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ABSTRACT 
Friedrich Hayek argues that knowledge problems make regulation and statism suboptimal mechanisms of allocation. Unregulated 
markets, on the other hand, best accommodate knowledge problems through the price mechanism and uphold individual freedom. 
This thesis is controversial. Still, an analytical gap plagues scholarship: critiques to Hayek largely mobilise ethical, historicist, or 
teleological readings. In other cases, externality-analysis operates somewhat inorganically, accepting the effectiveness of the price 
mechanism in knowledge transmission as a premise. A new take on Hayek’s evergreen should then stress-test his argument and 
the price mechanism on the basis of the very methodological individualism and rational choice analysis that underpin them. 
Reformulating markets as social choice mechanisms, and reviewing the concept of freedom, I contested Hayek’s thesis: the price 
mechanism is not a sufficient standard for economic decision-making, and unregulated free markets virtually result in illiberal 
individuals. In the first section, I paid close attention to the concept of liberty, and negotiated its meaning and implications in 
relation to the dominant positivist and negativist camps. In the second section, with the help of formal political theory and rational 
choice theory, I tested and rejected Hayek’s price mechanism and markets accordingly. Finally, I sketched the form regulation 
should justifiably assume.  
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SETTING THE STAGE 

Consensus across political theory and economy 
individuates Hayek’s ‘The Use of Knowledge in 
Society’ as the strongest epistemological critique to 
statist economics (Cockshott, 1996). Limits exist as to 
what and how much the state can know about the 
economic sphere, and therefore to the admissibility of 
state intervention. At an immediate level, two points 
should be made. First, that Hayek’s argument against 
economic statism is entangled with the defence of free 
markets. Statist economics are ‘bad’ and free markets 
‘good’, as they respectively fail and succeed on the 
same epistemological criterion (Hayek, 1945). 
Evaluating statist economics entails testing Hayek’s 
free market thesis. Second, that free market critics 
generally disengage with methodological 
individualism as an analytical framework (Cockshott, 
1996). That is, they disengage with questioning and 
modelling individual preferences and corresponding 
rational actions. For Hayek, however, scattered and 

diverse individual preferences and actions (just like 
knowledge problems) underpin the image of the 
economic sphere at all times. Each of us has specific 
and unique sets of preferences and are self-interested, 
hence we tend to take action toward their realisation or 
modes of action that suggest our preferences will 
obtain. The goodness of statist economics therefore 
obtains irrespective of methodological individualism. 
More problematically, it does so without justifying the 
analytical shift from knowledge problems and 
individual wants to other parameters (Cockshott, 
1996) - most notably egalitarian precepts (Wolff, 
2016). Similar analytical gaps invite to refocus the 
evaluation of Hayek’s argument and statist economics 
in the context of methodological individualism.  

Essentially, this involves the assumption that 
the goodness or badness of an economic system 
extrinsically depends on its adequacy as a social 
choice mechanism (Moulin, 2006). Recalling 
methodological individualism, what such mechanism 
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entails is the aggregation of the diverse preferences 
and the correspondent actions into specific patterns of 
resource allocation: individual A has x units of goods 
b, for which he paid z, and which he values y; 
individual B has ... etc. If the social choice mechanism 
is adequate, then we shall find that a) individual 
preferences are not rearranged or transformed by the 
mechanism; and b) that if all had the same preferences, 
the social mechanism will yield exactly those 
preferences. I shall detail this further in the second 
section, but for now let it suffice to say that an 
individual’s preferences are a set of ranked possible 
outcomes over a specific matter. Now, Hayek’s 
mechanism peculiarly rests on two elements. First, that 
the price mechanism effectively conveys all necessary 
and sufficient information (Hayek, 1945). Second, that 
individual liberty is and should be preserved by the 
mechanism (Hayek, 1945). I will therefore test 
whether these two premises guarantee that a) and b) 
are respected.  

From this standpoint, I will argue that 
Hayek’s price mechanism fails on the outlined criteria, 
and conjointly that knowledge problems are an 
insufficient standard of evaluation for economic 
systems. A genuinely free market, at last, would 
require a degree of statism. In the first section, I pay 
attention to the idea of liberty as the fundamental value 
in Hayek’s and markets frameworks. I will attempt to 
operationalise the idea of liberty, starting with Berlin’s 
positive-negative dichotomy as a reference. In the 
second section, I reconstruct Hayek’s overarching 
argument. Mobilising the concept of liberty derived 
earlier, I then test and refute it as invalid as a social 
choice mechanism. Lastly, I will discuss the 
implications such shifts entail in evaluating regulation 
and state intervention.  

