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Abstract: In this paper we provide an analysis of Michael’s Polanyi’s contribution to
economics mainly found in a few articles (Polanyi 1935, 1938, 1940a) and in a book entitled
Free Employment and Free Trade (1945). We stress two major influences on Polanyi’s
economics: first, Hayek’s opposition to central planning and his defence of self-organization
as a superior mechanism for coordinating individual plans; second, Keynes’ macroeconomic
disequilibrium approach to the adjustment of savings and investment that called for
government intervention in the form of monetary and fiscal policy.
Polanyi’s attempt to blend these two influences may seem contradictory at first sight but we
claim that they can be reconciled if two other important features of Polanyi’s intellectual
background is brought into the picture: on the one hand, his view of liberalism, which entailed
two overlapping notions of freedom (traditional private freedom together with public liberty);
on the other hand, his teleological type of evolutionism tainted with Catholic ideas.
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liberalism, evolutionism
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1. Introduction
Michael Polanyi2, a very impressive and interesting scientist and philosopher, was born in
Budapest in 1891 and died in 1976 in Northampton, UK. He completed a medical degree in
1913 and a PhD in physical chemistry3 in 1917, both at the University of Budapest. In 1919,
he converted from Judaism to Catholicism.4 He moved to Karlsruhe where he continued to
study physical chemistry; then, after a short stay in Budapest, moved to Berlin where he
1The first version of this paper owes a lot to Pierre Garrouste, my colleague and partner in life, who died August
21st 2016 in Nice after a two year struggle against cancer. Warm thanks go to Martin X. Moleski for very helpful
discussions and comments. We also thank Struan Jacobs and Nicolas Bisset for their remarks and comments.
2 He was born Mihaly Pollacsek, but his name was Magyarized as was usual for Jewish names at that time in
Hungary (see Frank, 2012).
3
Michael Polanyi’s son, John Polanyi, won the Nobel Prize for Chemistry in 1986.
4 ‘Michael Polanyi was baptized into the Catholic Church on October 18, 1919 (well into the era of the
White Terror), but it is unclear whether this was an act of faith or a practical step to facilitate his
employment in Karlsruhe, Germany, where he was to emigrate shortly’ (Frank, 2012, p. 209).
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obtained a position at the Kaiser Wilhelm Institute for Fiber Chemistry5. He moved to Great
Britain in 1933 to take up a position at the University of Manchester after the Nazi regime’s
imposition of a prohibition on Jews in civil-servant positions. He continued to work in
chemistry at the University of Manchester, but in 1937 his interest switched to economics and
“it was hard to interest Polanyi in chemistry subjects anymore” (Nye, 2002, p. 125). He had
many discussions about economics with his brother, Karl Polanyi6 (1886-1964), who was
living in London. Like his brother, Michael was very concerned about the economic and
political situation in the Soviet Union, which he visited for professional reasons and heard
news of from members of his family who lived there (their mother was from Vilnjus). In
1936, Michael Polanyi met Bukharin (Polanyi was invited to give a series of lectures to the
Ministry of Health Industry in the USSR) who stressed that in socialist societies all scientific
research is connected to the needs of the ongoing Five Year Plan. Michael Polanyi noted
developments in the study of genetics after Lysenko’s doctrine received the support of the
Soviet State. In Great Britain, the Marxist John Desmond Bernal, was one of the defenders of
planned scientific research.
In cooperation with John Baker7, Polanyi founded in 1940 the Society for Freedom in
Science. The Society attracted various intellectuals like Nikolai Bukharin, Max Born and
Erwin Schrödinger, as well as high profiles scholars working in very different domains:
Keynes and Hayek (economics), Popper and Kuhn (epistemology), and Russell and
Wittgenstein (philosophy). This meeting of minds contributed to making Polanyi’s view of
reality and knowledge highly original.8 As a scholar untrained in economics he provided an
iconoclastic approach in defending both Keynesian and Hayekian ideas.
Polanyi’s development and synthesis of both Hayekian and Keynesian conceptions could be
considered contradictory; it is well known that Hayek and Keynes disagreed heartily about
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For a precise biography of Michael Polanyi see Nye (2011) and Scott and Moleski (2005).
Karl Polanyi graduated (in law) from the University in Koloszvar, near Budapest, in 1909. He entered the law
profession in 1912. From 1924 to 1933 he was employed as senior editor of the prestigious Der Oesterreichische
Volkswirt and subsequently became an economist and an economic historian. He is known for his The Great
Transformation (1944). The two brothers disagreed about the interpretation of the Great War, the rise of fascism
and communism and the Great Depression. They also held diverging opinions on the USSR (see Nagy, 1996;
Scott and Moleski, 2005; Gulick, 2008). According to Michael Polanyi, fascism and communism were due to a
“moral inversion” that blends skepticism and utopia (see Yeager, 2002-2003).
7 John Randal Baker (1900 – 1984) was a biologist, physical anthropologist, and professor at the University of
Oxford.
8
See Festré and Garrouste (2014).
6
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economics and economic policy.9 Although Keynes was not a defender of central planning, he
advocated use of government to help regulate the economy in the context of unemployment.
Hayek believed that economic freedom was tied to free markets and the less government
intervention, the better for the economy. Was Polanyi’s attempt to reconcile Hayek and
Keynes linked to his lack of ‘professional’ training as an economist? If not, how can such an
attempt be understood?
Our aim in this paper is to show that there is coherence in Polanyi’s economics demonstrated
by the rapprochement he proposes between Hayek and Keynes. To explain this coherence the
aim is not try to find proximities between Hayek and Keynes, but to show that from Polanyi’s
point of view it is possible to defend both conceptions. Our main argument is that Polanyi and
Hayek’s conceptions of liberalism and evolution are different, which made it possible for
Polanyi to agree that the State should intervene to reduce unemployment while also upholding
the concept of a self-organized economy and society.
The paper is organized as follows. In Section 2 we present Polaniy’s mixed conception of
economics. In Section 3 we present the conceptions of liberalism and evolutionism of Hayek
and Polanyi respectively, arguing in Section 4 that these differences explain the apparent
incoherence of Polanyi’s conception of economics. Section 5 concludes the paper.
2. Polanyi’s mixed conception of economics
Polanyi's writings on economic topics are divided between attacks on the Soviet system and
lucid commentaries on the work of Lord Keynes. Between 1935 and 1950, Polanyi
corresponded with a number of important economists including Friedrich A. Hayek, David
Caradog Jones, Wolfe Mays, and John Maynard Keynes. His position as a scientist and a
social thinker led him to become involved with a group of intellectuals in England concerned
with social problems. This group, the Moot, was convened by Joseph H. Oldham, editor of the
Christian Newsletter (Cash, 1996, p. 7).

