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L g Five Lecturas on Ths Fresent ipe of ° frensformation
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Lasturs 1. The Pasaing of 10th Century Clvilizastion.

nhrodustion: The Inetitutionul inurosch.

The subjest matter of “hesa lecturss iz 2 vast asd unique event: the
passing of 1Bth century sivilitatien in the short period thet slapsed between
the first end the sewond wnry of the 20th esmtury.

at the beginning of Lhis pericd, 18th century idesls were parsweunt, in-
daad their influencs had never been rrester: by its sloes hardly anything was
ieft of that systen under which our itvpe of sosiety had risen to world lendership,
Within nations] frontiers ravraarntatiﬁe Somnorad) had been safe-guaprdins o re-
rime of liberty, and the nations] weli-beins of 211 civilizod natione hed besw
immeasurably lnercased under the sway of 1ibersl capitalism; the beisnce of powe r
had secursd a compayrative frasdem from lounr amt devasteting wers, vhils the
gold ateadard ked booome the solid foundetion of a vaet svstem of weomowmic conp=
oraticn on en elisst planebory sesle, Althsugh the wold was far from rerfact,
1t seemed well on the way towards perfeetl m., Zuddenly this urigue edifics ﬂﬂ;*
lagsad; The very conditions under vhich our society existed nagead Foraver.
The tasks which Teee us in the present eernob, we belisvs, be understood axnant
in the light of this tremsndouas event. It is both natiomsl and Intemeticnal,
politicel aud esomomic:-all cur inmstitutions are involwed. The historien ic at
e loss where to stars, :

The Conservative '"Twentior snd the Eﬁrnlutiong;m;’Thirtiese

The Great Tiar of 1914-18 had been, om the whele, true to 15%h cartury tyoo:
ons alirmment of pgreat powers agsinet ana+t¢r: belliperents and neutrels; solitarg
end 2lviliens; buainass sad warfarsr-all diztinet end soparate. Defeat resulted
in a tresty whioh was Intended %o Insure thet 1ife shoald comtinus wery wuch s
before. The Yer was dhout nething in pertisular snd had settlsd nothine agsenkinl ;
yat It had bese more terrible lthas all its prodecesseors.

The trand of the ‘Twenbtisa vas distinsily conasrveiive. "Ths spectavuiar
revolutions and svunber-revolutions of 1917-23, evaol when thev ware more thar up-
neavals resuliing from the shock of defeat, introdused ne new element inta oF
ern history. 3ot only Hindenburr and ™ilsun, but sleo lenin and Troteky, wers
in the 19th cenbury tradition. The tendenoy of ths times was gimply to Qu?ah14ﬂh5
or eventually to re-sstsblish, the syslem vormmonly sssociated with the ideale
of the English, the fmerlesn snd the Franeh revolutions of the 17th snd 18tk oen-
turies. lNadical policies szrved traditional aims. The Urest “sar bad baen, in
the main, an sthenmpt o overcome by fruitiess viclemes the diffienltles which horred
the systom since the beginning of the eenbury; in the psaceful 'Twentiss this ef-
fort wes Intensified, bul the aflasts of the 'ar had mersly enhencsd those 0iffi-
oultles,

suddanly in the early 'Thirties, with sn awe-inspiring vehemsuce, changs
set in, Its lunduwarks were ths abandonment of the rold stundard by Great Uritain
and subsaquently by all other countrissy the Five-vear Mane, espesially tho oole
lactivization of the farms in Russla: the la.mohing of the low Deal; the Natignal
Seeialist revolutiont the collapse of the balanas of power in favor of autarch
smpires, Hy 1940 every vestice of the inbternational swste- hsd disapneared, and
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except for o fev enclaves, the pecplesn wers i1ilwinge in an entirely new inless ;
Whbigml settine,

The Theory of Dxteprnal Causation.

