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I. Introduction

Ever since the collapse of Soviet-bloc socialism, and the associated breakup of the Soviet Union itself, it has been accepted by the vast majority of political economists that Friedrich A. Hayek and his fellow Austrians, notably his mentor, Ludwig von Mises, were the unequivocal victors in the famous “socialist calculation debate” that had raged for a good seven decades.  It was over.  The anti-socialist, Austrian position had won.  Market capitalism was triumphant in both theory and practice.  The combination of lack of incentives and inevitably dispersed and asymmetric information had doomed command central planning of economies, especially in an increasingly complicated modern world economy (Rosser and Rosser, 2004, Chap. 3).

Despite this generally accepted outcome, there have been dissenters who have argued that things are not as they seem.  Some of these can be seen as fighting a rearguard action, offering possible alternative ways to engage in planning (Devine, 2002), either using decentralized, participatory methods (Albert and Hahnel, 1991) or the use of more advanced computational methods (Cottrell, Cockshott, Michaelson, and Wright, 2007), even as more recent Austrians have continued to dismiss these efforts by invoking the earlier arguments of von Mises and Hayek, with the information problems discussed by the latter (Hayek, 1940, 1988) continuing to play the central role in the argument (Boettke, 2001).  Essentially these parties are simply continuing the earlier debate, if with some modifications.

However, another group has taken a different route, attempting to redefine possible socialisms that strive to incorporate the ideas of Hayek in particular so as to overcome his particular critique.  First out the door on this was Chris Sciabarra (1995), who specifically attempted to reconcile Marx and Hayek.  Sciabarra argued particularly that Marx was aware of the information problem raised by Hayek, although differing in identifying it as arising from the alienation of the workers under capitalism due to their lack of ownership and control over the means of production, rather than being inherent in human economic systems.  In the end, Sciabarra did not pursue the project of attempting to revive the old or propose a newer form of socialism, instead advocating a form of anarchism.

Unlike Sciabarra, Theodore A. Burczak (2006) has made the effort to construct a possible socialism that would be compatible at least to some degree with the arguments and  sensibility of Hayek.  This, of course involves agreeing with Hayek’s central critiques of efforts to plan economic activity by a state, especially at the national level, and for the reasons that Hayek put forth, the inevitability of information problems due to its dispersed nature.  So, Burczak’s socialism is a form of market socialism.  Furthermore, he also accepts the argument about incentives, and so state ownership is not a part of the solution.  Rather, he follows in the direction of advocating labor-managed cooperatives bolstered by a redistributive wealth tax, a “stakeholder’s socialism” along the lines of Ackerman and Alstott (1999).  This also draws on ideas of Sen (1992) and Nussbaum (1992) regarding the equalization of capabilities, with the goal of achieving a society in which the alienation of workers would be overcome, even if this form of socialism would not resemble the classical socialism of the 20th century. 

While this is a notable effort by Burczak, this essay will consider certain weak points and questions regarding its achievement.  The first will be to revisit the question of whether he has reconciled Marx with Hayek, the second will be to examine problems in the Hayekian vision regarding the virtues of the common law as a foundation for a well-functioning market capitalism, and finally there will be a consideration of the problems in building and maintaining an entire economy based on labor-managed cooperatives.
II. Are Marx and Hayek Reconciled by Burczak?

  While Burczak consciously moves beyond, and in many ways eschews, the approach of Sciabarra, there is very much a common theme regarding the relations between Marx and Hayek, with a common ultimate vision being a form of “libertarian Marxism.”  This follows in the footsteps of the postmodernist Marxists who advocate a “thin socialism” (Cullenberg, 1992).  In this view the classical socialism of state ownership is secondary; primary is the ending of labor exploitation and alienation.  This has been a long debated matter, especially with regard to the views of Marx and Engels.

