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By Andrew Neil 

Of al l the great  insights that  Fr iedr ich August  von Hayek bequeathed to 
us in h is work , one in par t icu lar  shines ou t  today.  
 
For  its tr uth  has never  been more evident, or  it s applicat ion  more 
universal.  
 
And it  is one that  the Inst it ute of Economic Affairs has done most  t o 
educate polit icians and opinion formers about . 
 
It  is that  running through the ideological and polit ical divisions 
thr oughout  human histor y are two dist inct  and different  ways of look ing 
at  the wor ld.  
 
Between them is a deep and ir reconcilable divide. 
 
One he called const ruct ivist  rat ionalism. The other  he called evolut ionary 
rat ionalism.  
 
Not  phr ases to tr ip off the tongue, t o be sure. 
 
JK Galbr aith was always the better  wor dsmith - but  not  the better  
economist .  
 
Hayek spent  a li fet ime argu ing that  const ruct ivist  rat ionalism is 
economically and philosophically flawed because it  assumes that  “al l  
social inst itut ions are, or  ought  to be, the pr oduct  of deliber ate design”.1  
 

                                                   
1 F.A. Hayek, Law, Legislation and Liberty, p5. 
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Hayek later  famou sly called th is t he Fatal Conceit2.  
 
Those who fol low th is r oute believe they have it  with in their  power  to 
bu ild, organ ise and mou ld society so that  i t  confor ms to their  concept  of 
what  is just  and efficient .  
 
Bu t  it  led, he argued, t o economic decline, povert y, social regression and, 
in ext remis, famine, star vat ion  and the collapse of civil isat ion.  
Histor ic examples of th is mindset , said Hayek, inclu ded Spar ta, the 
French Revolut ion , Communism in general and the Soviet  Union in 
part icu lar , Fascism, Nazi Germany – indeed all  the t yrannies that  
blighted the 20th centur y. As Hayek famously pu t  it , it  is the Road to 
Ser fdom.3 
 
Hayek ’s favoured way of look ing at  the wor ld he called “evolut ionary 
rat ionalism”: it  under stands that  there “exists or der ly st ructures which 
are t he product  of t he act ion of many men [and women] but  are not t he 
resu lt  of human design”. Hayek believed th is was the r ight  approach 
because it  is compat ible wit h t he teachings of economic science and goes 
with t he grain of human nature; for  these reasons it  leads to prosper it y, 
progress and the flour ishing of humanit y. 
 
Evolu t ionary rat ionalists such as Hayek ar gued that  the l iber al market  
economy, for  al l it s apparent  duplicat ion, unfairness, inequalit ies and 
instabil it y leads to wealth ier , fairer  and freer  societ ies t han the al l  t he 
great  plans of const ruct ivist  rat ionalism. Indeed, he argued, it  was the 
only way to run and sustain a successfu l advanced economy, a matter  of 
some relevance, we shall see, as Eur ope st ruggles to cope with t he r ise of 
Asia.  
 
Though Hayek clear ly preferred evolut ion and the market  to revolut ion 
and cent ral planning, he was not  a small-c conservat ive, as he made 
clear  in t he postscr ipt  to The Const it ut ion of Liber ty.4 Rather , Hayek was 
a l iberal in  t he classical, Br it ish sense of that  word. He took  to calling 
himself an “Old Whig”, a term which u nder standably his fol lowers are 
not  over ly keen to use today. Bu t  Hayek had no t ruck  with those who 
sought  to preserve the status quo, exist ing hier archies or  to block  
change; he supported the market  for  t he ver y reason that  it  is disrupt ive; 
he rel ished Schumpeter ’s “creat ive dest ruct ion”. Progress occurred when 
an unpredictable market  was al lowed to pr oceed unimpeded; progress 
was halted when polit icians and planners pretended to know the fu ture 
and to mou ld societ y accordingly. 

                                                   
2 F.A. Hayek, The Fatal Conceit: the Errors of Socialism 
3 F.A. Hayek, The Road to Serfdom, Routledge, 1945 
4 Why I am not a conservative, The Constitution of Liberty, The University of Chicago Press, 1960 
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Hayek was no small c, ant i-change conservat ive for  another  reason: he 
was a r adical when it  came to establishing mar ket  mechanisms into 
economies or  sector s where compet it ion  and the pr ice system had not  
previously been al lowed to wor k  t heir  magic. In t oday's Br it ain, as we 
shall see, a Hayek ian wou ld support  r adical changes which none of our  
polit ical par t ies, which he wou ld have regarded as all  hopelessly small-c 
conservat ive, cur rent ly advocates. 
 
Hayek 's wor k  is par t  of a long and il lust r ious tr adit ion which includes 
Bernard Mandevil le and David Hume, inspired by their  study of English 
common law; the Scott ish mor al philosophers, led by Adam Smith and 
Adam Ferguson, who focu sed on economics; and Edmund Bur ke, t he 
polit ical theor ist . The great  achievement  of Hayek was to adapt  t h is 
tradit ion to the cir cumstances of the late 20th centur y and beyond. 
An ear ly and in fluent ial proponent  of t he constru ct ivist  view was Rene 
Descartes, t he 17th century French philosopher , who famously claimed 
to have proved that  he existed by vir tue of being a sent ient  being. The 
problem with the Car tesian view when applied to polit ical organizat ion 
and economics, according to Hayek, is t hat  it  gives the green light  t o 
unlimited, hubr ist ic social engineer ing. Hayek 's approach is t he 
ant it hesis of t he idea that  an ideal society can  be der ived from a ser ies of 
known premises. To at tempt , he ar gued, to const ruct  u topia led, 
inevitably, t o total it ar ian nightmares and economic disaster . 
Hayek ar gued that  Car tesians ignore the great  insight  of t he Aust r ian 
school of economics, whose leading l ights included Car l Menger  and 
Ludwig von Mises, as well as Hayek. That much infor mat ion is simply 
not  knowable in advance and can only emer ge through an evolut ionary 
and compet it ive market  process.  
 
