it 
among those with low incomes (rather than, as in the lifetime 
capital receipts case, to those with previously low inherited 
wealth).

Whichever m ethod o f  taxing wealth was chosen, it is likely to 
be politically unpopular. Political resistance could be reduced, 
however, by packaging the proposals w ith some more palatable 
policy reform. A possibility here that would fit in well w ith the 
general aim o f  wealth redistribution is what m ight be termed, 
by analogy w ith  a poll tax, a p o l l  grant. The revenue from wealth 
taxation could be used to finance a universal capital grant that 
everyone w ould  receive on attaining the age o f  majority. In that 
way the accumulated wealth o f  one generation could be used to 
fertilize the g row th  o f  the next. If  the grant was financed by an 
annual wealth tax, then its am ount could vary with the amount 
o f  wealth already held by the relevant individuals (or their
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parents), thus converting the grant into a kind o f  negative 
wealth tax. If it came from  a lifetime capital receipts tax, it could 
vary with any wealth already received (the poll grant itself 
would, o f  course, be included as capital already received when 
the tax on any further receipts was assessed).

The combination o f  a developed system o f  wealth taxation 
with a poll grant would go a long way towards the redistribution 
o f  resources that is an essential requirement for the kind o f  
egalitarian market socialist economy discussed in this book. 
However, it is unlikely that it would be sufficient to remove the 
need for any further redistribution. A world o f  equal initial 
resources is not obtainable; but, even if  it were, inequalities in 
income w ould inevitably arise in the operation o f  the economic 
system (of whatever kind), creating poverty, perhaps unaccept­
able ostentatious consumption, and also, through the influence 
o f  income on family circumstances, further inequality in 
endowments. There w ould still therefore be a redistributive 
argument for income taxation and for a social security safety 
net.

C O N C L U D I N G  C O M M E N T S

Market-orientated reforms o f  welfare provision, such as voucher 
and user taxes, particularly i f  coupled with systems o f  wealth 
taxes and poll grants, could make welfare in particular, and the 
wider society in general, m ore responsive, more efficient, and 
more egalitarian. But a w ord  o f  warning is in order. Social 
reform is always risky. Proposals for large-scale policy change 
that sound attractive on paper have an uncanny habit o f  
backfiring in practice. In the case o f  the ideas discussed here, we 
have seen that there are m any potential problems, some o f  
which, if  they prove serious in practice, may outweigh any 
gains that m ight otherwise accrue. If  any o f  them are to be tried, 
then, where practicable, they should be implemented on a small 
scale and on an experimental basis. Experiments o f  this kind 
would have to be carefully monitored; but they are m ore likely 
to reveal the true merits and demerits o f  market-orientated 
welfare reform than any am ount o f  armchair theorizing.

EKOHBHSKI F A ^ A T H - Z a GREB
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