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THE NATURE AND HISTORY OF THE
PROBLEM

By F. A. HAYEK
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I I. MORE RECENT CONTINENTAL DISCUSSION.

12. THE PURPOSE OF THE PRESENT VOLUME.

1. THE UNSEEN PROBLEM

THERE is reason to believe that we are at last entering
an era of reasoned discussion of what has long uncritically
been assumed to be a reconstruction of society on
rational lines. For more than half a century, the belief
that deliberate regulation of all social affairs must neces
sarily be more successful than the apparent haphazard
interplay of independent individuals has continuously
gained ground until to-day there is hardly a political
group anywhere in the world which does not want central
direction of most human activities in the service of one
aim or another. It seemed so easy to improve upon the
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institutions of a free society which had come more and
more to be considered as the result of mere accident,
the product of a peculiar historical growth which might
as well have taken a different direction. To bring order
to such a chaos, to apply reason to the organization of
society, and to shape it deliberately in every detail
according to human wishes and the common ideas of
justice seemed the only course of action worthy of a
reasonable being.

But at the present day it is clear-it would probably
be admitted by all sides-that during the greater part of
the growth of this belief, some of the most serious
problems of such a reconstruction have not even been
recognized, much less successfully answered. For many
years discussion of socialism-and for the greater part
of the period it was only from socialism proper that
the movement sprang-turned almost exclusively on
ethical and psychological issues. On the one hand there
was the general question whether justice required a re
organization of society on socialist lines and what prin
ciples of the distribution of income were to be regarded
as just. On the other hand there was the question
whether men in general could be trusted to have the
moral and psychological qualities which were dimly
seen to be essential if a socialist system was to work.
But although this latter question does raise some of
the real difficulties, it does not really touch the heart
of the problem. What was questioned was only whether
the authorities in the new state would be in a position
to make people carry out their plans properly. Only
the practical possibility of the execution of the plans
was called in question, not whether planning, even in
the ideal case where these difficulties were absent, would
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NATURE AND HISTORY OF THE PROBLEM

achieve the desired end. The problem seemed there
fore to be "only " one of psychology or education, the
" only" meaning that after initial difficulties these
obstacles would certainly be overcome.

If this were true, then the economist would have
nothing to say on the feasibility of such proposals, and
indeed it is improbable that any scientific discussion of
their merits would be possible. It would be a problem
of ethics, or rather of individual judgments of value, on
which different people might agree or disagree, but on
which no reasoned arguments would be possible. Some
of the questions might be left to the psychologist to
decide, if he has really any means of saying what men
would be like under entirely different circumstances.
Apart from this no scientist, and least of all the economist,
would have anything to say about the problems of
Socialism. And many people believing that the know
ledge of the economist is only applicable to the problems
of a capitalist society (i.e. to problems arising out of
peculiar human institutions which would be absent in
a world organized on different lines), still think this to
be the case.

2. ECONOMIC AND TECHNOLOGICAL PROBLEMS

Whether this widespread belief is based on a clear
conviction that there would be no economic problems
in a socialist world, or whether it simply proves that
the people who hold it do not know what economic
problems are, is not always evident. Probably usually
the latter. This is not at all surprising. The big
economic problems which the economist sees and which
he contends will also have to be solved in a collectivist
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society, are not problems which at present are solved
deliberately by anybody in the sense in which the
economic problems of a household reach solution. In
a purely competitive society nobody bothers about any
but his own economic problems. There is therefore no
reason why the existence of economic problems, in the
sense in which the economist uses the term, should be
known to others. But the distribution of available re
sources between different uses which is the economic
problem is no less a problem for society than for the
individual, and although the decision is not consciously
made by anybody, the competitive mechanism does
bring about some sort of solution.