It  was the great  Nor man Macrae, deputy editor  of The Economist dur ing 
the decade I spent  t here, who pointed out that  i f, 20 or  30 year s ago, 
polit icians, pundit s, academics, experts and bureaucrats had been asked 
what  sort  of jobs wou ld fil l today's newspaper  recr u itment  pages, they 
wou ld have been hopelessly wrong. Why? Because we have no accurate 
idea of what  technological innovat ions will  emerge over  t he next  two to 
three decades or  t heir  implicat ions for  societ y and economy and therefore 
employment . 
 
Nobody accur ately predicted, for  example, the r ise of the internet  20 
year s ago, which only under l ines the fut i lit y of tr ying to pick  winners. It  
is a lesson many polit icians seem determined not  lear n: the mar ket  is too 
unpredictable t o be double-guessed, as the French lear nt  at  great  cost  
wit h t heir  il l-fated Minitel, which merely delayed the adopt ion of t he 
inter net  in Fr ance. The ªr ight º pr ice for  a product  doesn't  exist  in any 
object ive way, ar gued Hayek; pr ices emerge fr om supply and demand, 
reflect ing a myr iad of ever -changing var iables that  can never  be known to 
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a cent ral planner . On ly a decent ral ised societ y wit h propert y r ight s, the 
ru le of law and a compet it ive mar ket  economy can compute th is 
infor mat ion; t he market , said Hayek, is the only inst itu t ion capable of co-
ordinat ing the act ions of mill ions of human beings in a way which leads 
to progress and pr osper ity, rather  t han chaos or  stagnat ion. 
 
Suppor ters of Hayek are indebted to him because he made it  plain that  
planning and economic contr ols cannot  hope to outsmar t  the combined 
wisdom of the market  - whether  grocery mar ket  or  stock  mar ket  -  and 
the myr iad of free, voluntar y decisions that  it  represents. Governments 
can never  outsmart  t he collect ive decision of t he market  - the democrat ic 
vote of mil lions of wallet s.  
 
It  has become fashionable t o argue that  the past  20 year s have seen 
something of a polit ical consensus congeal around the Hayek ian  
wor ldview. But  Hayek wou ld not  recognize th is apparent  t r iumph. The 
intel lectual bat t le between collect ivist  cent ral direct ion and the 
decentr al ized market  economy has not  ended with t he collapse of the 
Soviet  Union. Today, of course, everybody apart  from the new Marxists of 
the radical environmental and ant i-globalizat ion movements broadly 
accepts t hat  societ ies shou ld be lar gely market  economies. But  i f Hayek 
were al ive today, he wou ld be deeply concerned at  the way the major  
European economies, including Br itain, have succumbed to t he allure of 
constru ct ivist  r at ionalism, with it s concomitant  inexorable r ise in the size 
and power  of the state. 
 
Hayek took much comfort  from the manner  in  which Europe emerged 
fr om the ru ins of t he Second Wor ld War  as an  economic power house, 
thanks part ly t o the r adical l iberalisat ion of Germany by Ludwig Er hard, 
a disciple of Hayek. Bu t  he wou ld be dismayed how Europe, over  the last  
few decades, has turned its back on many of h is pr inciples – and paid 
the inevitable pr ice in terms of lower  growth, fewer  jobs and less wealth 
creat ion.  
 
Hayek wou ld consider  today's levels of Eur opean public spending, t ax, 
red tape and state intervent ion to be in the red zone that  is dangerous to 
your  economic health . They have cer tain ly moved decisively h igher  than 
those of t he Un ited States and other  market -based economies around the 
wor ld. According to the latest  pr oject ions from the OECD, governments 
in the euro zone wil l spend 48.5% of t heir  gr oss domest ic (GDP) th is year , 
against  35.9% in  t he US, 35.5% in Aust ral ia and only 27.7% in South 
Korea.5  
 

                                                   
5 OECD Economic Outlook 77, June 2005 
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The r ise in t he size and scope of gover nment , Hayek wou ld ar gue, is the 
reason why Europe finds it  so hard to compete – and even inhibits 
attempts at  refor m. The Lisbon Agenda – with its goal t o make Europe 
ªthe most  dynamic and compet it ive knowledge-based economy in the 
wor ldº by 2010 – is already an ir relevant  joke and we are on ly halfway 
thr ough the programme. 
 
The r ise of t he European Union, on  which so many of us pinned our  
hopes for  so long, was rumbled as a grandiose pr oject  by Hayek long 
before Eur oscept icism became fash ionable. To a Hayek ian, there are few 
starker  instances of h is Fatal Conceit  than the EU's hubr ist ic launch of a 
single currency. The Euro's suppor ters, of cour se, were hardcore 
Cartesians. They devised what  t hey thought  was a purely rat ional 
currency, abstr acted fr om history, exper ience or  cu lture or  even 
economics. Their  aim was to get  r id of t he messy, seemingly ir r at ional 
patchwor k  of different  cur rencies across Europe, all  ir r it at ingly lack ing 
unifor mity and harmony. To them, it  was self-evident  t hat  Eur ope ought  
to be a single count ry; and that  count r ies shou ld have their  own 
currencies. Any economic object ion  to t he single cur rency, and there 
were many, was dismissed as ir relevant ; the argument  always was that  if 
there were enough polit ical wil l and clever  admin istrator s to push it  
thr ough, t he pr oject  wou ld tr iumph.  
 