This bizrd g=gye view of the guavter-century, 1014-3%, shows olsarly that
ahonse wes sudcden and worid-wide, ineludire in ite reangre countrize of the wmasd
rarious 2oolal and political complexion. Only & cause axternal to ther all eould
have had sueh an effect. Tt wes motursl thet contemporerios sheuld heve seen
this evert In the storm of blood end ansulish of the Great "er of 181418, But
uven at this shert distance 3t appears, &5 we have seen, that the Greet Yar, ag
weil ae the postewar reveliutions, were themselves cnly sn extension ¢f the 18tk
eantury, snd formed rersly & phaze in & proowss of mueh prester depth end ampli-
tude. Ve are thus forced to the conclusion thet zcme obther lnternetional dev-
elopment had silently shapec the course of history, uvntil, by the and ef the
"Twentias, change surged forth in a vast transforaation. "o submit that this
underlying compreohensive event wus no other than the diesolution of the intsrna-
tlonal system upon whiech our elvilizetion hed unconscicusly depended for its
1if's and growth, G ;

The 5r&dngl ohangmes leaedins upr  to this result were in prorress lomgz ba-
fore the Yar 1814-18, Tt remained unnoticed st the Lime. Aotually the oystenm
hed besn working undsr an ineressing stroin sver since the tur;m of the esnbtury.
in polities the Tormation cf opposing ellimmwes marksd the end of the belence
of power wnleh prosupposed the existence of B number of independent national
poliviee and was therefors incorpatible with & system of pormensnt power-mroups,
In the ecomomic field, this wms avenmpi%niﬁﬂ by trode rivalries whiel disclosed
tha 1naE?TEE;“3F the rolid atsdard t0 orpanirs m world seoromy without putiing
an andus styain on the aabtional svatama. Dut The dreet Var 1914=18 whieh result-
od meraly impovarizhed and britalized ke world without allaviatine ite troubles;
avcntuelly the Ueatern tresatles even agpravetsd them. For it is esas; to see thet
the permanent dizapmemant of t-a deflestod counirles removed the wery beels of the
balavics of power snd thus nade the politiosl]l ~rebler insciuble. This epain rs-
dugod the chenoe of o re«floatinem of world sconomy, snd, guite apsrt from its
other weakunesses, the rold ctendard could net be axpested to functien erxcept in
com funotion with e intervabtionsl politicsl system =gsuring some msasure of pasce.
New that thie safe-pusrd acainst devastatine ware hed disapponrsd. s Fertiori,
ali attempte to restors the peld standsrd were boumd te fail. In its sndeaver
%o sane the tembdion under whish the velltisal and stonomic mechanism of ths 15th
ganturyr wmas laboring, the freal Yar hod weakensd thet ordsr febelly. Tha
Bhrenueus restorative ¢f forts of the 'Twenties were doomed to failurs end their
alimax proved the threshold of setestrophe. Then the intermuatiorns]l system fipal-
1y collinpsed, no sountry gould remein unaffected.

The Facta,

The theorw of tha disseliutlon of the international syaten ie atrikin-ly
poras out by the lust that everywhbdre the erisis was fooused on Porelrn svents,
noetly on qua&tinnw af aurrensy and sxchanpe, There wat herdly 'm internal peoli-
tieal orisis in Burops whieh hed wot & menetary origin. Ixchanges wer: tha
pli-subdracing fagter during the "Twenties., From the meliiny away of the axternal
rvaloea of the Uentrel Lurepesn surrenciez 4o the torld Eounomie Conference nmors
than & decads iator, there was an almoed universsl sndesveor to retumn to the pree
war mopetary systome. An unbreken seyuenge of currency orises licksd the indé-



vert Balkans to thesffluant U.8.A, throuph the slastic bend of an intermmtional
oreclit system which trensmitbed the strain of the imparfestly restorsd carrsncies
first, frum Eastern to estern lurope, and then from “estern Burepe to the lnlted
Stetes, wntll smerice hersslf was borme dovwm Br: the walshi of the meoumalsted de-
Tinlits of the grester part of the spuntries of ths werld. The trade daprageion
which breke over "all Strest in 1929 waxed to s hurrieane owinm to the tension %
wiiol hed been latent on the lanubs and the Shine sinss 1219, "hen, in the early
"Thirties, the tmu Anglo-Saxon counbtries went off pold, the watershed between