BETWEEN TWO CAMPS: 
OPERATIONALIZING THE CONCEPT OF 
FREEDOM 

As said, individual liberty is the fundamental value to 
be upheld by Hayek’s mechanism. It is implicit that the 
failure of economic statism in tackling knowledge 
problems is problematic because it downplays, if 
outright neglects, individual wants and action (Hayek, 
1945; Hayek 2014). The concept of individual liberty, 
which we inevitably need to define to seek a validation 

or rebuttal of Hayek’s concerns with economic statism 
as repressive, is seldom a uniform concept. Profound 
divergencies in political theory exist as to what ‘to be 
free’ entails (MacCallum, 1967). In operationalising 
the concept, I shall derive it from a discussion of the 
mainstream dichotomy between negative and positive 
conceptions of freedom. I will hold as premise that 
individuals have interests and that free individuals 
initiate actions that are not contrary to such interests. 
This represents a weaker version of the slightly more 
intricate claim that individuals engage in action 
according to their own interests. Now, negative 
freedom is often presented as ‘freedom from’. To be 
free from some item entails that such item is not able 
to influence, divert, or coerce action. This unduly 
draws attention more to the absence of a particular 
direct interference - or the efficient cause for not acting 
- rather than to the true object of that liberty. Being free 
from institutionalised homophobia does not mean I am 
free to be open about my sexuality. This point is 
rehearsed by the concept of positive liberty. The latter 
is not so much concerned with eliminating sources of 
interference as to ascertaining that the action and 
preferences are genuinely expressible in the first place. 
That the individual is autonomous or empowered over 
a particular item (in voting, in purchasing), is close to 
saying that the individual is positively free. Hayek is 
closer to the negative camp. Individual freedom 
requires economic freedom from state regulation 
(Hayek, 2014). If finding instances in which regulation 
would instead promote liberty, it is first necessary to 
come to terms with the validity of the negative 
account. We shall look a bit more closely into the 
implications of this assertion.  

The questions on freedom that I believe the 
most relevant to the paper is the following: ‘Do 
negative views of freedom contrast with their positive 
counterpart? Can freedom be conciliated with some 
form of regulation other than minimal concessions?” 
In his analysis of freedom, MacCallum contests the 
practical mutual exclusiveness (Berlin, 1969) of 
Negative and Positive liberty, rather than the 
ontological, as an issue resulting from the assumptive 
interpretations of each camp of theorists (McCallum, 
1967). The contribution maintains a meta-theoretical 
outlook and remains allegedly inconclusive in terms of 
normative potential. Nonetheless, it valuably redirects 
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attempts at evaluating and re-reading Berlin’s 
distinction to a critical examination of latent premises 
in its understandings of positive and negative liberty, 
and of their interaction. I will rethink Berlin’s 
theorisation as a false dichotomy: while valid as a 
distinction, positive and negative liberty are not 
competing ontologies or practices of freedom. Instead, 
they are contiguous categories of a multidimensional 
individual liberty within polities. The discussion will 
first consider the pluralist premise in Berlin’s 
argument and contest totalitarian implications of 
positive liberty in relation to power dimensions. Then, 
the relation between the two will be reconceptualised 
with reference to the social contract and to a generative 
moment of positive liberty. Finally, their possible false 
exhaustiveness will be explored in relation to 
Republican Freedom (Pettit, 2002).  