Now, ironically, those who probably were most concerned about this matter were not socialists opposing state ownership of the means of production, but Tito and his followers in the former Yugoslavia, after he broke with Stalin and the Cominform in 1948.  Especially after Tito’s regime moved openly towards a labor-managed, market socialist system, Stalin and his supporters denounced them as apostates from Marxism and socialism.  A vigorous debate broke out between the Titoists and the Stalinists over how Marx (and Engels) viewed and defined these terms (Djilas, 1969; Milenkovitch, 1971)..


Now, the classical view held by Stalin has much going for it: in the most famous and widely read work by Marx and Engels, The Communist Manifesto, they clearly identified state ownership and control with “socialism.”   More to the point regarding cooperatives and labor management, such forms were advocated by Proudhon, and Marx rather scathingly dismissed him and such approaches in his The Poverty of Philosophy (1847).  However, as is pointed out by Burczak, one can find places where Marx appears to advocate something along cooperative or worker-managed lines (Jossa, 2005), especially in parts of Volume III of Capital and in some of his writings on the Paris Commune, although these arguments tended to identify these forms as “transitional” on the way to fuller and truer socialism.

Which brings us to a difficult point regarding Marx: he said little about what should occur under either socialism or communism, although the latter was famously described as sounding anarchistically libertarian, with the invocation of the “withering away of the state” in his Critique of the Gotha Program.  Socialism involved state ownership of the means of production, at least in the “commanding heights” of the economy, although this did not rule out worker management.  The trickier matter comes to the issue at the center of the socialist calculation debate: the role of central planning.  Curiously, Marx never clearly or openly addressed the matter, although most observers assume that he was sympathetic to it, and there are scattered statements vaguely praising it in the abstract.  Rather it was Engels who clearly came out for central planning in his Anti-Duhring (1878).  Some suggest as evidence that Marx agreed with this in that he was still alive at the time, and he and Engels were in close contact and collaboration.  Nevertheless, Marx was not a coauthor on this piece.  So, his view of central planning as necessary remains unresolved.  This leaves the door open, if only somewhat, for the advocates of worker-managed market socialism of some sort.
In any case, while Marx may have supported worker management, and possibly even some sort of markets over planning under certain circumstances, the evidence is strong that he preferred state ownership to cooperatives, and did not view the latter as fully socialist.  This leaves some space between Marx and Hayek, even with the most generous and extended reinterpretation of the views of both that Burczak provides.
 III. Law and Democracy in Post-Hayekian Socialism

Burczak spends several chapters in the middle of his book discussing the views of Hayek on law and democracy, particularly Hayek’s preferring gradual evolution of common law over democratic decisionmaking for determining the framework of economic institutions and activities.  This fits with recent discussions in comparative economics (Rosser and Rosser, 2008) that have emphasized the significance of legal systems as crucial elements of economic systems.  Burczak finds Hayek to be inconsistent in his subjectivism as he emphasizes methodological individualism while simultaneously stressing the role of group evolution in the putatively spontaneous emergence of common law and other aspects of social and economic order.  He argues that common law is not as neutral as Hayek argues, and that a just system must rely on democracy, despite its numerous well-known flaws.

The emphasis on the importance of legal systems to the functioning of economic systems has been a major focus of study in comparative economics recently (Spiller, 2007).  Curiously Burczak avoids the contrast that is most frequently emphasized in this literature, that between common law systems, generally derived ultimately from Great Britain, and civil law systems, often identified as being of French origin originally, although more a more accurate designation would be from Rome.  Much of this literature agrees with Hayek, arguing for the superiority of common law, at least in terms of providing for less onerous environments for economies to operate in.  While there are historical problems with this argument, including the difficulties involved in accurately classifying many legal systems around the world (Rosser and Rosser, 2008), it is not at all obvious in the end that common law is always so superior for such a purpose or is necessarily so much more conducive to good functioning markets than alternatives.