Today Hayek wou ld be proclaiming loudly how wrong these lat ter-day 
philosopher  k ings tur ned out  t o be: the Cartesian resu lt , he wou ld tell  
us, has been the creat ion of a wholly inappr opr iate, one-size-fits al l  
monetary policy in an area which is far  removed fr om what  economists 
call an opt imal currency area, wit h no real labour  market  flexibi lity, 
wages that  do not  adjust  t o supply and demand and a popu lat ion that  is 
reluctant  t o move regions let  alone count r ies t o find work . It  is now 
widely accepted among economists t hat  the single currency has helped 
keep Ger many and It aly in recession or  near -recession wh ile fuell ing an 
inflat ionar y boom at  the per iphery of t he Euro zone, including Spain and 
Greece. Hayek wou ld not  have been sur pr ised: it  is the st i ff pr ice you  pay 
for  abandoning evolut ionary rat ionalism. 
 
As Europe finds it self in a Cartesian bind which is dragging it  down, 
th ings are st ir r ing on the other  side of t he wor ld, where Hayek 's 
pr inciples have found new and power fu l disciples. China has been 
gradually moving in a more Hayek ian direct ion over  t he past  two 
decades, after  lear ning at  incalcu lable cost  in human l ives and 
resources, t hat  communism does not  work . By unleashing its people and 
adopt ing at  least  some mar ket -based inst it ut ions, the Chinese 
government  – for  al l  its cont inued at tachment  t o total it ar ianism, a tr u ly 
horr ible human r ight s record and wor rying mil i tar y ambit ions – has 
bowed to reality in  one crucial respect .  
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It  has dit ched its r igid adherence to constr uct ivist  rat ionalism and 
accepted the main  insight  of Hayek 's evolu t ionar y rat ionalism: t hat  t he 
only way to unleash  the potent ial of human beings, and to ensure that  
their  knowledge and sk i l ls are best  u sed, is for  the gover nment  t o focus 
on defending and enfor cing the key inst itu t ions of the mar ket  economy 
and al lowing what  Hayek called a spontaneous order  to flour ish. Beij ing, 
of course, st il l wants to contr ol its people and prevent  t hem from reading 
or  watching what  they like or  t h ink ing forbidden thou ghts, al l of which 
Hayek wou ld have abhorred. Bu t  it  no longer  wishes to direct  or  organize 
all  economic act ivity, as it  did dur ing the ter r ible days of Mao, when 
mil lions died. Hayek wou ld have seen th is as a necessary if st i l l far  from 
su fficient  step on the r oad back from ser fdom. 
 
China star ted late and, unt il  recent ly, proceeded tentat ively. Deng 
Xiaoping's free-mar ket  reforms6 did not  begin unt i l 1978 with the 
abolit ion of collect ive far ming; pr ivate compan ies employing more than  
eight  people remained il legal7 unt il  1984. Deng said8 h is goal was to 
ªcr oss the r iver  by feeling the stones under  his feetº and the Chinese 
Communist  part y was fr om the outset  determined not  to be swept  away 
by a t ide of Gor bachev-style Perest roika. Bu t  the resu lt  of China's slow 
and incomplete embr ace of capitalism and the market  has never theless 
been the greatest  and fastest  explosion in economic growth, creat ivit y 
and human ingenu ity in t he history of t he wor ld.  
 
China, of course, has a long way to go to meet  Hayek 's demanding 
cr iter ia for  a free and prosperous societ y. As we have seen in recent  days, 
th is is a countr y whose leaders cannot  even br ing themselves to tel l their  
own people about  massive envir onmental disasters. Hu ge economic 
distor t ions remain , including a deeply defect ive bank ing system plagued 
with bad debts. Inflat ion  is too high and corrupt ion endemic. There can 
be no proper  market  economy or  individual freedom in the absence of the 
ru le of law and entrenched propert y r ights, two democr at ic necessit ies 
that  dictatorships always deny.  
 
Bu t  at  least  China is moving in the r ight  direct ion; and with each step 
away fr om Communist  const ruct ivism to Hayek ian capit al ism, Ch ina has 
been r ichly rewarded.  It  is now the wor ld's number  one producer  of LCD 
screens and TVs9; i t  makes 90% of the wor ld's toys, 70% of it s 
photocopiers, 50% of it s cameras, 40% of i ts microwaves, 30% of its 
handbags and su itcases and 16% of it s clothing. The pace of growth has 

                                                   
6 Deng dismantled collective farming and set up free market zones. He died in 1997. 
7 Yingyi Qian “The Process of China’s Market Transition 1978-98” Stanford University 1999  
8 Stella Nie, “Short History of Reforms Concerning Chinese State Owned Enterprises”  published by the 
Swiss consulate in Shanghai in Feb 2005. 
9 Ted Plafker, “For direct investors in China, daunting risks”  International Herald Tribune 14 Nov 2005 



 7

defied all  predict ions: in 2004, t he Wor ld Energy Council forecast  that  
China wou ld consume 1.3bn tonnes of oi l equ ivalent  by 2010; it  
managed that  before 2004 was out 10 and now stands as the wor ld's No 2 
consumer  of energy after  the Un ited States11, hence the cur rent  upward 
pressure on wor ld ener gy pr ices. 
 