The idea of freedom Berlin’s concept of 
negative freedom presupposes a pluralist theorisation 
of the state and of power distribution, and 
incompletely measures individual liberty. Negative 
freedom fundamentally requires the mere absence of 
restrictions to individual pursuit of free choice: no 
external interference must impede agency (Berlin, 
1969). An equivalent, more useful conceptualisation is 
that free individuals are not subject to any external 
decision-making power, or direct coercion (Dahl, 
1957). This exposes Berlin's Pluralist premise: the 
ontological exhaustiveness of negative freedom 
requires overt structures and distributions of relational 
power (Truman, 1951), and the interchangeability of 
freedom and non-interference. This condition is 
problematic as it considers power limitedly to its first 
dimension. Second- and third-dimension power 
(Lukes, 2005) lack external relational coercion but 
effectively limit individual freedom in the way Berlin 
defines it. Significantly, if non-relational power makes 
individuals unfree in some unrestrictive polity, then 
negative liberty, as long as theorised as a uniform 
property, fails to map individual freedom 
exhaustively. The ‘law of anticipated reactions’ 
(Bachrach and Baratz 1963) illustrates this: in a 
polyarchy, an individual is not subject to external 
coercion; notwithstanding, fearing that pursuing a 
certain choice will result in some unfavourable 
consequences, the person acts differently than 
originally intended. The reasonable conclusion is that 

they are unfree overall and that negative liberty only 
partly measures individual freedom. The 
counterarguments that overall liberty would still hold, 
that the mere possibility of negatively free action is 
sufficient to individual freedom, is tempting. In this 
case though, a textual contradiction with Berlin’s 
understanding of liberty exists: the ‘suppression of 
wishes’ associated to non-coercive powers decreases 
overall individual freedom, curtailing self- mastery 
despite nominal possibilities (Berlin 1969) Hence, 
negative freedom, while valid as a category, enacts 
individual liberty only to a limited extent. The 
necessity of explaining this divergency naturally 
invites to an examination of positive freedom: not only 
is it part of the original dichotomy, but also embodies 
the closest idea to the genuine self-mastery curtailed in 
‘retreating to the inner citadel’ (Berlin, 1969, p. 38).  

Practices of positive liberty are not endemic 
to authoritarianism (or to repressive economic statism 
and complement its negative ‘version’ in construing 
meaningful individual freedom in polities. Berlin 
identifies the loss of individual liberty in the 
construction of a collective higher self through the 
pursuit of positive freedom (Berlin, 1969), the 
employment of ideological power to remould the ruled 
on the image of the ruler (Pitkin, 1972) into an 
artificial Volonté Générale. On the other hand, 
diversified polities require delegation and involve, as 
observed, both non-decision-making and ideological 
powers to different degrees (Schumpeter 1961; 
Michels, 2010). The exemplary totalitarian rule Berlin 
adduces against positive liberty, does not therefore 
introduce new and exclusive forms of power 
distribution or un-freedom. Instead, it radicalises 
power and liberty structures allegedly existing in all 
polities. If this is accurate, then the diffusion of 
multidimensional power suggests that, to different 
degrees, a General Will built on positive freedom 
characterises all polities in which the single is overall 
unfree. Formal results in social theory have 
demonstrated that in diversified non-authoritarian 
polities, a General Will, or a collective higher self, 
cannot exist (McKelvey, 1976). Crucially, this 
discharges practices of positive liberty from 
compulsory authoritarian drifts: if we accept, as shown 
previously, that individual un-freedom also exists 
outside authoritarian regimes, the lack of overall 
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liberty requires neither a collective higher self or, as 
already discussed, external coercion to emerge. 
Ultimately, positive un-freedom is not a prerogative or 
a symptom of authoritarian rule, or mutually exclusive 
with its negative counterpart, but partakes in the 
articulation of overall individual (un-)freedom in all 
polities. More than a simple false dichotomy, an 
exegesis of Berlin’s distinction reveals a fundamental 
complementarity of the concepts.  

An objection to complementarity, one can 
reasonably observe that negative liberty is an 
accessory of positive liberty, and that the latter alone 
determines overall individual freedom. Debunking 
similar interpretations necessitates rethinking the 
interplay between the two. Conceptually, positive 
freedom can be reconceived as a ‘political share’ that 
guarantees the stability natural, individual negative 
freedom. The transition from a state of nature to a 
stateless polity illustrates this notion. Social contract 
theory holds that individuals in the natural state enjoy 
infinite negative liberty. While disagreement exists on 
the rationale of the transition, instability of negative 
freedom represents a common ground (Hobbes, 2012; 
Locke, 1993). A non-transitioning system would 
degenerate into oppression and in loss of negative 
liberty: individuals are not their own masters and are 
unfree overall. Whether a state, a polyarchy or castes 
emerge, some reduction in original negative liberties 
precedes association. Similarly, Proudhon’s analysis 
posits an underpinning trading of negative rights 
(2007): the set of equal mutual reductions in negative 
freedom among individuals establishes a shared, 
mutable minimum political freedom, understandable 
as positive liberty. Textual evidence that individuals in 
diversified societies share some ‘minimum freedom’ 
(Berlin, 1969) indicates that Berlin understands 
positive liberty similarly – albeit as a latent component 
of the negative one. Re-reading the case of individual 
un-freedom under authoritarian rule, some form of 
collective identity thus substitutes positive liberty as 
the basis of the polity. The induced lack of a ‘political 
share’ as understood undoes the transition, producing 
the individual loss of negative liberty in favour of 
oppressors. Coherently, in Berlin’s benevolent 
dictatorship (Berlin, 1969), the lack of positive liberty 
destabilises any retained negative freedom, which may 
decay irreversibly at any point. The two counterparts 