An eloquent statement of this last position is provided by Gordon Tullock, (2005, p. 472) who specifically criticizes the arguments of common law defender, Richard Posner (1992)

“In his zeal to liken the common law system to a private market, Posner oversteps the mark.  The common law system is not a private marketplace.  It is a socialistic bureaucracy, in which attorneys essentially lobby governmental officials – judges and juries – much the same way that special interest groups lobby the legislature.  The greater rents at stake in an action, the more lavish will be the outlay of resources on attorney-lobbyists and on expert witnesses, whose prime goal is to tilt the judge-jury regulators in favor of their client.  In some cases, attorneys will engage in judge shopping to secure a compliant judge, and in jury manipulation to secure a compliant jury.  The distinction between the common law courthouse and the legislature is far less than Posner is willing to admit.”


It is certainly the case that civil code systems are not necessarily associated with democracy.  However, a civil code system within a democracy does allow for the possibility of democratically determined laws being enforced in a relatively even-handed and non-arbitrary manner.  It is the evenhandedness of the law that Hayek admires, even as he sees it in the common law, where it is far from clear that it is so prevalent.  Ironically, Burczak points out that even Hayek admits that the common law may not always keep up with technological changes or treat different classes of people in an even-handed manner, and that special interests can sometimes gain inordinate advantages in common law courts (Hayek, 1973, p. 89).  Burczak follows this by invoking the legal realist tradition and arguing that the common law in the US has evolved to reflect the interests of rising dominant groups, as when industrialists supplanted farmers (Horwitz, 1977).

In the end, Burczak sees democracy as a necessary corrective mechanism to keep courts under any form of law from diverging too far from common justice.  The deepest problems for the rule of law within democracy are seen to arise from income and wealth inequalities.  Hence, Burczak’s proposal of significant wealth redistribution through a wealth tax above a certain level is seen as the way to deal with the remaining problems, a solution that he sees as also dealing with some of the problems for financing the proposed worker-managed cooperatives as well.. 
IV.  Some Practical Problems Regarding the Proposed Utopia

Burczak’s solution to the problem of labor exploitation and thus the key to his post-Hayekian socialist society is worker-managed cooperatives, drawing heavily on arguments of Ellerman (1992) and Bowles and Gintis (1993).  This has the “stakeholder society” proposal of a wealth tax by Ackerman and Alstott (1999) added to it to put the main pieces together.  Backed up by a suitable safety net provided by the public sector, there is much that is appealing here, although it is far from clear that Hayek would approve, given his well known opposition to income redistribution (Hayek, 1960).  However, a further complication is that Burczak does not seem to have grappled fully with some of the problems potentially associated with cooperatives, with both much experience and a long literature available on this matter (Prychitko and Vanek, 1996).

Without doubt there is much evidence showing advantages to worker-managed cooperatives.  They are often more efficient due to close monitoring and fewer layers of managerial hierarchy (Craig and Pencavel, 1992).  They tend to have greater equality of earnings within themselves and can achieve optimal labor allocations (Vanek, 1970).  They also exhibit greater stability of employment as workers are more willing to accept nominal wage cuts in the face of falling demand (Bonin, Jones, and Putterman, 1993).  These benefits have shown up in a variety of observed cases around the world.

However, just as there are these benefits, so there are problems, many of them long known.  While greater stability of employment looks good when demand is declining, the flip side is that they may be slow to hire when demand is growing (Ward, 1958), leading to possibly severe, chronic unemployment.  While Vanek stressed that competition would be the norm, Ward also argues that such firms may act to prevent entry and gain monopolistic power.  Also, while some argue that there will be more capital accumulation and growth by such firms, others have argued that  workers will tend to prefer to withdraw funds and put them in savings accounts instead (Furobotn and Pejovich, 1990).  Finally, it is possible that rather than being generally stabilizing, the system may be fundamentally unstable (Weinrich, 1993).
       Needless to say, there are some real world cases that exist, or have existed, that can provide data on these matters.  While most of the advantages noted in the paragraph before the previous one seem to hold for cooperatives in market capitalist environments, so do many of the problems listed in the paragraph following it.  Most dramatic is the case of the former Yugoslavia, probably the most serious and thorough-going effort to transform an entire economy along such lines, although it must be kept in mind that the workers were not the owners of the means of production as is the case in a cooperative of the sort Burczak advocates, with the state being so along more classically socialist lines.  While Yugoslavia performed better than most of the centrally planned socialist economies (with its republic of Slovenia coming out from socialism with the highest real per capita income of any transition economy and now the only one not only a full member of the European Union but also the only one to have been allowed to adopt the euro), it did experience much higher unemployment and inflation than did both those other economies as well as most market capitalist economies, with the rate of inflation soaring to hyperinflationary levels in 1989 prior to the country and system falling apart (Rosser and Rosser, 2004, Chap. 14). 