Two pmykiw poriode of history wes pessed. "hile the ‘Twenties had still dirsctsd
all their efforts to the preventinrs of the Tinel breskdown of tha rold etandardd,
the 'Thirties reversed this trond and exertsd thesir ensrgies toward sdepting them-
selves to the accomplishod fast 9F such & breakbdown. In some caAses ths foreirn
situation turned wore on selitiosal bhen on sconomie guestiong, [ut ws nesd not
attempt at this atere to distin-uis® too finely betwsen the esconomic sad the po-
litleal aspects of the internationsl ayetsm. It suffices that no eneliyeis of the
crisla can be adeguate which dows not nllow for the prireiple of sxternal conszae
tieon,

The Internaticnal Syater.

48 & maktar of faet, the Internavonal systen was beth olitic ]l and sceno
mic. The rold standard had bscome the baslas of a world geonony which embroced
cacital merkets, currsvey markets and cormodity markeds op sn internatiomal sesla,
Tris state of affeirc was fectual rather than lepel; the peeple who tenéafited by
it hardly realized its exiatenaes. In the politic 1 field there wee nethine
strietly cosporable even te this informal organization, The balancs of power
which spfe-juarded the astione from major wars ond apart from which a werld eurs
renoy Bysten such as the gold stendard woulc wot have bean :o0&aible, hed even less
tha oharanter of a legal institution then the roeld standard. But socisl orpsni=
zaticn does not depend for its Tunetlioning on formal sanctions. o8 & rule, a
seriet)y doed not hecome consoiows of the true meture of the institutions under
whtish 1% lived until thoss lastitutions heve alrendy passed.

However, the prevalence of ths esc¢ononic fantor ~ithin the internstional
syatem cannet be overleoked. The effective orzenizetion of the world was ecoro-
mie, pet political. It war ceomomic strein which gavsed the imperial rivalsries,
and smoothed the peth to the Crent Yar. I¢ was the restoreticn of the esoromic
eystenm of fre-war days to whish the stateszer of the "Twentiss bert-mil their
enargles; reparations, stabilization of the exchangas, internationsl debte, for-
eipn loans, trads embargoes snd cost of 1iviney indices were the immediate comw
oorn of theneliticians as wall as of the massss, And sconomic antarchy waa the
one universally dominert fremd in the 'Thirties.

Put the bregidown of g intematienal seomomic systam stands 1tsslf in
nesd ¢f explenatiom. The attovpt will tske us far efield, for such en enterprise
invelves no less than trs defining of the nature and origin of the precent cri-
sle. In other words, it involves a definition of our basic institutions, cani~
talism end demotrssy, im rensral human terms,

It 1e %o this task that our next lsoburs will bs primarily devoted.



Dro Polenyi Lesture £. THE TROND TulARDS AR INTEGRATED SUCLETY

1. The separation of politise and goonomiza.

Kineteenth cantury sosiety wa: bassd upen the twe pillers af libersl
oapltalism end represemtative demscrasy. The sconomis and thespeliticsl sphers
wers Bgparate. Thia is the clue te itz rapid downfell.. For the sxpectotion that
zuah & state of affairs could be suything bat tremsitory was an illusiom, A
gosiety sontaining within its orbit a separate, seli~rarulating end avtonomour
asonomia sphere iz a ukopia, : : i