Hayek and Keynes were not however completely opposed. They shared a subjectivist approach regarding
expectations especially (Boehm, 1989; Butos and Koppl, 2014). Hicks (1967) identified proximities between
Hayek and Keynes. See also O’Driscoll, 1977), and more recently, Arnon (2014).
9
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In his writings in economics Polanyi is close to Hayek. Although he attended the Colloque
Walter Lippmann10 on neoliberalism held in Paris in August 1938, and the first Mont Pelerin
Society meeting11 held in 1947, he was not convinced by Hayek’s conception of economics
and especially his defence of laissez faire in the field of economic policy.12 When he read
Keynes’s The General Theory of Employment, Interest and Money he was impressed by its
economic policy implications.13
In fact, Polanyi defends both a Hayekian conception of society and a Keynesian
macroeconomic approach. The first is more in line with his conception of knowledge and
emergence of novelty, which he describes also as a polycentric process, and the second is
more in line with his idea that it is possible to solve economic inefficiencies using what
Popper calls ‘piecemeal technology’.14 We examine these two influences, which differ
completely in the ways the arguments are organized: In his Keynes-inspired approach,
Polanyi does not base his discourse on the idea of emergence but he is deliberately situated at
the macroeconomic level. By contrast, in his Hayek-inspired approach, Polanyi’s interest is
focused on how an order emerges from the individuals’ actions and interactions.