are distinct, contiguous, and equally necessary. While, 
as already discussed, lack of negative liberty is an 
immediate and unavoidable indicator of individual un-
freedom, positive liberty, contrarily to libertarian 
interpretations, produces the stability that equates 
negative freedom to the overall individual one and 
should be safeguarded through state intervention.  

It remains to determine whether a binary, 
albeit non-exclusive understanding of liberty, exhausts 
and successfully categorises freedom as an ‘object’. In 
this sense, third-way approaches to the question, such 
as Pettit’s Republican Freedom (2002), invite 
attention. Liberty as non-domination, or independence 
from arbitrary power (Lovett, 2018), appears on the 
surface level to surpass dualism, closely to the re-
reading of positive liberty I proposed. 
Notwithstanding, the merger of the two concepts is 
problematic and undermines meaningful treatments of 
individual liberty. Indeed, republican freedom is 
essentially a relational property, identical and 
monolithic, which individuals in a polity acquire by 
citizenship (Pettit, 2002). This starkly contrasts with 
the proposed understanding, as it implies the state 
limits intervention to cases of general will (Pettit, 
2002). This possibility has been debunked, as seen, by 
formal social choice theory. It follows that genuine 
republicanism empirically admits no state intervention 
in safeguarding the concept of liberty it proposes. It 
has been already noted that, in diversified polities such 
as those developing citizenship, forms of non-
relational power emerge (Lukes, 2005). Foucault 
analysed the material implications of the political 
discourse, further articulating the idea of power: 
conditions of thought and practice (such as republican 
liberty) are limited by political discourses (Foucault, 
1998), such as Republicanism. We have indeed 
already noted that the danger of domination looms not 
only on the public sphere, but well extends into the 
private one and in the methodological individualist 
realm of preferences. These grievances qualify 
republican-like conceptions of freedom as merely 
nominal, as the only instrument for the identification 
and solution of those grievances is represented by a 
binary and interplaying, flexible distinction. On the 
other hand, modern political theory reckons traditional 
monographs as inherently problematic: political 
objects such as Liberty, are likely not self- contained 
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fields, but composite and interrelated dimensions of 
diversified societies (Reeve, 1991). The already 
asserted impossibility of a General Will additionally 
evidences the non-separability of individual interests 
(Hinich, 1997). Ultimately, while valid as distinctions, 
the two concepts likely represent categories, rather 
than objects, of individual political experience in the 
various dimensions - economic, sexual, educational, 
etc. - of polities.  

What to take home? I examined the premises 
and implications of Berlin’s distinction between 
negative and positive liberty in relation to the power 
structures of polities and utilised such findings to re-
read and rethink the binomial. Lastly, I tested the 
exhaustiveness of the distinction against third way 
approaches and the role of the state. Ultimately, the 
dichotomy, although exhaustive in treating liberty, 
reveals itself as false, as the two concepts are not 
mutually exclusive ontologies or practices. Instead, 
their interplay and coexistence, as categories 
informing the different dimensions of political 
experience, is foundational to overall individual liberty 
and admit state intervention and regulation. Liberty 
should therefore be sketched as a more flexible 
concept than mere absence of interference and take 
into consideration that individual empowerment and 
autonomy (or non-domination equally in the private 
and public spheres) are necessary to genuine and stable 
individual freedom. I will mobilise my assessment of 
freedom as critical value under the price mechanism.  