Some go so far as to blame the breakup of the country on its unique economic system, but this seems at best exaggerated.  More likely was the explosion of ethnic conflict within the country, although it is true that income inequalities across the republics and regions increased during the Tito period, even as income within republics and enterprises was more evenly distributed (ibid).  Some of these problems may have been exacerbated by the combination with the classical socialist ownership form, as this was associated with soft budget constraints that may well have helped fuel the ultimate explosion of inflation as regional banks expanded money supplies to prop up the firms (Kraft and Vodopivec, 1992).  Also, there have long been claims that workers did not really have much control over the management (Prasnikar and Svejnar, 1991).
Offsetting the ultimately woeful tale of the former Yugoslavia, many of the positive things listed above have been observed in cooperatives in predominantly market capitalist societies, with certain regions more noticeable for their presence, such as the Mondragon cooperatives in the Basque country.  In such industries as plywood in the US (Craig and Pencavel, 1992), the cooperatives appear to be more efficient than the traditionally owned and managed firms.  Given these advantages, the question then naturally arises: why do we not see more of them?  Why are the traditionally owned and managed firms the dominant form throughout market capitalist economies?

There has been much debate on this matter, but a long-identified culprit has been finance.  As long as cooperatives remain fairly small and do not require large amounts of capital investment, financing is not an issue.  But as size increases, it becomes more of a problem.  Now, some of this can be deemed as unfair or discriminatory, standard banks imposing stricter requirements on such firms than on more standard ones.  However, evidence as noted above about workers taking their earnings out into savings suggests that it is also partly due to the members of the cooperative themselves, in particular their need to diversify their assets out of just the firm.

At this point Burczak can step in and argue that his proposal for a wealth tax to provide funding for starting a new cooperative enterprise might help offset this problem.  This may be.  However, his proposal looks more suited to dealing with the entry problem and getting such enterprises started.  It is much less clear that this helps in the situation when such enterprises grow and become large.  It would seem that if such a system as Burczak advocates were to really survive and thrive, more than just the wealth tax might be needed in terms of providing financing, although the danger in such efforts is that they may lead to soft budget constraint problems, especially if the state is behind the financing entities as was the case in the former Yugoslavia.
However, in the end the most likely possible location for an experiment along the lines proposed by Burczak might be a smaller country with some orientation in this direction already in place.  One possibility might well be the clear success story out of the former Yugoslavia, current EU member Slovenia, where indeed a higher proportion of enterprises continue to possess elements of the old labor management system and in which substantially higher proportions of firms are cooperatives than in most other countries (World Bank, 1999, p. 95).  However, given that the European Union has long been critical of Slovenia for these remnants of its old system and the limits it has put on foreign firms investing to buy its domestic enterprises, Slovenia would have considerable difficulty in pulling off such an experiment fully.
V. Conclusion

Theodore Burczak has provided an innovative and stimulating effort to reconcile Marx and Hayek and to propose ways of organizing economic systems that are democratic, efficient, and just.  While there is much of great interest in this book, many potential difficulties remain if one were to attempt to put into practice what he preaches.  Nevertheless, all interested in political economic philosophy should be grateful for his effort.
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