10

26 economists and scholars attended this 5-day colloquium: Raymond Aron, Roger Auboin, Louis Baudin,
Marcel Bourgeois, José Castillejo, John Bell Condliffe, Auguste Detœuf, Friedrich Hayek, Michael Angelo
Heilperin, Bruce Hopper, Bernard Lavergne, Walter Lippmann, Etienne Mantoux, Robert Marjolin, Louis
Marlio, Ernest Mercier, Ludwig von Mises, André Piatier, Michael Polanyi, Stefan T. Possony, Wilhelm Röpke,
Louis Rougier, Jacques Rueff, Alexander Rüstow, Alfred Schütz, and Marcel van Zeeland.
11
36 people attended the first Mont Pelerin Society meeting held on 1-10 April 1947: Maurice Allais, Carlo
Antoni, Hans Barth, Karl Brandt, Herbert Cornuelle, John Davenport, Stanley Dennison, Aaron Director, Walter
Eucken, Erick Eyck, Milton Friedman, Harry Gideonse, Frank Graham, Friedrich Hayek, Henry Hazlitt, Floyd
Harper, Trygve Hoff, Albert Hunold, Carl Iversen, John Jewkes, Bertrand de Jouvenel, Frank Knight, Fritz
Machlup, Salvador de Madariaga, Henri de Lovinfosse, Loren Miller, Ludwig von Mises, Felix Morley, Michael
Polanyi, Karl Popper, William Rappard, Leonard Read, George Révay, Lionel Robbins, Wilhelm Röpke, George
Stigler, Herbert Tingsten, François Trevoux, Orval Watts, and Cicely Wedgwood.
12
‘In the controversy between Laissez Faire and Planning my outlook leans distinctly towards the former… Yet
I have proposed some measures which many people may call “planning”. If we understand by “planning” the
setting aside – in whatever instance – of an alleged automatism, which economic science used to consider as
inescapable, and its replacement by government action, then I have certainly have suggested definite measures of
”planning’” (Polanyi, 1945, p. 149). ‘Besides, if I recalled the memorable campaign through which he [Friedrich
Hayek] defended for a time some indispensable truths against the turbulent hopes of contemporary opinion, I
should also have to criticise to a certain extent the position he took up in this struggle. He addressed an age
obsessed by the fear of mass unemployment while turning an indifferent eye on this problem. This surely was a
mistake’ (Polanyi, 1949, p. 267).
13
‘But since the early 1930’s a new and more enlightened opinion has begun to drawn upon economic science,
and through the publication in 1936 of The General Theory of Employment, Interest and Money, by J.M.
Keynes, the light finally broke through’ (Polanyi, 1945, p. 2).
14 By analogy with the central role of piecemeal experiments in the sciences, Popper argues that piecemeal social
engineering is the only type of reform (in contrast to economic or social planning) that can be rationally justified,
namely, a conception of public intervention that is small-scale, incremental, and continuously amended in the
light of experience. Note that Polanyi never refers explicitly to the notion of peacemeal technology.
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2.1. Polanyi’s Hayek-inspired approach to inter-individual economic coordination15
What Polanyi takes from Hayek16 is the idea that freedom is an essential element of
coordination. In The Republic of Science (1962), Polanyi compares the market mechanism à
la Hayek and the functioning of science.17 He advocated against the idea that pure science
could be based on social demand.18 In The Republic of Science he begins by analysing the
functioning of a free market à la Hayek, and stresses the idea that the scientific community
should be subject to the same rules:19
What I have said here about the highest possible co-ordination of individual scientific
efforts by a process of self-co-ordination may recall the self-co-ordination achieved by
producers and consumers operating in a market. It was, indeed, with this in mind that I
spoke of ‘the invisible hand’ guiding the co-ordination of independent initiatives to a
maximum advancement of science, just as Adam Smith invoked 'the invisible hand' to
describe the achievement of greatest joint material satisfaction when independent
producers and consumers are guided by the prices of goods in a market. (Polanyi,
1962, p. 56).
He calls the process of coordination polycentricity. ‘I think I have proved in earlier writings
that the production and distribution of modern technological products can be conducted only
polycentrically, that is, by essentially independent productive centers distributing their
For a comparison between Hayek and Polanyi, see Mirowski (1998-1999).
‘The essay I am offering here for the celebration of my honoured friend Fritz Hayek is on a subject close to his
major interest” (Polanyi, 1997, p.183). This essay is part of a book published in 1969: Roads to Freedom: Essays
in Honour of Friedrich A. von Hayek. This Festschrift of ‘honorary essays’ presented to Hayek on his 70th
birthday includes essays by Erich Streissler, Jacques Rueff, Peter T. Bauer, James M. Buchanan, Gottfried
Haberler, George N. Halm, Ludwig M. Lachmann, Friedrich A. Lutz, Fritz Machlup, Frank W. Paish, Michael
Polanyi, Karl R. Popper, Günter Schmölders, and Gordon Tulloch.
17
For the debate over who, Hayek or Polanyi, is the father of the notion of spontaneous order, see Jacobs (1999a)
and the pro-Hayek response from Bladel (2005). Moleski would seem right in writing (personal communication):
‘I am not sure it is fair to say that Polanyi “took” this theme from Hayek. I think it developed quite naturally
from his instinctive dislike of Soviet economics and a philosophy of science that made it the handmaid of
totalitarian ideals’.
18
‘I appreciate the generous sentiments which actuate the aspiration of guiding the progress of science into
socially beneficent channels, but I hold its aim to be impossible and indeed nonsensical. An example will show
what I mean by this impossibility. In January 1945, Lord Russell and I were together on the BBC Brains Trust.
We were asked about the possible technical uses of Einstein's theory of relativity, and neither of us could think
of any. This was forty-years after the publication of the theory and fifty years after the inception by Einstein of
the work which led to its discovery. It was fifty-eight years after the Michelson Morley experiment. But,
actually, the technical application of relativity, which neither Russell nor I could think of, was to be revealed
within a few months by the explosion of the first atomic bomb. For the energy of the explosion was released at
the expense of mass in accordance with the relativistic equation e = mc2 an equation which was soon to be found
splashed over the cover of Time magazine, as a token of its supreme practical importance’ (Polanyi, 1962, p. 62).
19
For a critique of this conception see Knight (1949), Buchanan (1967) and the response of Roberts (1969).
15
16
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products through a market’ (ibid, 183). In Polanyi (1948) we find a demonstration of the
impossibility of economic planning through the comparison between two opposing
coordination devices, namely, corporate authority and spontaneous order, and by using graph
representations (see in the Appendix).
What Polanyi wants to demonstrate is the superiority – in terms of efficiency – of spontaneous
order over corporate authority when the number of interacting individuals becomes
significant. In other words, ‘the impossibility of central economic direction lies in the much
shorter span of control [the number of adjustable relations20] of a corporate authority as
compared with a self-adjusted system’ (Polanyi, 1948, p. 256). This idea is close to Ashby’s
Law of Requisite Variety (1957). According to Ashby, regulation and control of a system is
possible if and only if the system that undertakes to control and regulate this system has at
least the same variety.21
This approach based on the importance of the span of control in the definition of the
principles of management was first proposed by Graimucas (1933)22, then revived by Meier
and Bolt (2000)23 and developed by Theobalt and Nicholson-Crotty (2005):
Any quadratic formula relating production (Y) to span of control (X) within a given set of
organizations can be defined by three key parameters, as denoted in the following equation:
𝑌 = 𝛼 − 𝛾(𝑋 − 𝛽)!