No doubt if it were put in this general way every
body would be ready to admit that such a problem
exists. But few realize that it is fundamentally different
not only in difficulty but also in character from the
problems of engineering. The increasing preoccupation
of the modem world with problems of an engineering
character tends to blind people to the totalJy different
character of the economic problem, and is probably the
main cause why the nature of the latter was less and
less understood. At the same time everyday terminology
used in discussing either sort of problem has greatly
enhanced the confusion. The familiar phrase of " trying
to get the greatest results from the given means " covers
both problems. The metallurgist who seeks for a
method which will enable him to extract a maximum
amount of metal from a given quantity of ore, the
military engineer who tries to build a bridge with a
given number of men in the shortest possible time, or
the optician who endeavours to construct a telescope
which will enable the astronomer to penetrate to still
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more distant stars, all are concerned solely with techno
logical problems. The common character of these
problems is determined by the singleness of their pur
pose in every case, the absolutely determined nature of
the ends to which the available means are to be devoted.
Nor does it alter the fundamental character of the
problem if the means available for a definite purpose
is a fixed amount of money to be spent on factors of
production with given prices. From this point of view
the industrial engineer who decides on the best method
of production of a given commodity on the basis of
given prices is concerned only with technological prob
lems although he may speak of his trying to find the
most economical method. But the only element which
makes his decision in its effects an economic one is not
any part of his calculations but only the fact that he
uses, as a basis for these calculations, prices as he finds
them on the market.

The problems which the director of all economic
activities of a community would have to face would
only be similar to those solved by an engineer if the
order of importance of the different needs of the com
munity were fixed in such a definite and absolute way
that provision for one could always be made irrespective
of cost. If it were possible for him first to decide on
the best way to produce the necessary supply of, say,
food as the most important need, as if it were the only
need, and would think about the supply, say of clothing,
only if and when some means were left over after the
demand for food had been fully satisfied, then there
would be no economic problem. For in such a case
nothing would be left over except what could not possibly
be used for the first purpose, either because it could
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not be turned into food or because there was no further
demand for food. The criterion would simply be
whether the possible maximum of foodstuffs had been
produced or whether the application of different methods
might not lead to a greater output. But the task would
cease to be merely technological in character and would
assume an entirely different nature if it were further
postulated that as many resources as possible should be
left over for other purposes. Then the question arises
what is a greater quantity of resources. If one engineer
proposed a method which would leave a great deal of
land but only little labour for other purposes, while
another would leave much labour and little land, how
in the absence of any standard of value could it be
decided which was the greater quantity? If there were
only one factor of production this could be decided
unequivocally on merely technical grounds, for then the
main problem in every line of production would again
be reduced to one of getting the maximum quantity of
product out of any given amount of the same resources.
The remaining economic problem of how much to
produce in every line of production would in this case
be of a very simple and almost negligible nature. As
soqn as there are two or more factors, however, this
possibility is not present.

The economic problem arises therefore as soon as
different purposes compete for the available resources.
And the criterion of its presence is that costs have to
be taken into account. Cost here, as anywhere, means
nothing but the advantages to be derived from the use
of given resources in other directions. Whether this is
simply the use of part of the possible working day for
recreation, or the use of material resources in an alter-

6



NATURE AND HISTORY OF THE PROBLEM

native line of production, makes little difference. It is
clear that decisions of this sort will have to be made in
any conceivable kind of economic system, wherever
one has to choose between alternative employments of
given resources. But the decisions between two possible
alternative uses cannot be made in the absolute way
which was possible in our earlier example. Even if the
director of the economic system were quite clear in his
mind that the food of one person is always more im
portant than the clothing of another, that would by no
means necessarily imply that it is also more important
than the clothing of two or ten others. How critical
the question is becomes clearer if we look at the less
elementary wants. It may well be that although the
need for one additional doctor is greater than the need
for one additional school teacher, yet under conditions
where it costs three times as much to train an additional
doctor as it costs to train an additional school teacher,
three additional school teachers may appear preferable
to one doctor.