While China's r ise has been astonishing, it  has only just  begun. China 
has yet  t o become a pr oper  market  economy and what  capit alist  
inst itut ions it  enjoys are current ly largely confined to the booming South 
and yet  t o be al lowed to spread acr oss the country. While President  Hu 
vast ly acceler ated the reforms after  Deng's death in 1997, China shou ld 
really be viewed as an amalgam of five zones12, only t hree of which are 
booming: t he Pear l River  Delta which border s Hong Kong, the Yangtze 
River  Delta near  Shanghai and the Bohai Rim. Think  what  will  happen to 
the global economy and the geopolit ical balance of power  i f al l of China 
cont inues to move closer  t o a Hayek ian view of the wor ld, wit h a growing 
middle class and al l  t he tr appings of wealth and science. Then th ink  
back to Old Europe, with it s endless navel-grazing, tedious obsessions 
with far m subsidies and 35-hour  weeks, bloated welfare states which 
give people an incent ive to do nothing and ru l ing-class desire t o regu late 
all  that  moves and much that  doesn't . Now t ry to ar gue that  Eur ope 
doesn't  have a problem.  
 
Even just  the part ial embrace of Hayek has al lowed China to enjoy the 
fastest  pace of povert y redu ct ion in its long history ± per haps in the 
histor y of t he wor ld ± without  any help from well-meaning Western 
polit icians and their  bogus talk  of Mar shall Plans for  the poor , another  
contempor ary Fatal Conceit . Numbers in absolu te povert y, defined by 
those living on less than $1 a day, have collapsed fr om 64% to 17% of 
the Chinese popu lat ion13. With annual gr owth averaging 8% for  the next  
20 year s14 -- far  fr om an impossible rate ± China wil l be ranked amongst  
the wor ld's r icher  middle- income countr ies with in the next  decade.  
 
Economist s tel l  us t hat , in dollar  terms, the Chinese economy wil l  
over take Germany by 2009, Japan by 2015 and the US by 2039. India©s 
economy, in t he gr ip of its own Hayek ian reforms, cou ld be larger  than 
all  bu t  the US and China with in 30 years. Now I have no idea if these 

                                                   
10 SEI Investments, ªChina’s Impact on oil in the global marketº November 2005 
11 BP Amoco Statistical Review 2005 shows China consuming 13% of the world’s energy supply in 2004. 
USA came first with 26% and Russian Federation third with 6.5%. The EU25, as a block, consumed 
16.8%. 
12 Speech by Gerard Lyons, chief economist at Standard Chartered, to the EU-China Business Summit in 
the Great Hall of the People in Beijing on 5 Sep 2005. 
13 Robert Skidelsky, The Chinese Shadow, New York Review of Books 17 November 2005. Full article 
available online at www.nybooks.com/articles/18437#fn2 
14 Press release on http://news.xinhuanet.com/english/2005-11/17/content_3796739.htm 
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long-term predict ions will  come tr ue: t rees do not  gr ow to the sky, 
polit ical tu rmoil cou ld easily delay or  even der ail  the Chinese economic 
miracle and most  economists cannot  yet  agree on what  last  year 's growth 
rate was, never  mind the one in 2039. But  whatever  t he scale and pace 
of gr owth in China, India and other  economies embracing market -led 
refor m and gr owth, one th ing is pret ty clear : of the current  G6 (Amer ica, 
Japan, Germany, France, It aly, Great  Br itain) only t he US and Japan are 
likely to be among the six lar gest  economies in US dollar  terms by the 
middle of t h is centu ry.15  
 
In other  wor ds not  a single European economy wil l  be in t he top six. This 
is a seismic change in the global economic balance of power  and however  
you  look  at  it , Eur ope is the loser . Eur ope's demograph ics also point  to 
it s cont inu ing demise as a global economic player . From 2010, Eur ope's 
indigenous popu lat ion wil l start  t o decline as deaths outnumber  bir t hs; it  
is only through immigr at ion16 that  it s populat ion  will  grow to 470m by 
2025, u p 13m from today. But  t he headline figures conceal a collapse in 
the wor k ing-age popu lat ion, which wil l fall  from 67% today to 57% in 
2020. By 2020, one in 10 Europeans will  be an octogenar ian ± today, 
only 4%. Our  cont inent  is becoming the ret irement  home of t he wor ld. 
With  fewer  wor ker s, and a soar ing number  of pensioners t o sustain, and 
hence a looming pensions cr isis, Eur ope is on an  inexorable sl ide wh ich 
it s recent  enlar gement  cannot  reverse; indeed the 10 new member  states 
su ffer  from even worse demogr aphics17 than the or iginal 15. 
 
Perhaps the cont rast  between Europe and China is most  dr amat ically 
il lustr ated by cross border  capit al flows ± especially foreign direct  
investment  flows (FDI). We are in the midst  of a massive gravit at ional 
pu ll  of plant  and capital away fr om Eur ope's high-cost  economies, 
stark ly evident  in the latest  figures on foreign direct  investment  posted 
by the OECD this year .18 These flows are re-wr it ing the economic map of 
the wor ld, changing the balance of economic and poli t ical power  and 
revealing the huge collect ive vote of t housands of companies round the 

                                                   
15 Goldman Sachs 
16 Eurostat, 8 April 2005 STAT/05/48. Full details can be read on 
http://europa.eu.int/rapid/pressReleasesAction.do?reference=STAT/05/48&format=HTML&aged=0&langu
age=EN&guiLanguage=en 
17 David Willetts adresses this in ºOld Europé? Demographic change and pension reformº published by the 
Centre for Economic Reforn September 2003. Available to buy online at www.cer.org 
18 Trends and Recent Developments in Foreign Direct Investment, prepared by Hans 

Christiansen and Ayse Bertrand of the OECD’s Investment Division.  OECD International 

Investment Perspectives, June 2005 edition.  