20

In Figure 1 the span of control equals 3.
‘Thus, if the order of occurrence is ignored, the set c, b, c, a, c, c, a, b, c, b, b, a which contains twelve
elements, contains only three distinct elements a, b and c. Such a set will be said to have a variety of three
elements’ (Ashby, 1957, pp. 124-125).
22
The notion of ‘span of control’ has been first introduced in Management by Graicunas (1933, 1937). This
notion came from the psychological notion of ‘span of attention’. The formula known as the Graicunas formula
can be written as follows:
2!
𝑟=𝑛
+ 𝑛−1
2
21

where r is the number of relationship and n the number of subordinates. Accordingly, the ‘span of control’ is
defined by n, the number of cross relationships equals n(n-1) and the direct group relationships n(2n/2 – 1). See
Gulick and Urwick (1937), Urwick (1956, 1974), Nickols (2011).
23
According to Meier and Bolt ‘Simon’s critique [Simon, 1946] was viewed as devastating, and the principles of
management school of thought quickly fell out of favor, to be replaced by a research focus on the decisionmaking processes of individuals in organizations’ (Meier and Bolt, 2000, p. 117).
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where 𝛼 is the highest value that Y can attain (i.e., maximum output), 𝛽 is the value of X
(span) where output is maximized, and 𝛾 is a constant that adjusts the curve to be either
narrower or wider. (Meier and Bolt, 2000, p. 120)
Meier and Bolt find a relation between organizational performance and span of control similar
to Polanyi (see Figure 6).
Meier, Bohte / ODE TO LUTHER GULICK
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Figure 1: Span of Control and Outputs: The Theoretical Relationship

Figure 6. Span of Control and Outputs: The Theoretical Relationship
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necessarily in the actors’ interests. Accordingly, he lists the ‘five determinants of societal

action, which, for the sake of further discussion’,
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Powers, Tasks, Tests, Rewards, Accession’ (Polanyi, 1997, p. 186).
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determined by senior individuals within a corporation and rationally defined by the
individuals in a polycentric system. “Tests” are the set of tools used to evaluate individual
performance. They are based on a contract in a polycentric system, and on a fair appraisal in
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corporations. “Accession” is linked to the procedure of ‘promotion or demotion’. It is defined
by a contract in the case of a business corporation.24

Polanyi then analyses the institutions that, in a polycentric system, ‘provide the persons
making decisions with the five factors of responsible societal action’ (Polanyi, 1997, p. 189).
He uses the - slightly modified by us - figure below (see Figure 7):

W
(workers)

M
(managers)

L
(landowners)

C
(consumers)

I
(investors)

Figure 7. Resources allocation in an economic system

The double-headed arrows connecting the symbols expresses the following two way
processes:
The W’s allocate themselves to jobs offered by M (managers) while M’s give jobs to
W’s. Similarly the L’s assign sites to one of the plants controlled by an M, while an M
decides to puts his plant on a site placed at his disposal by an L. The I’s allocate
capital between different M’s, while the M’s allocate their ideas to one of the I’s. On
the right of the M’s we see them distributing their products between the C’s
(consumers) while the C’s choose between different M’s in allocating their custom.
(Polanyi, 1997, p. 190)
24

Note that Polanyi does not analyse accession in the case of a polycentric system.

8

In the above quotation, the W’s refers to the workers, the L’s to landowners, while the I’s
stand for the investors. According to Polanyi the polycentric system permits the five
determinants to function efficiently if, (i) there is a system of contracts that bilaterally links
the different parties (W and M, L and M, I and M and M and C); (ii) this system of contracts
being ‘enforceable by a legal order of private law’ (ibid., p. 190) and (iii) a price system exists
that allows the different parties rationally to allocate their resources.
What distinguishes capitalism and socialism is mainly the contractual relationships between
the I’s and the M’s. First, under socialism the I’s ‘are appointed by public authorities’ (ibid, p.
193) and people cannot directly finance the M’s and reap no profits from this: ‘All risks of
enterprise are pooled in the public treasury. The State bears all the losses and takes all the
profits.’ (ibid., p. 194). Second,

in the competitive order I ↔ M, we still have the managers boosting their projects in
competition with each other and trying to attract capital in the direction of greater
profitability; but the I’s being all officials of the same government cannot possibly
pursue as many different and conflicting opinions as private individuals could.’ (ibid,
p. 194)
Judging by what precedes, Polanyi’s conception of the market economy sounds very close to
Hayek’s and it is of no surprise that Polanyi attended the first meeting of the Mont Pelerin
Society. More specifically, Polanyi referred to polycentricity, a concept he forged in order to
show that self-organization proves to be a more efficient coordination device than planned
organization because (i) from a threshold number of people, the span of control does not
permit the hierarchy to organize the flows of information between the different levels of the
organization efficiently; and (ii) to use modern parlance, the system of incentives is poor
within an organization whereas it is strong in the market.
Nevertheless, Polanyi was conscious that the State had a role in making the market and the
entire economy function efficiently.25 As he wrote: ‘The State supervises commerce by
controlling the standard forms of contracts through which it operates and by supporting the
organization of markets which offer scope for public competition.’ (Polanyi, 1997, p.135).
25

We do not develop this aspect of Polanyi’s conception here; however, in our view, those elements are due to
his strong humanism. See Kelleher (2008-2009) and below.
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This is a traditional function of the State, namely, to define and enforce the rules of the
economic game, in particular, contract law and to guarantee property rights.
However, according to Polanyi, roads, town halls and armaments should be funded by the
public authorities: the modern State ‘considers, in particular, that the care for children, for the
sick, the old, and the unemployed is a public concern, and it provides services for these from
public funds.’ But ‘the great majority of human satisfactions are, however, of distinctly
individual character, and are parceled out through the market to individual consumers on
commercial basis.’ (ibid). Thus, the State is obliged not only to defend freedom in economics,
science and society in general but also to finance public goods and services and to avoid
poverty and inequalities.26 From this perspective it is interesting that Polanyi considers that
the best way to reduce inequalities is to suppress inheritance. On the topic of speculation,
Polanyi considers that ‘limitations on certain speculative opportunities and on the movement
of “hot money” may be imposed permanently. However, he adds that the public will hardly
approve of the permanent establishment of a broad battlefront between an army of officials
and the private users of money.’ (Polanyi, 1945, p. 87).
To sum up, according to Polanyi, the State has to ensure that the conditions for polycentricity
(or self-organization) are warranted. In particular, property rights and contract law must be
defined and enforced. Moreover, the State must first, finance public goods and public services
and second, try to reduce poverty and economic inequalities as well as economic dysfunctions
such as speculation for instance. The latter two tasks are absolutely not in line with Hayek’s
conception of economics.
2.2. Polanyi’s Keynes-inspired approach to government economic intervention
In a letter to Toni Stolper, written in September 1937, Polanyi states that his beautiful
vacation in the Bretagne ‘resulted in [the] valuable achievement of understanding Keynes’
book General Theory of Unemployment! A grandiose oeuvre that will offer nourishment to
social powers for many years’ (Beira, 2014-2015, p. 9).