THE POLITICAL ECONOMY OF 
KNOWLEDGE IMPERFECTION:  
TESTING THE PRICE MECHANISM  

So far, I have shown that rethinking liberty emphasises 
that stability and autonomy should be relevant criteria 
for measuring and supplying freedom. If the price 
mechanism can be shown to fall short of these criteria 
in managing knowledge problems and in allocating 
resources, then Hayek’s argument is invalid relative to 
the sufficiency of the mechanism or to selecting 
knowledge problems as unique standards of 
evaluation. That is, the value (good or bad) of statist 
economics (and of free markets) as social choice 
mechanism is indeterminate under Hayek terms. It is 
necessary to show that the mechanism is internally 
inconsistent in upholding liberty, in that individuals 

are unfree - or lose freedom as autonomy - under and 
following the process of allocation. This may result 
from illiberality in preference formation, in action, in 
preference aggregation or in all of these. To proceed, I 
will first turn my attention to defining knowledge 
problems more rigorously, and the way the price 
mechanism would obviate them.  

Within methodological individualism, 
knowledge problems affect statist economics, but 
reconstructing Hayek’s argument exposes the 
contestable premise they are the only parameter 
relevant to evaluation. Knowledge problems arise 
from distinction between scientific knowledge – 
general information representable through statistical 
aggregation – and dispersed contextual knowledge. 
The latter consists of qualitative information specific 
to economic agents and thus non-communicable 
aggregately and numerically, such as risk management 
or entrepreneurial intuition about consumption or new 
technologies (Hayek, 1945). Crucially, the uniformity 
required by economic planning is incompatible with 
contextual information, (Hayek, 1945) and statist 
economics result in being unperceptive to changes in 
production possibilities and individual preferences 
(Cockshott, 1996). According to methodological 
individualism, statist economics are then 
fundamentally bad since they fail as social-choice 
mechanisms, as a simple thought experiment 
illustrates. Assuming central planning statistically 
establishes quantity y as the industrial output for good 
x, then potential individual consumption of x is fixed 
at a general level y (virtually nil) (Hayek, 1945). If, 
reasonably, at least one individual prefers a different 
level (virtually at any price) without making anyone 
worse off, then, either resources are misallocated 
(Moulin, 2006) and statist economics is fundamentally 
bad, or some other parameter must complement 
epistemological considerations in evaluating 
economic systems. A first latent premise is therefore 
exposed: statist economics are extrinsically bad as 
long as   the transmission of contextual knowledge 
justifiably remains the only issue relevant to 
evaluation.  

Criticism against Hayek suggests knowledge 
problems are more ubiquitous than hypothesised. 
Egalitarian critiques contest the epistemological 
limitation of central planning, engaging directly with 



 

 
 

55 
  

 

Freedom, Knowledge, Preference 

Hayek’s analytical framework. (Cockshott, 1996) The 
fundamental idea is that within a firm or industry the 
communication of contextual knowledge relies on 
scientific methods, such as in digitalisation and 
machine learning (Cockshott 1996): the need for intra-
firm communication objectifies and standardises 
contextual knowledge. It then follows that the 
statistical aggregation of such information is not 
definitionally impossible, but rather an issue of 
efficiency or organisation. Although tempting, this 
circumnavigates knowledge problems, implying only 
‘objectified’ contextual information informs firm 
agency. The psychological studies underpinning such 
critique demonstrate that individuals grow aware of 
their agency after acting (Dennett, 1991). Such delay 
showcases that non-detectable contextual information 
drives economic behaviour. In particular, while firm 
agency may rely on the coordination and 
objectification of some contextual knowledge, as long 
as the reference unit of analysis is the individual, this 
subjects statistical analysis and statist economics to the 
impossibility to communicate contextual knowledge 
necessary to agency. Notwithstanding, the presence of 
knowledge problems in firm-driven, dispersed 
economic systems should not be underestimated. 
While ultimately flawed, relevant criticism indirectly 
exposes a latent premise in Hayek’s argument, hinting 
knowledge problems may be endemic to free markets 
as well – a significant departure point for re-evaluating 
statist economics.  

