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A Model of Total Factor Productivity Built on Hayek’s View of Knowledge:
What Really Went Wrong with Socialist Planned Economies?
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[Tloday it is almost heresy to suggest that scientific knowledge is not the sum of all knowledge. But a little
reflection will show that there is beyond question a body of very important but unorganized knowledge which
cannot possibly be called scientific in the sense of knowledge of general rules: the knowledge of the particular
circumstances of time and place. It is with respect to this that practically every individual has some advantage
over all others in that he possesses unique information of which beneficial use might be made, but of which use
can be made only if the decisions depending on it are left to him or are made with his active cooperation. (Hayek,
1945)
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[TThe knowledge of which I am speaking consists to a great extent of the ability to detect certain conditions—an
ability that individuals can use effectively only when the market tells them what kinds of goods and services are
demanded, and how urgently. (Hayek, 2002).
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[T]he knowledge of the circumstances of which we must make use never exists in concentrated or integrated
form, but solely as the dispersed bits of incomplete and frequently contradictory knowledge which all the separate

individuals possess. (Hayek, 1945)
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