Polanyi also notes that ‘If a local deficiency in health or education can be noted, national funds should,
without question, be made available to remedy the weakness’ (Polanyi, 1945, p. 99).
26

10

In his book Full Employment and Free Trade (1945),27 Polanyi takes as point of departure
what he calls the ‘money circle’ (see Figure 8).28 The full circulation is characterized by the
fact that the ‘Money Belt’ is such that full employment is realized (see Figure 9). Thus, trade
cycles are possible. When the economy expands, prices increase and ‘such a tendency makes
prospects of further new business investment appear profitable’ (Polanyi, 1945, p. 25). The
increase in new business investment creates a monetary expansion and prices rise again: ‘A
business expansion is therefore a self-accelerating process’ (ibid.). Similar but reverse
reasoning can be applied to the process of contraction. However, expansion is not an
indefinite process:
Once a retardation has set in a contracting force may gain the upper hand. Increased
depreciation allowances allocated with respect to the increment of constructional
equipment which was created in the upspring, combined with a comparative dearth of
renewals (as to be expected in the immediate wake of a wave of new construction),
will tend to produce a down-turn. Such a downward trend will go on self-accelerating
for a while. (ibid., p.25).
In 1938 Polanyi proposed an explanation for the existence of a cycle of reinvestment:
The cycles of reinvestment will be shown to be accompanied by regular changes in the
age distribution, average age, and value of capital during which payments for
reinvestment oscillate around the steady rate of amortisation, causing alternative
phases of liquidation and re-absorption of capital and ending up eventually with the
net liquidation of one half of the originally invested capital. The whole of this process
is called ‘The Settling Down of Capital’. (Polanyi, 1938, pp. 153-154)
In this way Polanyi explains the Trade Cycle as the relationships between amortization
payments and reinvestment. The first exceeds the second during a downturn, and the reverse
effect is a source of revival following a slump.

27

Polanyi’s book was reviewed by Arndt (1946), Gilbert (1946), Lindblom (1946), Lutz (1946), Phelps Brown
(1946), Stead (1946), T.M.R. (1945), Harrod (1945) and Woolbert (1946).
28
Polanyi uses visual representations, but to a lesser extent than in Polanyi (1940a). See Beira (2014-2014) and
Moodey (2014-2015).
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Figure 8. The ‘Money Circle’ (source Polanyi, 1945, p. 4)
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Figure 9. ‘Expansion and Contraction’ (source Polanyi, 1945, p.7)
Polanyi realized that an insufficiency of demand meant an insufficiency of money. This
realization permitted full employment to be maintained without the need for national
13

economic planning and without running up the national debt. There was no reason to incur
public debt and interest payments when the purpose of the fiscal deficit was to satisfy an
excess demand for money and absorb an excess supply of goods and labor. The government
should finance its deficit by issuing new money. (Roberts and Van Cott, 1998-99, p. 28).
This phenomenon, according to Polanyi, is a consequence of what he calls the Gap, that is, the
difference between savings and investments:
Gap = Savings – Commercial Investments
This Gap is due to the fact that savings and investments depend on two sets of independent
decisions that do not necessarily converge and ‘expansions and contractions of monetary
circulation arise in consequence’ (Polanyi, 1945, p. 26). There is a tendency for gaps to be
self-sealing because variations in the national income induce variations in both savings and
investments in the same direction: ‘This process of self-sealing, however, is achieved at the
cost of adjusting Employment and National Income to some level which is not likely to be a
desirable one. In fact advanced industrial communities tend to adjust the level of employment
well below full capacity.’ (ibid., p. 26)
Accordingly, because the automatic forces that fill the gap are not efficient in the sense that
full employment is not necessarily achieved, the gap has to be filled ‘artificially’:
The problem of Full Employment can now be seen to consist in the task of filling this
gap. In other words: to achieve Full Employment it is necessary to fill the Gap at Full
Employment- the gap by which Savings exceed new commercial investment when Full
Circulation is maintained. (Polanyi, 1945, p. 27, emphasis in original).