If knowledge problems affect free-markets 
and transmitting contextual knowledge is an 
inadequate standard for resource-allocation, then 
Hayek’s argument against statist economics by 
comparison with free markets is invalid. The tools of 
social choice theory allow to formally test the 
proposition in the context of methodological 
individualism (Arrow, 1994). As assumed, the free-
market for a specific good is a social choice 
mechanism S, standardly described by the 4-tuple 
(Moulin, 2006): 

S = {N, X, G, P}  

In this case, N is the set of economic agents n, X the 
set of objective possible outcomes z from the free 
market, G the game form, a set of individual rights m 
which identify possible actions (e.g wilfully paying 

any price, only a certain price, or boycott) and a 
function z=f(m) mapping such actions into the set X. 
P is the set of individual welfare functions p(n) – 
binary relations comparing outcomes z on the basis of 
tastes, information, and costs among other factors 
(Moulin, 2006): if individual n prefers z’ to z’’, this is 
formalised as z’p(n)z’’. Mobilising this against 
Hayek’s claims requires a thought experiment. At each 
moment the market operates on two levels: on the one 
hand, dispersed knowledge determines the price, and 
on the other, economic agents respond to such price 
with some action. Proceeding backwards, one arrives 
at some hypothetical moment at which price- 
determination first occurs. Here, we observe that an 
individual n compares outcomes z, represented by 
policy or outcome vectors (Moulin, 2006), on the basis 
of information about their properties. If k is a single 
piece of information for a hypothetical perfect knower 
e, then: 

𝑧(𝑘1, 𝑘2… ) = [

𝑘1
𝑘2
…
𝑘𝑛

] 

For real economic agents, the same vector would lack 

some value k. After market forces determine price π, 
all individual vectors register new information and 
compare outcomes. Crucially, Hayek does not claim 
free-markets resolve knowledge problems: their 
defence rests on the adequacy of price as knowledge-
transmitting mechanism: prices convey to economic 
agents the information necessary and sufficient for free 
agency (Hayek, 1945). It is necessary to compare an 
individual n to the perfect knower e with an identical 
individual welfare function p. (Note that the dimension 

k of the policy- vectors represents the quantity and π 
the reservation price, that is the two dimension of a 
general demand curve on the plane. For simplicity, and 
as the bracketed labels indicate, one of the two k values 
will be taken to be zero. This is purely discretional: the 
argument still applies to any other quantity.) 

If information π is necessary and sufficient 
for economic agents, then no piece of information in 
possession of the ‘perfect knower’ could ‘reshuffle’ 
outcome preferences. This does not hold true in several 
instances (Moulin, 2006): while price, as demonstrated 
earlier, conveys information necessary for an 
extrinsically good economic system, such knowledge 
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is insufficient. Therefore, either some economic 
system is superior to free markets purely on 
epistemological basis, or some parameter other than 
knowledge must enter analysis: in any case, Hayek’s 
defence of free markets from his epistemological 
claims is a non-sequitur. A series of situations exhibit 
this distortion of individual preferences: unaddressed 
production externalities, stolen goods, ethical issues, 
financial risk, or an unregistered variation in some 
preference that the individual holds non-separable 
from the preference on the good. An unaware buyer 
formally potentially prefers outcomes they would have 
rejected if informed (Fig.2).  

While the situation above makes a marginal 
case for the failure of price mechanism on the 
knowledge standard, it is worth considering that this 
may not always be the case. It is fairly straightforward 
that the magnitude of knowledge failure, its relevance 
to the individual, and the way it trades off or interacts 
with their preference on good z do play a role in 
determining the loss of autonomy or the overall degree 
of unfreedom. A more powerful instrument is needed 
to inquire into knowledge failure. Political economy, 
and more specifically spatial theories of individual 
preference, may well offer it (Hindmoor and Taylor, 
2015; Hinich, 1997). It is necessary to zoom-in even 
more, moving from the social mechanism to individual 
preferences, which is to say the elements of the set P 
in the original 4-tuple. Some background theory, at 
this point, may be useful. Formally, a preference is, 
once again, a universal political vector that records the 
ideal level or degree to which goods, services, values, 
etc. exist. When stating ‘preference in terms of z’ or 
‘in relation to z’ we are purely restricting our attention 
to a specific dimension of the more general n-
dimensional vector. This vector is the ideal point. 
Obviously, we don’t always get what we want. I may 
want to have three cars and two unicorns – but the 
fulfilment of my ideal exogenously depends also on 
the possibilities or potential outcomes on each 
dimension: I may, at best, end up with three cars. Still, 
I will prefer the outcome in which I have three cars to 
the one in which I only own two (at least as long as 
cars and unicorns is all I am concerned with). 
Crucially, we tend to select and to take initiative 
towards those outcomes that are closer to our ideal. Or, 
economically speaking, that minimise the distance 