Also Recent, Trends in Foreign Direct Investment in OECD Countries, Updated note, September 
22 2005,) OECD. 
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wor ld, t he one collect ive vote t hat  really counts in economics: t he vote of 
cor porate wallets, stampeding to Asia. 
 
In France, t he out flow of direct  investment  abroad has shot  from $16bn 
in 1994 to almost  $50bn last  year . In It aly it  has gone from $5bn in 1994 
to $19bn last  year . Inward FDI t o Germany and Fr ance, the two lar gest  
cont inental economies, fel l shar ply last  year .  In France the inflows 
almost  halved. In the case of Germany the figures look  to have dropped 
off the bot tom of t he scale: foreign investor s wit hdrew about  $39bn from 
the countr y last  year , not  what  you 'd call  a vote of confidence.  
 
No pr izes for  guessing who the main recipients are. Inward FDI into 
Mainland China keeps h it t ing new records. It  reached $55bn last  year , 
the highest  level on record and way in excess of what  even  Japan enjoyed 
in it s heyday.  
 
Pause here to note t he different ial impact  of the r ise of China on Eur ope 
and the United States. While t he suck ing sound of capital being pu lled 
ou t  of Eu rope and into East  Asia is almost  deafening, t he OECD is st il l 
able t o say that , as a direct  investment  dest inat ion, ªt he US is, 
unsur pr isingly, in a class of its ownº. Of cou rse, many of its leading 
companies are, l ike their  Eur opean counterparts, invest ing heavily in 
developing economies such as China, and there have been heavy net  
investment  out flows in recent  years. But  between 1995 and 2004 the US 
received $1.435 tr il l ion  wor th of inwar d FDI. Indeed, total inflows to the 
US exceeded the combined amounts of the wor ld's nu mber  two, three 
and four  FDI dest inat ions by a wide margin. 
 
So, despite some deep-seated pr oblems ± the most  impor tant  being it s 
huge reliance on over seas savings to maintain  t he spending addict ion of 
a profligate feder al gover nment  ± the US looks l ike being able t o hold its 
own against  China, economically as well as mil i tar ily and in cu lt ure and 
science. Not  Eur ope, I'm afr aid. Slowly but  surely, economic and 
demogr aphic pressures, combined with a star k  decline in scient ific and 
educat ional achievement , wil l condemn Eu rope to become first  a mil itar y, 
then  an  economic, t hen an educat ional backwater  and finally even a 
cu ltur al backwater .  
 
Remember : academic and scient ific excellence soon fol low economic 
prowess and China produces 3m graduates a year , 250,000 in 
engineer ing19. In Br it ain, we can't  even find enou gh people to teach 
physics in our  schools. Beij ing University t h is year  found it s way to The 

                                                   
19 Peter Mandelson speech, Sep 2005 
http://europa.eu.int/rapid/pressReleasesAction.do?reference=SPEECH/05/484&format=HTML&aged=0&l
anguage=EN&guiLanguage=en 
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Times Higher  Educat ion Su pplement 's l ist  for  t he top 10 un iversit ies for  
engineer ing and comput ing, while Br it ish universit ies expand their  
cour ses in media studies; over  t he next  few years universit ies t hat  
nobody at  Balliol or  Chr ist  Chur ch has ever  hear d of wil l  surge to the 
fore.  
 
With gr owing economic pr owess comes, of cour se, mil it ary power . The 
Pentagon believes20 Ch inese mil it ary spending is $90bn today, and wil l 
double by 2015. It  regar ds China as the biggest  militar y spender  after  
Russia ± thou gh the US easily outspends the two of them combined. By 
cont rast , Eur opean governments cont inuously slash defence budgets, 
effect ively abdicat ing any global milit ary role, preferr ing instead the 
nebu lous concept  of soft  power . 
 
Even Europe©s cu ltur al power  and influence is on the wane. There was a 
t ime when dining out  in French or  It al ian restaurants was considered the 
dar ing and refined th ing to do, especial ly in London and New York ; today 
Asian and Lat in Amer ican  influences are at  the cutt ing edge of global 
cu isine, while t radit ional Eur opean food has waned. You doubt  th is is 
happening? Then who wou ld ever  have thought  t hat  London, with  its 
huge Asian cu linary influences, wou ld become a bet ter  place to dine out  
than  Par is? Then remember  that  French wine producer s, once the 
epitome of all  t hat  was best  in wine, have already been ser iously hur t  by 
the onslaught  from New Wor ld pr oducers. Be in no dou bt  th is is t he 
fu ture: al l of t hese cu lt ural shift s away from Eu rope are most  
pronounced among younger  people, especial ly t hose in t heir  20s and 
30s. 
 
The growing cu lt ural influence of Asia is al l the more astonishing given 
that  it  remains such a poor  region. Successfu l economies usually tend to 
become cu lt ural exporters; Asia has managed th is even  before becoming 
r ich. One day soon Asian pop music, films, soap oper as, t heatre and 
books will  be immensely influent ial across the West , while Indian and 
Chinese religions will  cont inue gaining conver ts, even in Old Europe. The 
media will  not  be immune: the gr ip of Western companies on 
inter nat ional television  and the inter pretat ion of global t rends are already 
under  t hreat . A gl impse of t h is new wor ld can be found on  Br it ish 
televisions: CCTV 9 Internat ional, a Chinese state English-langu age 
broadcaster  is a gl impse (albeit  of course one shr ouded in propaganda) of 
a new civil izat ion of which very few in the West  know anything, with it s 
own universit ies, exper ts, business leaders and a radically different  
perspect ive on global polit ics and conflicts.   
 