Accordingly,
I have repeatedly expressed already in a preliminary fashion the point which I shall
urge here further; namely, that if, employment being depressed for lack of circulation,
the Government covers some of its expenditure by the issue of new money in order to
supplement circulation and to restore employment, this must not be looked as a
process of borrowing: but that the operation must, on the contrary, be regarded as a
14

definitive financial act by which the Government discharges for the time being its
obligation, as guardian of the level of monetary circulation.’ (ibid, pp. 36-37).
It results that:
Budget = Tax29 + Gap.
However, there is a condition that needs to be satisfied: ‘the process undertaken in order to
create sufficient circulation need involve and must involve no material sacrifice to speak of. It
should be, and can be, carried out in a neutral form, i.e., in a way requiring no materially
significant economic or social action to accompany it.’ (ibid, p. 29, emphasis in original).
This is how Polanyi defines the ‘principle of neutrality’, which differs from its definition in
economics. In economics, the principle of neutrality is a positive, not a normative concept and
expresses the idea that nominal variables have no effect on real ones. This is the basis of the
quantitative theory of money: if the quantity of money supplied increases then prices increase
without any effect on GDP real value.30 This theory was challenged by Keynes who proposed
a ‘monetary theory of production’.31 Therefore, it would seem that Polanyi’s use of the term
‘principle of neutrality’ is linked to the idea that the State must not create distortions in the
economy.32 Referring to Meade (1938), Polanyi writes that:
He expounded this method [the Keynesian theory] here with unsurpassed clarity, but
failed to round off the picture by adding to it the principle of neutrality. His suggestion
to distribute money as a supplement to social services in amounts compensating for
circulatory deficiencies is in sharp conflict with this principle.’ (Polanyi, 1945, p. 124)

29There are three kinds of taxes: ‘1) Direct taxation of high incomes and of inheritance is necessary in order to
restore social justice; 2) indirect taxes on spirits may be levied as a curb on drinking; 3) a motor tax may be
imposed to enforce payment for construction and maintenance of roads by those who principally use them’
(Polanyi, 1945, p. 50).
30
It is difficult then to accept the idea that ‘Polanyi synthesized Keynesian economics with the monetary school
of economics later associated with Milton Friedman.’ (Roberts and Van Cott, 1998-99, p. 26). Indeed, according
to Friedman, the effect of an increase in the quantity of money supplied, after a short period of efficiency (during
which people become victims of a monetary illusion) is an increase of inflation without any effect on the level of
employment. Polanyi is much more in line with Hicks (1937).
31
See Keynes (1933).
32
‘The principle of neutrality also follows: namely that Governments must use existing channels of public
expenditure for issuing new money and do not undertake new public enterprises or deviate in any other way
from the otherwise desirable course of economic policies, merely for the purpose of bringing money into
circulation’ (Polanyi, 1945, p. 147). Manucci (2005, p. 156) stresses that ‘the principle of neutrality demanded
by Polanyi is simply the principle of separation between economics and politics’.
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To sum up, Polanyi stresses the idea that the State, in order to solve unemployment due to the
Gap, has to inject new money into the economy without compensation so long as this
injection does not produce distortions in the real economy (the neutrality principle). It is on
this basis that Polanyi criticizes President Roosevelt’s 1937 decision to impose a special tax
on undistributed profits because such a policy induces a ‘misdirection of human efforts, or
human relations’ (Polanyi, 1945, p. 29).
The neutrality principle permits Polanyi to make coherent his Keynesian conception of
economics and his economic analysis based on the concept of polycentricity. Inasmuch as this
principle guaranties that State interventions do not distort individuals’ incentives, i.e., that
they do not misdirect human efforts, do not infringe the freedom of people to behave and
coordinate and therefore do not prevent spontaneous order from emerging.
3. Polanyi and Hayek’s conception of liberalism and evolution
In order to solve the apparent contradiction in Polanyi, Roberts and Van Cott (1998-1999, p.
26) stress the idea that:
Being untrained as an economist allowed Polanyi to avoid pitfalls that confused
economists. It also left him unaware of the magnitude of his achievement. He saw
himself as a Keynesian, but in fact he achieved, in the early years of Keynesianism,
before the monetarist critique, an integration of the two approaches that economists
did not reach until the 1970s.
Whatever the consistency of this argument,33 it would seem reasonable to look at why Polanyi
develops two different kinds of arguments. First, Polanyi stresses the idea that polycentricity
(self-organization) is efficient compared to planning while his second argument is that he
supports State intervention to help reduce unemployment. This apparent contradiction would
seem to be linked to both Polanyi’s conception of liberalism and his evolutionism. As a
liberal, Polanyi introduces an important difference between private freedom and public
liberty. As an evolutionist, Polanyi disagrees with Hayek: Hayek’s evolutionism is not
teleological whereas Polanyi’s is.
3.1. Polanyi’s liberalism

33

See note 31.
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According to Polanyi, it is public power, not the invisible hand, that ‘shelters and controls’ the
‘economic institutions of society’. In other terms, by making co-operation the coefficient of
the economic system, Polanyi appears to be rejecting competition in favor of co-operation.
But competition is one of the constituent elements of the laws of the market, for which the
‘invisible hand’ is a metaphor. (Moodey, 2014-2015, p. 32).
This is linked to Polanyi’s two notions of freedom, i.e., private freedom and public liberty.
Private freedom as ‘individualistic’ and ‘self-assertive’ (defended by utilitarians, romantics
and nihilists) permits people to do what they please, ‘whereas judges, scientists, theologians,
and members of other dynamic orders have their freedom from public purpose.’ (Jacobs and
Mullins, 2008, p. 127). This second kind of freedom relates to the notion of ‘public liberty’:
The freedom with which we are concerned here is not for the sake of the individual at
all, but for the benefit of the community in which dynamic systems of order are to be
maintained. It is freedom with a responsible purpose; a privilege combined with
duties, as exacting as any that are shouldered by man. It may be called, therefore,
Public Liberty – as opposed to Private Freedom. (Polanyi, 1941, p. 438).
According to Polanyi, however, ‘responsible public liberty sets a limit to irresponsible private
freedom; but we must not think of the two as enemies. On the contrary, they merge into one
another and mutually stimulate each other’ (Polanyi, 1941, p. 440). In The Foundations of
Academic Freedom (1947),34 Polanyi shows that public liberty supposes that scientists and
scholars more generally respect standards that are based on tradition and discipline: ‘These
principles can be readily generalized for scholarship in general. Academic freedom can claim
to be an efficient form of organization for discovery in all fields of systematic study
controlled by a tradition of intellectual discipline’ (Polanyi, 1947, p. 584).
According to Polanyi, Liberalism is grounded in a combination of the two kinds of freedom,
private and public. When Polanyi takes the examples of the scientist and the judge, he stresses
the idea that both have to respect standards inherited from tradition and, that it is on that basis,
that they can express their originality, that they can discover new results or propose new
sentences. Scientists as well as judges act on ‘spiritual grounds’. Both professions are