Un the face of 1%, thie mey seem 2 paredoxleal statement. Nothias anpsara
more obvious te us bthan that e scelety shwould sontain these twn imstiitutionsl
eystoms as distinet end different as the nesds whioh they serve. For have mot
humen beinrs economic wants such ae for food and politioel wants such as for safe-
ty and protection? Howevsr muokh a person may prsfer butter ko pene,er, for that
matter, gune to bubtter, as lonp se he is in his seness, he will nevear mlstake
the pums for the butter. It msems to be in the vory nature of thinge that there
ghould be aeparate sconomic and political institutiens in gociety. :

on closer investigation, howewer, this turnz out o be 2 rretuitous BEBUTD~
tlon with ne wore to substantiste it then ths oeBventions snd hsbits of 8 few Fene e
rations. Mwnan beinrs muet hove food and aafety, but ther need net have a aEpa=-
rate set of insilitutions to satisfy thess wonts, i.8., institutions besed on a
distinetive motive and directed by o seperate set af people moting on such & mo-
tive., un the sentrary, apsrt from the limited experience of some nineteenth seme
tury societies, all lupan societiss of the past seem to have besn bssed on ihe
institutional unity of aceisty, i.e., one set of imstitutions was desimned to
8erve both the sconomic snd the pelitical needs of scoiety.

‘2. A prigs- or market-sgonomy.

Liberal espitalism iz, sesentially, a price- or market=goonomy. This neans
thet the produetion end distridbution of poods is conirolled bty prices resulting
from the functioming of merketa. : :

There are markets for ell types of puods: sommodity markete for all sorts
of commodities; capitel markets for the nse of cepitsl: estate merkets Por hhe uwe
of land; lnbour merkets for the use of lsbour-powsr. In this way avery fastor of
srodustion has ita market.

Aevecrdingly, there sre prices for all types of poods: prices for commodites
called commodity pricss; prices for the use of ompltal selled intersst; arices lor
the use of lmd ealled rent; prises for the use of labour crllsd wages. Thus avery
faotor of production haz its pries,

The result of the action of the merlzets i3 twofold:
. The production of roods, according te their warying guantities and gaeli-
tise, is determined, and tha resources of tha cpuntry, whether land or labour,
enpltal or commoditiss, are automatically disposed of.

The distribution of the poods thus oroducsd is debermined by the same me=
ohanlsm, For sane of thess prices form ths income of those who soll esrtain roods.
Thus there is interest for the ssllers of the ase ol eapltal; rent for the eellarsg
of the use of landy; wapas for the sellera of tha use of labour-page power; and last-
1y thers is profit for the sellars of all sorts of commodities, nreflt beins the
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surplue of selling pricss over costs {the lstter beinz of courss simply the prices
of the poods neossssry for the production of the roods In guestion}. T« total
of these incomes buys the total of the moode prodused withln m definite period of
time. The pricinp eystem thus antomatically distributes the pouds produced under
it. :

S0 much for the bore mechanism of a merket-esonomy, presarted in a schs-
satie wey. If one ccuceives for e moment that hundreds of thouasnds of sluborats
roods are produced by many millioms of paople and then distributed amonzet them
by snd through this mechenier which repulstes avery detail of the hechndlopioal,
financial snd consuaptive process, then you muet agree that this iz en ashisve-
ment of the human mindé compersd to vhich the pyramide of Lgypt snpesr as trivial.
Mo wonder that when 1t first snpeared on the herizem of our consciousness it
dazzled and bewildered men aa 1f his eye had met the nnlred Sun. The Industrisl
Bavolution end the machine ags with which our Duropean society was pragnant thos
beagme ths sources of an inspiration sufrieiently pewerful to esrry wankind
through the Infernc of early industrislizm until the tremendous materiel tenefits
of the system began actuelly to appesr,

But there waz alse esnothar rouson for the dosmatlewm of the libaral eoono-
mist. TFor the more devalepsd a price~ or market=egomomy is the more extrems it
must be in the apoliecation of its prineiples. I the early Free tradery like
Adam Smith seened dopmatia, their dopmatism was as nothing to that of the later
tanghester school, end Kaschester liberals themselves were wavering end compro-
mising in comparison to the present day protagonists of liberal espitalism. A
Gubden and a Bright sppear as mere opportuniste whem comtrestad with the unband=
ing feoaticien of e Lionel Robbins or s ludwig vom Mlses.