                                                   
20 The Pentagon' s concerns are laid out in its 2005 annual report to Congress about China's military 
capabilities.  
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It  is now clear  that  the 19th centur y was Europe's century of dominance, 
the 20th century when Eur ope lost  its dominance and was forced to rely 
on Amer ica's help to save it  from it self. The 21st  century will  the Asian 
century, wit h only t he US r ival ling China and India in  economic, mil i tar y, 
educat ional and cu ltur al power . We are at  a h istor ic and global inflect ion 
point  wit h enor mous implicat ions for  the European Union ± whose 
challenge it  looks incapable of meet ing. 
 
The belief that  the more ‘integrated' the economies of the EU become, the 
more it  wil l prosper  as a global bloc has been the leitmot if of my 
generat ion and the one before it . It  is becoming increasingly hard to 
sustain as a ser ious ar gument . High social wage costs, which  make it  
cost ly t o hire and impossible t o fire when cir cumstances change, have 
created a huge pool of unemployment  which, in  t urn, has raised the cost  
of the welfare state and pr oduced an ever -increasing underclass, 
especially ± but  not  solely ± among the offspr ing of immigr ants. Add to 
that  a gener al cu lt ural decadence among the influent ial that  denigr ates 
hard wor k , self-betterment , independence, success and the tradit ional 
bour geois vir t ues and you  hardly have a formu la for  meet ing the Chinese 
challenge. 
 
As France's Nicholas Sarkosy recent ly commented, the European social 
model, which the Eur o-elite st il l  t h inks the envy of t he wor ld, is neither  a 
ªmodelº ± nobody is copying it  ± nor  very ªsocialº, given the level of 
unemployment . The hopes of mill ions have been cruelly dashed by 
unemployment  of 10% in France, 9.6% in Ger many and 10.2% in Spain, 
concent rated among the young, the unsk il led and ethnic minor it ies and 
helping to tr igger  r iot s and Islamic ext remism 21. Since the launch of the 
euro22, economic gr owth has slowed to 1.8% in the eur o zone ± against  
2.6% for  both t he UK and OECD average23. 
 
Hayek the radical wou ld claim that  Eur ope is crying ou t  for  a pr ogr amme 
of far-reaching refor m ± but  none is forthcoming. Indeed r igor mortis 
seems to be set t ing in: instead of a new, reforming gover nment , Germany 
is being r u led by a gr and coalit ion whose first  act  has been to raise t axes; 
in France the polit ical establishment  is likely to be even more caut ious in 
the wake of the r iot s; Italy looks l ike it  is about  to exchange Silvio 
Ber lusconi for  Romano Pr odi, which might  be a step forward in t he 
honesty stakes but  is certain ly a step back for  reform. 
 

                                                   
21 Standardised unemployment data forecast average for 2005 compiled by OECD published in its 
Economic Outlook 77, June 2005 Annex Table 13. Can  be downloaded as an xcel file on 
http://www.oecd.org/dataoecd/5/47/2483871.xls 
22 Exchange rates were fixed in 1 Jan 1999 
23 Data from OECD, ibid, Annex Table One 
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Hayek wou ld conclude, gr imly, t hat  the EU is in a cul-de-sac of 
stagnat ion, decline and global ecl ipse. He wou ld have seen his Fatal 
Conceit  in inglor ious act ion  at  t he heart  of today's European 
Establishment , which eschews reform, wou ld rather  opt  out  of t he wor ld 
as we know it  t han r ise to t he r igor s of globalisat ion and seems 
determined to t urn Europe into a mixture of a museum for  Asian and 
Amer ican tour ist s and a ret irement  home for  its own welfare dependents.   
So where does th is leave Br it ain? Hayek wou ld have ar gued that  we have 
a Fatal Conceit  of our  own: that  t he UK can cont inue muddling along, 
mentally half in, half out  of Eu rope, but  with an economy and society 
that  is gr adually becoming more Eur opeanised, at  a t ime when the wor ld 
is t urning decisively and ir revocably away fr om Europe and the 
European way of doing th ings.  
 
It  has been one of the great  myster ies of the Blair-Brown Duumvirate 
these past  eight  years that  the more they talk  about  t he vir t ues of 
Amer ican-st yle enterpr ise, the more they have pushed Br itain into the 
European social model. 11 Downing Street  in part icu lar  has been 
simu ltaneously occupied by Dr  Jekyll  and Mr  Hyde. Dr  Jekyll talks t he 
Hayek ian talk  of mar kets, dynamism, enterpr ise; meanwhile Mr  Hyde 
walks t he walk  of European-st yle t ax-and-spend. I assume Mr  Brown, an 
intel ligent  man, knows what  he's doing; bu t  Mr  Blair , whose gr ip on 
economics is tenuous at  best , might  not  be aware of what  has happened 
on his watch. 
 