Michael Polanyi appears, in this article, as ‘professor of physical chemistry in the university of Manchester’.
His chair has changed to a chair of Social Studies in 1948.
34
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committed to their job according to socially accepted rules.35
So, Polanyi’s liberalism is not in line with Hayek’s,36 which Polanyi considers to be based on
private freedom as opposed to being grounded on both private and public liberty. This is the
reason why Polanyi wrote in his review of Hayek’s Individualism and Economic Order that:
Acton and Burke tell us that tradition is the only true bulwark of liberty, and we are
glad to hear it repeated. Yet the question remains how we should interpret this
teaching today. Europe is full of great traditions and Hayek rejects some that are
influential today. He repudiates Descartes and ‘his geometrical spirit’, and with these,
if I understand him rightly, Rousseau and Romanticism; he ignores Catholicism.
(Polanyi, 1949, p. 267).
Polanyi’s liberalism is close to Keynes’s conception of politics. Indeed, according to Keynes
(1931, p. 344):
The political problem of mankind is to combine three things: Economic Efficiency,
Social Justice, and Individual Liberty. The first needs criticism, precaution, and
technical knowledge; the second, an unselfish and enthusiastic spirit which loves the
ordinary man; the third, tolerance, breadth, appreciation of the excellencies of variety
and independence, which prefers, above everything, to give unhindered opportunity to
the exceptional and to the aspiring.
This conception of liberalism allows Polanyi to defend Keynes’s economic interventionism:
‘The orthodox Liberals [rejecting Keynes’ theory out of ignorance or misunderstanding]
maintain that, if the market is limited by the fixation of some of its elements, then it must
cease to function, the implication being that there exists a logical system of complete laissez
faire, the only rational alternative to which is collectivism’ (Polanyi, 1940, p. 56).37 Also, in a
22 February 1937 lecture to the Manchester Political Society, Polanyi stressed that ‘the work
of Keynes has brought an understanding of the trade cycle which seems also to lead up a
35

The role of commitment is essential in Polanyi’s conception of science. See Hall (1982) and Festré and
Garrouste (2014).
36 See Allen (1998), Jacobs (1999b), and Jacobs and Mullins (2015).
37 Keynes argues concerning the laissez-faire, ‘[T]the world is not so governed from above that private and
social interest always coincide. It is not so managed here below that in practice they coincide. It is not a correct
deduction from the Principles of Economics that enlightened self-interest always operates in the public interest.’
(Keynes, 1931, p. 312, emphasis in original). This is extracted from the series of lectures entitled ‘The End of
Laissez-faire’ which Keynes gave in Oxford in 1924 and in Berlin in 1926.
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proper definition of public responsibility in an industrial system. At last we have before us a
fundamental criticism of liberal economics which avoids the mistakes of Communism’
(Polanyi ‘Popular Education in Economics’ in MPP, box 25, Folder 9, cited in Jacobs and
Mullins, 2015, p. 5, note 25).
As will be developed, the importance Polanyi gives to co-operation as opposed to
competition, and to public liberty as opposed to private freedom, is close to his conception of
mankind’s evolution.
3.2. Polanyi’s evolutionism
For Hayek, ‘though by moral conduct an individual may increase his opportunities, the
resulting evolution will not gratify all his moral desires. Evolution cannot be just. Indeed, to
insist that all future change be just would be to demand that evolution come to a halt’ (Hayek,
1990, p. 74, emphasis in original). In contrast, Polanyi stresses that
The theory of natural selection, by subsuming that evolutionary progress under the
heading of adaptation as defined by differential reproductive advantage, necessarily
overlooks the fact that the consecutive steps of a long-range evolutionary progress –
like the rise of human consciousness – cannot be determined merely by their adaptive
advantage, since these advantages can form part of progress only in so far as they
prove adaptive in a peculiar way, namely on the lines of ascending evolutionary
achievement. (Polanyi, 1974, p. 385, emphasis in original)38
In addition, in his fourth Duke lecture, delivered on 2 March, 1964 at Duke University,
Polanyi endorses the following opinion:
I have not hesitated to value the more comprehensive levels of life as the higher form
of existence, for the absence of value judgments in science is but a pretence, which, if
followed strictly, would render biology blind not only to evolution, but to life itself.
For the value of life comes into existence with life itself. (Polanyi, 1964b, p. 24)
By contrast, Hayek’s conception of evolution is Lamarkian39 (because of the inheritance of
acquired characteristics) and, for him, fitness is due to the capability of groups to resist
38