from our ideal point. Recalling the idea of utility, it 
increases when potential outcomes approach my ideal 
point, and decreases when outcomes move further 
away from such multidimensional ideal point z 
(monotonicity), expressed by some vector on the 
political space. We will restrict our case to the one in 
which only the original good and some other 
dimension relevant to the individual interact, bearing 
in mind that the more numerous the interacting 
dimensions and individuals, the more likely the 
possibility of illiberally reordering individual 
preferences. Letting the ideal point be a vector P (x; y), 
some potential outcome be a vector Z(x_i,y_i), and 
letting a salience-interaction matrix A describe the 
interaction (given that the outcome in one dimension, 
or in terms of one of the two ‘goods’ is fixed, does this 
affect my preferred outcome restricted to the other 
good and how much?) and relevance (how important 
is to me that I consume or not consume the good) of 
the two goods to the individual (Hinich, 1997), we 
calculate the weighed distance between the ideal point 
and any vector in the family of bi-dimensional z 
outcome-vectors as follows:  

𝑑(𝑃, 𝑍) = √[𝑥𝑧 − 𝑥𝑖𝑦𝑧 − 𝑦𝑖]
𝑇𝐴 [

𝑥𝑧 − 𝑥𝑖
𝑦𝑧 − 𝑦𝑖

]  

where 

𝐴 = [
𝑎11 𝑎12
𝑎12 𝑎22

] 

𝑑(𝑃, 𝑍) = [𝑎11(𝑥𝑧 − 𝑥𝑖)
2 + 2𝑎12(𝑥𝑧 − 𝑥𝑖)(𝑦𝑧

− 𝑦𝑖) + 𝑎22(𝑦𝑧 − 𝑦𝑖)
2]1 2⁄  

This euclidean distance function yields the distance 
between the agent’s ideal point and any possible 
outcome in the two-dimensional space: that is, it fully 
maps the set of outcomes into the set of real numbers 
and generates a full individual utility profile, in which 
the utility-maximising choice (preferred outcome) is 
the one with the lowest real value under the distance 
function (minimises distance, thus maximises 
monotonic utility). At this point, all needed is to 
imagine that knowledge omitted by the price 
mechanism resurfaces, that is, the term changes from 
0 to some different value, and consider the conditions 
that allow for a reordering of individual preferences. 
We will do this by assuming that outcome z brings, 
along with good y, some fixed level of some 
unpleasant dimension x, say pollution or child labour. 
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It will be fixed at x_z=x^' (meaning, preference is 
effectively x^'). 

I now want to know how this impacts 
individual preference. That is, I shall determine the 
new, unknown preferred outcome y_i*to which origin 
preference y_i changes to minimise the euclidean 
distance d(P,[x^' y_i*]^T) given the new information 
(this informally implies a restricted the domain of the 
distance/utility function and of maximisation from the 
whole set of vectors in the political to the set having 
x^' as x-component). This is a standard procedure in 
calculus. This is a standard procedure in calculus and 
involves only solving the associate first-order 
condition, that is, finding the value y_i* of y_i for 
which the derivative of the distance function has value 
zero. Rewriting our distance as 

𝑑(𝑃, [𝑥′𝑦𝑖 ∗]
𝑇) = [𝑎11(𝑥

′ − 𝑥𝑖)
2 + 2𝑎12(𝑥

′

− 𝑥𝑖)(𝑦𝑖 ∗ −𝑦𝑖) + 𝑎22(𝑦𝑖
∗ −𝑦𝑖)

2]1 2⁄  

𝑑(𝑃, [𝑥′𝑦𝑖 ∗]
𝑇)

𝑑𝑦𝑖 ∗
= 0 

𝑑(𝑃, [𝑥′𝑦𝑖 ∗]
𝑇)

𝑑𝑦𝑖 ∗
= −𝑎22𝑦𝑖 + 𝑎22𝑦𝑖 ∗ −𝑎12𝑥𝑖

+ 𝑎12𝑥
′ = 0 

𝑦𝑖 ∗= 𝑦𝑖 −
𝑎12
𝑎22

(𝑥′ − 𝑥𝑖) 