That  Br it ain is becoming more l ike Europe, for  al l the r hetor ic to t he 
cont rar y, cannot  be in doubt , though few in an increasingly economically 
il li terate media realise it . The most  recent figures from the OECD show 
that  Br it ish public spending has sur ged from 37.5% of GDP in 2000 to a 
predicted 44.5% this year ; and 44.8% in 2006. The public spending gap 
between former ly lowish-spending Br itain and the high-spending Euro 
zone has narr owed fr om 9.5 point s of GDP five years ago to 3.5 point s by 
next  year . In terms of t ax-and-spend and business regu lat ion, Br itain 
can now be regarded as close to t he mainstream European social model. 
Now you can regard th is pr ocess as good or  bad, depending on your  
polit ics and your  at t itu de to Europe. If i t  wasn't  happening by such 
sleight  of hand, we might  even have a nat ional debate about  it . But  t hose 
who favour  it  need to explain why it  is in Br itain 's nat ional interest  to 
adopt  of the t rappings of a social model that  t he wisest  in Par is, Ber l in  
and Rome wish  they cou ld dr op and which nobody anywhere else in the 
wor ld is copying. 
 
It  is not  easy to have a sensible debate about  th is. Those who r aise tough 
quest ions about  Europe are dismissed as Lit t le Englander s when, in an 
age of globalisat ion, t he greater  evi l  might be the predominance of t he 
Lit t le European mindset . The Br it ish Establishment  view, st i l l par roted 
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repeatedly by polit icians and unquest ioned by a broadcast ing 
establishment  which shares their  wor ldview, is that  t he UK has no 
credible alternat ive to t he EU and that  t he European Project , blessed by 
histor ical inevitabil ity, wil l pr oduce economic growth and cement  polit ical 
tranqu ill ity. A sl ight ly more sophist icated addendum to t h is view is t hat  
it  is just  a matter  of t ime before the EU finally embr aces a version  of 
Hayek ian l iberal ism. If ever  t here was a Fatal Conceit , it  is t h is. 
For  over  30 years, polit icians as diverse as Ted Heath, Robin Cook, 
Douglas Hurd, Tony Blair  and Michael Heselt ine have assured me we 
were ªwinning the argumentsº in Europe. There were t imes when I even 
believed them, just  as a wee lad I believed Scot land cou ld win t he Wor ld 
Cup. Thr ough bit ter  exper ience I now think  there is more chance of 
Scot land winning the Wor ld Cup than Br it ain winning the arguments in  
Brussels ± which means there is zero chance. 
 
Hayek wou ld also have despaired of the Br it ish foreign policy 
establishment , wh ich has made a career  ou t  of missing the boat . At  t he 
end of t he 19th  centu ry, it  was so preoccupied with some of t he more 
obscure outposts of t he Br it ish Empire ± such  as Afghan istan, Iraq, t he 
Sudan ± and events in Europe, t hat  it  devoted almost  no intellectual 
ener gy, as the 19 th centur y came to a close, to t he consequences for  
Br itain of the emergence of the United States a superpower ; t oday the 
Br it ish foreign policy establishment  is similar i ly myopic: London is 
awash with th ink-tanks about  Eu rope, bu t  bereft  of much exper t ise on 
China; while you ng FO mandar ins st il l wax eloquent  about , you 've 
guessed it , Iraq, Afghanistan and the Sudan, while few give any thought  
to the r ise of China.  
 
For  an ambit ious Oxbr idge graduate who joins the Foreign Office today, 
speak ing French and being posted to Par is is st il l seen as the fast -t rack  
to the top. The idea that  h igh-flying FO mandar ins shou ld now actually 
be taught  Mandar in  and regar d Beijing or New Delhi as more impor tant  
than  Par is or  Ber l in is st il l anathema. 
 
Belatedly and inadequtely, China is now on the Br it ish r adar  screen; 
even  Mr  Brown pays r itual obesiance to it  in h is speeches. But  Hayek 
wou ld have regarded the response as pathet ic: talk  of t ask for ces, targets 
and a ªnat ional responseº t o China wou ld have had him chuck le. Set t ing 
an official goal to dou ble expor ts to China with in 10 year s wou ld have 
had him rol l ing in t he aisles, a classic case of the Fatal Conceit . The idea 
that  Ch ina requ ires a set  of McKinsey-style nostr ums wou ld have been 
proof posit ive for  h im that  our  government  classes had no idea what  was 
at  stake. The Chinese no doubt  regard it  as a manifestat ion of that  
pecu liar  sense of Br it ish hu mour . 
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But  Hayek  wou ld have despaired about  much more than  the Br it ish 
response to the r ise of China. At  a t ime when China and India are 
emerging as new super power s set  t o over take Europe in the midst  of 
unprecedented economic, geopolit ical, demographic and scient ific 
change, Hayek wou ld have been astounded and dismayed that  Eur ope's 
leader s st i ll  spend so much of their  t ime ± and so much of our  money ± 
argu ing about  the Common Agr icu ltur al Policy, a su bsidy programme 
designed to placate French far mers after  the Second Wor ld War ; devote 
mil lions of man-hour s to an incomprehensible and inward look ing 
pseudo-const it ut ion that  enshr ined the ver y social model that  is 
condemning Eur ope to cont inued decline; and speak endlessly about  
greater  defence cooperat ion, while cut t ing mil it ar y budgets at  every 
oppor tun it y. 
 
I suspect  t he radical in  Hayek wou ld for ce him to an unfashionable 
conclusion : that  the ent ire EU project  has become a giant  and 
unaffor dable distr act ion. In t he grand scheme of th ings, he wou ld have 
regarded most  European discussions as t r ivial and par ochial, with no 
relevance to any of the great  challenges facing Eur ope in t he 21st  
century. Consider , he wou ld have said, the inor dinate amount  of 
Br itain©s intel lectu al capit al diverted and squandered into dealing with  
European matters, including the 100,000 or  so pages of the acquis 
communautaire when the r ise of China, India and East  Asia is what  
requ ires our  at tent ion.  
 
