Br., Polanyi Leoture 2. THE TRERD TUVARDS A¥ INTEGRATED SOCIETT

1. The separation of politics and economics.

Nineteenth century society wes based upon the two pillars of liberal
capitalism and representative democracy. The economic end the politieal sphere
were separate. This s the clue to its rapid downfall. For the esxpectetion that
such 8 stete of affairs could be anything but trapsitory was en illusion. A
socieby conteining within its orbit & sgparate, self-reguletinz end avtonomour
economic sphere is a utogia.

On the face of it, this may seem a paradoxical statement. Nothing eppears
more obvious to us than that a society should contain these two institutional
systems as distinet end different as the needs which they serve, For have not
human beings sconomic wants such as for food and politicesl wants such as for safe-
ty and protection? However much & person may prefer Luttsr to guns,or, for that
metter, guns to butter, a3 long a2s he is in his senses, he will never misteke
the puns for the butter. It seems to be in the very nature of things that there
should be separate economic and political imstitutions in socelety.

On closer investigation, however, this turns out %o be a gratuitous assump-
tion with no more to substantiate it than the conventions and habits of a2 few gone~
retions. Human beings must have food end safety, but they need not have a sepa~
rate set of institutions bto satisfy thess wents, i.9., institutions based on a
distinctive motive and directed by a soparate set of people amcting on such a2 mo=-
tive., OUn the conirary, aspart from the limited experience of some nineteenth cen-
tury societies, all hupan societios of the past ssem to have been based on the
institutional unity of society, i.2., one set of institutions was desizned to
serva both the economic and the political needs of soclety,

2. & price~ or market-cconony.

Liberal capitalism is, essentially, a price~ or market-economy. This means
that the production and distribution of goods is controlled by prices resulting
from the functioning of markets.

There are markets for all types of poods: commodity maricets for all sorts
of commodities; capital markets for the use of capital; estate merkets for the uss
of land; labour markets for the use of labour~power. In this way every factor of
produetion has its market.

Aocordingly, there are prices for all types of goods; prices for commoditles
called commodity prices; prices for the use of capital cslled interest; prices for
the use of land called rent; prices for the usze of labour called wages. Thus every
fector of production has its price.

The result of the action of the markets is twofold:

The production of roods, according to their varying quantities and queli-
ties, is determined, and the rescurces of the country, whethsr land or lsbour,
capital or commodities, are auntomatically disposed of.

The distribution of the poods thus produced is determined by the same me-
chanism. For some of these prices form the income of those who sell certain goods.
Thus there is interest for the selliers of the use of capital; rent for the sellers
of the use of land; wages for the sellers of the use of labour-gmsx power; and last-
ly there is profit for The sellers of all sorts of commoditiles, profit being the
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surplus of selling prices over costs {the latter being of course simply the prices
of the goods necessary for the preduetion of the roods in question). The $otal
of these incomes buys the total of the zoods produced within a definite period of
tire. The priciap system thus automatically distributes the roods preduced under
it.

So much for the bare mechanism of a market-economy, presented in a sche-
matic way, If one conceives for a moment thaet hundreds of thousands of elgborate
zoods ara produced by meny wmillions of people mnd then distributed emonzst them
by and through this mechenism which regulates every detail of the teghndlogical,
finencial =nd consuwaptive nrocess, thon you must agres that this is en achleve=
ment of the humen mind comparad to vhieh the pyrsmids of Egypt appeer as trivial.
llo wonder thet when it first apyeared on the horizon of our consciousness it
dazzlsd snd bewildered man as if his eye had met the naked Sun., The Industrial
RFovolution and the mechine age with which our Duropean society was pregnant thus
beceme the sources of =n inspiration sufficiently powerful to carry wankind
through the Ianferno of early industrialism until the trermondouns material benefiis
of the system began aectually to appesr.

But thers was also another reason for the dogmatism of the liberal scono-
pist. TFor the more dovelopsd a price- or marketeeconomy is the more extreme it

must be in the epnlication of its principles. If the early Free traders like
Adem Smith seeméd dogpatic, their dogmatism wes as nothing to that of the later
Uanchester school, and llanchester liberals themselves were wavering end compros~
misinr in comparison to the present day protagonists of liberal capltalism. A
Cobdex and a Bright sppear eg mere opportunists vhen contrasted with the unbend-
ing fanaticism of a Lionel Robbins or & Ludwlg von llses.

The reasone for this fact are fairly simple. A wmarket-sconomy if it workeé
et all, works only as long as you do not interfere with prices, whether commodity
prices, rent, wages, or interest, For a self-regulating system of prices iz de-
pendent for its working on there beinpg a surplus of sellinr prices over costs;
nothing cen be produced unless such a surplus exists. Therefore if selling pri-
cos fall, costs must be ellowed to fall alse. This is independant of human vo=
lition, of sentiments or ideals, Production at a pennaneﬁt loss iz sutomatically
excluded by the rules of the game.