Therefore, a new and different conditional preference 
exists as long as the interaction or trade-off (a12) 
between the two goods is different from zero. But if 
this is accurate, recalling that any outcome is a 

function of some required action m ( 𝑧 = (𝑥𝑖 , 𝑦𝑖) =

𝑓(𝑚) from the set of individual rights or negative 
liberties:  

(𝑥𝑖 , 𝑦𝑖) = 𝑓(𝑚)′ and (𝑥𝑖 , 𝑦𝑖 ∗) = 𝑓(𝑚)′′ 

Then, recalling our perfect knower 𝑓(𝑚)′𝑝(𝑛)𝑓(𝑚)′′ 

but 𝑓(𝑚)′𝑝(𝑒)𝑓(𝑚)′′ 

Therefore, knowledge problems in free markets not 
only result in potentially individually undesired 
outcomes, but also illiberally interfere with individual 
action, preference formation, and preference 
aggregation. Noticeably the meaning of liberty we 
arrive through this calculus is close to the idea of 

autonomy as an indispensable category of human 
freedom explored in section one. Even from the 
framework of methodological individualism and 
libertarianism Hayek operates in, it follows some form 
of intervention should justifiably complement the 
price mechanism in making the ‘reshuffling’ of 
knowledge available, and that genuine freedom of 
choice and action should consequentially figure 
among relevant parameters in the form. Ultimately, the 
inadequacy of contextual knowledge as 
epistemological and sole criterion of evaluation rejects 
the Hayek’s dual thesis: knowledge problems do not 
automatically render markets and, crucially, statist 
economics, in its broadest sense, extrinsically good or 
bad systems free. They remain, in Hayek’s framework, 
caught up in indeterminacy.  

The question on what form the demonstrated 
neutrality of statist economics admits is central to 
establishing a standard for evaluating economic 
statism. Such form likely resumes previous remarks 
about the necessity of integrating free markets with 
some platform for distributing ‘reshuffling’ 
information and with liberty of choice and agency as 
relevant parameters. As shown, the assumption of 
methodological individualism as framework refutes 
outcome-setting statism as allocation mechanism. Yet, 
texts in libertarian economic and political theory 
(Wolff, 2016) establish property acquisition and 
transfer as central factors to liberty in resource-
allocation (Williams, 2006). Relevantly, currency 
constitutes property, and its exchange a transfer 
(Nozick, 2013): the natural question to ask when 
consumption of a good, as a transfer of currency, is 
justified. Resuming the case in the previous section, 
assume individual n and the perfect knower e are about 
to purchase a specific car at a certain price. Suppose 
the car exhibits production externalities. Is buying the 
car justifiable for any of the two? Our discussion in the 
previous section rules out reasonable justifications for 
n’s purchase. The central element, then, is determining 
whether e’s purchase is or isn’t justifiable. Traditional 
approaches focus on maintaining the Lockean Proviso 
(Nozick 2013): essentially, property (currency) 
transfers are justifiable, as uses of property, if no one 
becomes worse off as a consequence. Their purchase, 
thus, should not be justified. The standard form 
admitted by allocative-neutral statist economics then 
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entails maintaining the Lockean Proviso through fiscal 
regulation (Nozick, 2013) only of free market 
transactions immediately dependent on ‘reshuffle’ 
knowledge. This knowledge being non-contextual, it 
can be effectively aggregated by definition (Hayek 
1945).  

CONCLUSION 

In this essay, I have examined Hayek’s entangled cases 
against statist economics and for the free market and 
set it against a broader theoretical framework for 
theorising freedom. After deriving a common ground, 
in the non-exclusiveness of the two concepts of liberty, 

and adopting methodological individualism and public 
choice devices for internal consistency, I have tested 
the latent premises in Hayek’s dual argument, 
demonstrating that knowledge problems extend 
beyond what originally suggested, and that 
transmission of contextual knowledge, while 
necessary, is not a sufficient parameter for evaluating 
economic systems. Such problematisation resulted in 
postulating the extrinsic neutrality of economic statism 
as an allocative mechanism, and tracing extrinsically- 
good statism in liberty-preserving statist intervention 
in regulating property. 
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