The reasons Por this faes are Pairly simple. A market-sconomy if it workd
st all, works only as long as you do pot interfere with prises, whather sommad Lty
prices, rent, wazes, or interost, Tor a self=pepulating system of pricss ia da-
cgndent for its working on theore belap & svrplus of sellins vriees over eosta;
nothings can be produced unlsss such a surplus exiets, Therefore if selliny pri-
cos fmll, eosts must be ellowed to fell elso. Thia is indepsndent ¢f human vo-
lition, of sentiments or ideals. FProduotica at o permane’ & loss iz sutomatleally
exoluded by the rules of the game.

This is why thers must ba under this system a Ffree market for nll factors
of production, not only for comroditles but alsoe For land, labour snd capital.
Unleas the price system iz flexidle and prices are allowed to move freely accord-
ins to the intercommnicatlen of the waricus markets, the gystem ceasss to be
self-regulating even in prineipls and the wast mechanism mest feil, leavipr man-
¥ind in immedimte danger of mase unsmployment, csssation of production, loss of
incomss and consequent sooisl snarchy and aheos.

3. Soolaty and the market.

But the spparently eimplgbroposition that all factors of produstion must
have free markets implies in practios that thé whole of sueisty must be subors
dingtad to the noeds of tho warket system. Aronpst the Ifmctors of produstion
there ure land end labour, both of which can be treatedas cormodities only on a
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more or leas fictitious besls. For labour mesns the human beings of whom so=
alsty conslste, and land is only encther word for the mother earth on whom they
subalet. In the attempt to establieh s separate market-ssonomy within soeiety,
the whole of eoclety is thus subordinated to the nesds of s market-economy.
Almost unwittirigly sn uzheard of thing 1s brought ints exietenss: - an eponomis
sosiety, i. ¥., a humen community based on the assumption that seclety deponds
for its exletence on matarisl goods alone.

Suoh an nssumption la demomstrebly false. The safety of life and 1imb
1s at lsast az vital as the dally food; nor is there any definite preference
for bread and butter, if the alternative is to be killed oublright. But if a
soelety should permenently exist thers ars s nusber of other requiremerts for
whioh it must provide euch az reasonably steble releticmships to our emviromment,
il.e., to nature, our neishbours, our oreft; militery quslities of the menbers
of gosiety luneluding heslth end physique; e sufficiently steble outicok on the
future such as would sllow the laying of the foundetions e¢f human cheragter and
the ralsing of e new gemerstion., Cloerly thess requisites cannot bte mubstituted
by en abundenee of material gocds slons, The ‘*Setanioc mill' of the warket would
soon disposse of a scoieby which would allow 1ts land %o be mtomizsd or fo be lafe
ugused; whioh would allow Its lszbour power to be overstraioed or to ba left to
rust; which would permit 1is ocredit system %o run into an infletion or ta throttis
buginess socording to the whims of & blind mechanimw removed by its very neturs
fron the meeds of the liviag commmity epbodied in every human scelesty,

The real nature of the dangsrs thus beosome apparent which sre ingepsrable
from the market-utcpla. For the sake of scolaty the nerket mechenism st be re-
strigted., But thle carvet bs done without prevs peril 4o sconomio 1ife and there-
fore to soolety as = whole. Ve are caught up on the horns of o dilemma: - either
Yo contlmue on the paths of & utopis bound for destruoblonm, or %o halt on this
path and risk the throwing out of gear of this marvellous but extremsly artifi-
tlal system.

. The originel ualty of 20oiety, emd “he present trend towards integration.

The eeperation of the peiitical snd ths esonomic sphere is the unigue pe-
eullarity of our type of acolety. Fel'her ths tribel, nor the city atate, nor
the fsudsl soclietiesn of the past knew this trait. In sll these societiss one
aet of institutiona provided for the satisfectlon of the verious human neads sush
as for gafety end protectlion, justice and order, materisl gsoods, sexusl 1ifs mnd
reproduction; The relirious, the ceremonisl, the family and cther inatitutions
of tribal or feudel society do not provide for suech a separation. “ersantilism
aleo, the immediate pradeceesor of our present sosiety, was a politlco-sconomle
doetrine based on the institutlenal unity of acoiety.