This is why thers must be under this system e froe market for all factors
of prodnection, not only for comodities but also for land, lebour and capital,
Unless the price systerm is flexible and pricses are allowed to move freely accord-
ing to the intercommunication of the various markets, the system coases to be
self-ragulating even in principls and ths vast mechanism must fail, lesavines man-
¥ind in immediate danger of mass unerployment, cessation of production, loss of
incomes and conseguent socisl asnerchy and chsos,

3. Society and the market.

But the apparently simglﬁ@ropasiﬁian that all factors of produetion must
have free markets Iimplies in practice that thd whole cof society must be subor~
dinated te the needs of the market system. fmongst the factors of production
there are lend snd labour, both of which cer be treatefas commodities only on &
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more or less fictitious basis. For labour mesans the human beings of whom so-
ciety consists, and land is only another word for the mother earth on whom they
subsist. In the attempt to establish a separate market-economy within society,
the whole of society is thus subordinsted to the nseds of a market-aconomy.
Almost unwittingly an unhsard of thing is brought into existence: - an economic
society, i. B., & human community based on the assumption that society depends
for its existence on materiel goods alone.

Such an assumption is demonstrably false. The eafety of life and limb
is 2% least as vital as the dally food; nor is there any definlte preference
for bread end butter, if the alternative is to be killed outright. But if a
society should psrmanently exist there ars a number of other requirsments for
which it must provide asuch se ressonably stable relationships to our eaviromment,
i.e., to nature, our neighbours, our craft; military qualities of the members
of society ineluding hkselth and physigue; a sufficiently stable outloock on the
future such as would allow the laying of the foundetions of humen character and
the ralsing of a new generation., Clearly these requisites camnot be substituted
by en abundance of materisl goods alone. The 'Satanic mlll'!' of the market would
soon dispose of a society which would allow its land to be atomized or to bte left
unused; which would allow its labour power to be overstrained or to ba left to
rust; whish would permit its credit eystem to run into an inflation or to throttle
business according to the whims of a blind mechénism removed by its very nature
from the needs of the living community embodied in every humen socisty.

The real nature of the dangers thus become eppsrent which ars inseparable
from the market-utopia. For the sake of society the merkst mechenism must be re-
strioted. But this cannot be done without grave peril to eccnomic life and there-
fore to society sz a whole. We are caught up on the horns of a dilemma: = elther
to continue on the paths of & utopla bound for destruction, or to halt on this
path and risk the throwing out of gear of thie marvellous but extremely artifi-
cial system.

4. The original unity of society, end the present trend towards integration.

The seperation of the political and the economic sphere is the unique pe-
culiarity of our typs of society. Neither the tribal, nor the city state, nor
the feudal societies of the past knew this trait. 1In all these societies ome
set of institutions provided for the satisfaction of the verious human needs such
a8 for safety and protection, justice and order, material goods, sexual life end
reproduction, The religious, the ceremonial, the family and other institutions
of tribal or feudal society do not provide for such a separation. Mercantilism
also, the immediate predecessor of our present society, was a politico-economic’
doctrine bassed on the institutional unity of society.

The utopien character of a market-economy explains why it never could be
really put into practice. It was always more of an ideology than of an actual
fact, Factory legislation and protectioniem, Trade Unions and the Church were
the outstanding fectors in the viclent reaction against the assumptions of an
unrestricted market for land and lebour. In other words, the separation of econo=-
mics and politics was never carried completely into effect. The integration of
society began even efore the movement for a market-economy had reached its elimax.
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But this dovelopment merely incresged the strain on the social system.
For the mutual interfersnce of induetry and state, economics and politiocs, was
not disciplined by any hisher principle. The working oless made use of the
institutions of the democratic state in orderio protect ltself against the
woret effects of the competitive system; the leaders of business on their part
made uege of industrisl propsrty and finance to wesken politiocal demooracy. This
is the false integration of which late ninsteenth century socleby showed so
many eoxamples, The adherents of a market-economy justly polint out that tariff
policies and monopolistic trade union practices were often directly responsible
for the aggravetion of slumps and the restriction of tr:de, What they do not see
is that these proteotivs meszures of the Stete and of voluntary organizations
were the only means to save soelety from destruction through the blind sction
of the market-mechanism,

In postewar Eurcpe the separation of economicss and politics developsd
into a catastrophic internsl situation. The ceptrins of industry undermined
the authority of democratic institutiocns, while demoecratic perliaments conti-
nuously interfered with the working of the mariket mechenism. A stets of affairs
was reached when a sudded paralysis of both the economic and the political in-

stitutions of society was well withi%:fha:fossible. The need for re-integration
ange of the

of society was apparent.

Thie was the critical state of affairs out of which the fascist revolu-
tions sprang. The elternative was between sn integration of socisty through
political power on a democratic basis, or, if demoosracy proved too weak, inbte-
gration on en authoritarian basig in a totalitarisn soclety, at the price of
the sacriflee of democracy.

Ths Americzn social system is, in my conviction, not faced with this tra--
gic dflemma. But if loss of freedom should be avoided, it will have to take two
etepe at the same time: ~ accept the need for intemration and achieve it through
democratic means.,

Correction in Lecturs 1:

The top line of page 2 in Lecture 1 should read as follows:
"except for a few enclaves, the peoples were living in an entirely new insti-
tutional setting.", instead of "intermational® sebting as is printed.