As has been said before, the fact that in the present
order of things such economic problems are not solved
by the conscious decision of anybody has the effect
that most people are not conscious of their existence.
Decisions whether and how much to produce a thing
are economic decisions in this sense. But the making
of such a decision by a single individual is only part
of the solution of the economic problem involved. The
person making such a decision makes it on the basis
of given prices. The fact that by this decision he
influences these prices to a certain, probably very small,
extent will not influence his choice. The ether part
of the problem is solved by the functioning of the price
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system. But it is solved in a way which only a systematic
study of the working of this system reveals. It has been
already suggested that it is not necessary for the working
of this system, that anybody should understand it. But
people are not likely to let it work if they do not under
stand it.

The real situation in this respect is very well reflected
in the popular estimate of the relative merits of the
economists and the engineer. It is probably no exaggera
tion to say that to most people the engineer is the person
who actually does things and the economist the odious
individual who sits back· in his armchair and explains
why the well-meaning efforts of the former are frustrated.
In a sense this is not untrue. But the implication that
the forces which the economist studies and the engineer
is likely to disregard are unimportant and ought to be
disregarded is absurd. It needs the special training of
the economist to see that the spontaneous forces which
limit the ambitions of the engineer themselves provide
a way of solving a problem which otherwise would
have to be solved deliberately.

3. THE DECAY OF ECONOMIC INSIGHT

There are, however, other reasons besides the increasing
conspicuousness of the elaborate modern technique of
production which are responsible for our contemporary
failure to see the existence of economic problems. It
was not always so. For a comparatively short period
in the middle of last century, the degree to which the
economic problems were seen and understood by the
general public was undoubtedly much higher than it is
at present. But the classical system of political economy
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whose extraordinary influence facilitated this understand
ing had been based on insecure and in parts definitely
faulty foundations, and its popularity had been achieved
at the price of a degree of over-simplification which
proved to be its undoing. It was only much later, after
its teaching had lost influence, that the gradual recon
struction of economic theory showed that what defects
there were in its basic concepts had invalidated its
explanation of the working of the economic system to a
much smaller degree than had at first seemed probable.
But in the interval irreparable harm had been done.
The downfall of the classical system tended to discredit
the very idea of theoretical analysis, and it was attempted
to substitute for an understanding of the why of economic
phenomena a mere description of their occurrence. In
consequence, the comprehension of the nature of the
economic problem, the achievement of generations of
teaching, was lost. The economists who were still
interested in general analysis were far too much con
cerned with the reconstructing of the purely abstract
foundations of economic science to exert a noticeable
influence on opinion regarding policy.

It was largely owing to this temporary eclipse of
analytical economics that the real problems connected
with the suggestions of a planned economy have received
so surprisingly little careful examination. But this
eclipse itself was by no means only due to the inherent
weaknesses and the consequent need for reconstruction
of the old economics. Nor would it have had the same
effect if it had not coincided with the rise of another
movement definitely hostile to rational methods in eco
nomics. The common cause which at the same time
undermined the position of economic theory and
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furthered the growth of a school of socialism, which
positively discouraged any speculation of the actual
working of the society of the future, was the rise of the
so-called historical school in economics. l For it was
the essence of the standpoint of this school. that the
laws of economics could only be established by the
application to the material of history of the methods of
the natural sciences. And the nature of this material
is such that any such attempt is bound to degenerate
into mere record and description and a total scepticism
concerning the existence of any laws at all.

It is not difficult to see why this should happen. In
all sciences except those which deal with social phe
nomena all that experience shows us is the result of
processes which we cannot directly observe and which
it is our task to reconstruct. All our conclusions con·
cerning the nature of these processes are of necessity
hypothetical, and the only test of the validity of these
hypotheses is that they prove equally applicable to the
explanation of other phenomena. And what enables us
to arrive by this process of induction at the fonnulation
of general laws or hypotheses regarding the process of
causation is the fact that the possibility of experimenting,
of observing the repetition of the same phenomena under
identical conditions, shows the existence of definite
regularities in the observed phenomena.

In the social sciences, however, the situation is the
exact reverse. On the one hand, experiment is im
possible, and we have therefore no knowledge of definite
regularities in the complex phenomena in the same

1 Some of the points on which I can only touch here I have developed
at somewhat greater length in my inaugural address on the Trend of
Economic Thinking, Economica, May, 1933.
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