‘Polanyi opposes moral relativism and advocates a society in which liberty is defended on the grounds that it
facilitates the pursuit of transcendental ideals’ (Goodman, 2005, p. 55).
39 See Hayek, 1990.
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competition. Competition then is the principle of social and economic selection and the rules
of conduct are selected inasmuch as they permit group’s population to grow.40 This is the
bedrock of Hayek’s argument of group selection41.
According to Polanyi Man becomes better through evolution.42 Polanyi’s vision of Man is
such that he considers that ‘man’s responsibility to standards of truth and rightness establish
him as a rational person’ (Polanyi, 1959, p. 90). There is a moral and theological dimension to
Polanyi’s works, and his conception of knowledge is applied to science, the arts and religion.
Such a moral aspect makes Polanyi reluctant to accept inequalities and is one of the reasons
why he defends the possible intervention of the State in order to solve injustice and
inequalities. This in line with Keynes’s idea that ‘there is social and psychological
justification for significant inequalities of income and wealth, but not for such large
disparities as exist today’ (Keynes, 1936, p. 137). When Polanyi reviewed Boulding’s The
Economics of Peace, he writes: ‘UNRRA [United Nations Relief and Rehabilitation
Administration], which was started after his book went to print, may prove the beginning of a
new international custom by which rich countries will try, at least to some extent, to live up to
their Christian obligation of sharing their wealth with less prosperous peoples abroad’
(Polanyi, 1946, p. 86).43
4. Conclusion
Polanyi’s life followed a very fascinating trajectory. His initial training was in natural
sciences as a chemical physicist. After moving to England, he repeatedly changed his mind
and participated in societal debates on planning in economics as well as science. He defended
the free market in line with Hayek’s conception of economics and society, and proposed a
Keynesian approach to full employment. The blending of these two conceptions, at first sight,
might seem contradictory. However, it is possible to find an interpretation that goes beyond
the opposition between these two views based on completely different frameworks
(polycentricity in the first case, macroeconomic variables in the second). First, Keynes does
not defend socialism and is a promoter of a free-market economy (Keynes, 1931), as are
40

Concerning the debate on Hayek’s conception of fitness, see Garrouste (1999) and Hodgson (1991).
There is a strong debate concerning the coherence of Hayek’s evolutionism. See Festré and Garrouste (2009).
42 ‘This is the point at which the theory of evolution finally bursts through the bounds of natural science and
becomes entirely an affirmation of man’s ultimate aims’ (Polanyi, 1974, p. 404).
43 The United Nations Relief and Rehabilitation Administration was created in 1943 and became part of the
United Nations in 1945. Its purpose was to ‘plan, co-ordinate, administer or arrange for the administration of
measures for the relief of victims of war in any area under the control of any of the United Nations through the
provision of food, fuel, clothing, shelter and other basic necessities, medical and other essential services’.
41

20

Polanyi and Hayek. Second, the neutrality principle permits to reconcile State intervention
and polycentricity. Third, Polanyi’s conception of Liberalism differs from Hayek’s and
fourth, in opposition to Hayek, Polanyi’s approach to evolution is teleological and defends the
existence of transcendental ideals. It is for this reason that Polanyi’s works are considered and
discussed mainly by philosophers and theologians and less so by economists.

Appendix
Following Polanyi, let us suppose a leader and three subordinates who each have three
subordinates, who, in turn, three subordinates each (see Figure 1).

Figure 1. A pyramid of authority of 4 levels (source Polanyi, 1948, p. 248)
The total number r of connections between the nodes is given by:
𝑟 = 3 + 3! + 3!

If one generalizes the three-level graph to l levels, the total number of connections is given
by:
𝑟 = 3 + 3! + 3! + ⋯ + 3!!!
The number m44 of ultimate subordinates equals 3l-1 and i = r/m is the number of relations per
person governed by the corporate authority (see Figure 2). In other terms, i can be interpreted
as the number of connections by node and is given by the following geometric series:

44

In his 1948 article Polanyi apparently makes an error when he evaluates m as rl-1. However, it would seem to
be a typographical error because the value of i is calculated using the value of m = 3l-1.
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𝑖 = (1/3)!!! + (1/3)!!! + … + 1
Therefore,
𝑖 = (3 2) 1 − (1 3)

!!!

Figure 2. The curve of the function i = (3/2)(1-(1/3)l-1 with 𝑙 ≥ 1
Suppose now that the nodes are directly connected to each other as in Figure 3, which
represents a spontaneous order situation.

Figure 3. A system of spontaneous order of 9 individuals (source: Polanyi, 1948, p. 249)
In the above figure, the number j of connections between the nodes equals (9.8) = 72, that is,
for l nodes l(l-1), and for every new node the increase in j equals l-1.
Let k be the difference in the connections by nodes between the two organizational devices
(spontaneous order and corporate authority). Accordingly:
𝑘 = 𝑗−𝑖 = 𝑙−1 –
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3 2 1− 1 3

!!!

Figure 4. The curve of the function k = (l - 1) – (3/2)(1 - (1/3)l-1) with 𝑙 ≥ 1
As shown in Figure 4, k begins to decrease and then increases from l = 1.5 onwards.
As far as the slope of k is concerned, it increases up to 1 and then remains constant (see
Figure 5).

Figure 5. The curve of the function dk/dl = 1-(9/2)(ln3)(1/3)l, with 𝑙 ≥ 1
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