The utopian character of & maricel-ssonomy explaling why it nevsr oould be
really put into practice. It was alwaya wors of an ideology them of an actual
fact. Factory legislation and protectionlsm, Trade Unicns asnd the Church wars
the outstanding fectors in the viclent resction againet the assumptions of aum
unrastricted market for land and lebour. In other words, the ceparation of scong-
miss and politice wes never carrisd completely into sffect. The intexrstion of
sualoty began even wefore the movemwnt for e market-esonomy had resched its climax.

-
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But this development marely increased the strain on the sooial system.
Fer the mutusl interf eFTQEHHET‘TEHEL+13 and atete, sponomiocs amd ﬂclii-iaﬂt WeS
pnot diseiplined by any hicher prineiple. The working ¢less made use of the
institutions of the demooratis state in orderto protect lteelf against the

woreh effects of the oconpetitive system; the lesders of business on their part
made uge of industrial property and finance to wesken politioal demoorscy. Thies
iz the false integration of which lats ninetesenth century ecoilety showed sc

many oxanples. The a@heruﬂtu of a market-economy Jjustly point out that tariff
poiicies snd monopelistis trads union practices were 0*ten directly responsible
for the esperavation of slumpe end the restriction of trsds. What they do not sae
is that these proteotive messurss of the Stete and of voluntary organizations
ware the only means to save soclety from destructicm throuph the blind estion

of the market-meohonism.

In pestesmr Europe the eeparation of soonomice and politics developed
inte a3 cetemstirophlo ivtvﬁmﬂl sltuetion, The eeptaina of industry undermined
the autiority of demoaratic institutiens, while demoecratic perliements conti-
nuocualy interfersd with u*a‘““rP;*! of the merket mechanism., A state of affaire
was roached whan s endded puﬁnyLis of both the ecomomis end the politiesl in-
stitutions of seelety was well within the possible. The need for re~integration

of society was apparent

This was the eritienl state of affairs ocut of whioh the famolst revolu-
tlone sprang. The alternative wes between su intepration of soaisty through
peiitical power on e democradic besis, or, if democracy proved too weank, inte-
gration on en suthoritarlan basiz in a totmlitsrisn sooiety, at the price of

the sacrifice of democracy.

The fmericen scelal system ie, in my convictilon, not Fased with this tree-
gin dtlemme. PBut If loss of freedom should ha nvolﬁJd, 1t will have to taire two
steps sl ths same time: = scoept the need for inteesration and achieve it through
democratle means. s

Corraotion in lenture L:

ina top line of pepge & in Lecture 1 shoulid read ms follows:
"ﬂdb“ tor & few onolaves, the peoples were living in an gntirely new inztjie
international® setting as is prioted.

tutional pethi ng.", insteasd of i
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ECOHOMTIC AND 20CIOLOGICAL SUBJECTS

1c The histeriosl baolkrround of the peyeholopy of the Britlish worklng clasas.
2: The reesons of esonomle imperislism-{ebles and oounter=fables.

3¢ The rise and fell of marketegeonomy.

4. Tivlsion of lebor - epeordlng to plan, aecordlng to the markst.

E; The revolubion in econcmie theory: Currsney snd credit, monopoly and
competition, internetional trads and publie flnance.

8. lhet is wrong with free trade.

7. Curreney, the erux of werld sconomy.

8. Dobweon twn stages of industrisl eivilization.
9. FEvolubianlam expladed.

10. Economic factors v2. economic inbtererts: That wes permanent end whet
merely transitory in the economio éatlack of the nlneteonth sentury?

1l. Christienity, ocapitallsm end demoeracy in Ameriesan hiastory.
12. 1815-1514. The Huepdred Years®! Meage, lts causes and effeotbs.
13. The origins of the 1iberal Uteopls.

14. Two catastrophes in the ocourse of England'e sosial history: The emclosure
period ard the 'serly’ industrial reovolution.

15. FPrimitive sooncmlics.

16 Politiesl and secnomle preconditions of finanelal reccnstruction on a
world scalo.
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