Hayek wou ld have had the guts to say the emper or  has no clothes: the 
best  and br ightest  in government , civi l service, th ink-tanks, universit ies, 
law fir ms and bu sinesses are st i ll  unhealth i ly obsessed with what  has 
become, over  the past  20 years, a profoundly defect ive set  of European 
inst itut ions and a part  of the wor ld in deep decline. If Br it ain is to 
survive and prosper  in the 21st centur y, Hayek wou ld have ar gued, it s 
best  brains and resour ces shou ld instead be devoted to wor k ing out  how 
to cope with t he r ise of China and India, as t hey are in the United States 
- including how to respond to the challenge of new military threats and 
the spect re of an Asian  war  ± and that  wou ld do more for  the well-being 
of or dinary people t han yet  another  gather ing of the Eu ro-elite in some 
fashionable Mediter ranean resort . 
 
Hugely expensive farm subsidies are here to stay; protect ionist  sent iment  
wil l remain st rong; supply-side reforms wil l remain elusive; second-r ate 
mil it ary capabilit ies ± t hese are the givens of t he European firmament  for  
the foreseeable future. You have to be a very special sort  of opt imist  to 
th ink  it  will  all  change. Hayek is an integral par t  of European thought ; 
bu t  there is no Hayek ian major ity in Europe. Even Eur ope's 10 newest  
members, supposedly more mar ket -minded, have failed to shift  the 
balance of power  in any real way; t he French and other s stand ready to 
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block  any move (real or  imaginary) to freer  markets, as t hey are in  t he 
current  Doha r ound of t rade talks and in t he recent  debate about  t he 
CAP ± and as they demonst rated when they rejected the European 
Const it ut ion in t he r isible belief that  it  was a capit al ist  plot  to destr oy 
Europe's social model.  
 
So, I ask  again in my imaginar y conversat ion with Hayek, what  of t h is 
sceptre'd isle? I fear  h is answer  wou ld be u npalatable t o our  polit ical 
classes and media opinion. He wou ld be in no doubt  that , i f Br it ain was 
to meet  t he challenge of Asia in the 21st century, it s future cou ld not  l ie 
in ever  greater  integrat ion with a European cont inent  in inexor able 
economic, social, cu ltu ral and geopolit ical decline; nor  does it  l ie in 
becoming the 51st  state of Amer ica, as some l ike t o sneer  is t he only 
alter nat ive t o Europe, because they know it  is so u npalatable.  
Hayek wou ld have been blunt : Br it ain shou ld regain its r ight  to set  global 
trade and mil it ar y all iances, bu ilding on its posit ion as an internat ional 
trading nat ion and a crossr oads to the wor ld. Gover nment  policy shou ld 
not  respond to China as such but  st r ive to create a low-tax, h igh-sk i l l, 
h igh pr oduct ivity new Hong Kong offshore of h igh-tax, increasingly low-
sk ill , poor-product ivity Eur ope; the abil ity to compete with China wou ld 
fol low natur al ly.  
 
All  t h is, of cour se, wou ld requ ire a Hayek ian  cu lt ural revolu t ion even 
bigger  t han the Thatcher  Revolu t ion of the 1980s: a reor ientat ion of 
Br it ish foreign policy away fr om Eu rope towar ds Asia and Lat in Amer ica; 
unilateral free tr ade; a radical programme to l iberal ise the Br it ish 
economy; a radical reduct ion in tax and public spending as a share of 
the economy, accompanied by a move to a flat  t ax to remove the poorest  
fr om tax altogether  and encourage ent repreneur ial flair ; the in ject ion of 
choice and compet it ion into t he public sector  on a scale yet  not  
contemplated; a radical programme of Welfare reform, Wisconsin-st yle, 
accompanied by a t ransformat ion in policing to boost  t he quality of l i fe, 
especially for  the poorest ; a renewed emphasis on educat ion to create a 
proper  mer itocracy, including el ite state schools for  br ight  k ids from poor  
backgrounds; and the rescue of Br it ish univer sit ies fr om the dead hand 
of a miser ly state which cannot  fund them proper ly and the creat ion of a 
UK Ivy League. 
 
I suspect  Hayek wou ld go fur ther  and venture beyond the pale as far  as 
polite opinion was concerned: for  h im the logical conclusion  from the 
EU's systemic failure t o refor m t rade and agr icu lture wou ld be to 
wit hdraw from the EU Customs Un ion , Common Agr icu ltur al and 
Common Fisher ies Policies. He wou ld also likely conclude that  t he great  
single mar ket  exper iment  has failed: predicated on  the constr uct ivist  
view that  t rade shou ld be managed through the har monisat ion  of 
standar ds and regu lat ions, fr om wor k ing hours t o the size of widgets, 
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rather  t han on the Hayek ian view that  t he government  shou ld simply 
remove legal bar r ier s to tr ade, th is wou ld not  have surpr ised him. 
Instead of a single mar ket , Hayek wou ld have wanted a free mar ket . 
 
A Hayek ian st rategy in t he 21st centur y wou ld seek to put  in place as 
many free-trade agreements as possible, wit h each  countr y declar ing 
unilateral free t rade with the rest  of the wor ld. The Eur opean Free Tr ade 
Associat ion is a classic free-t rade agreement  and has fu l l access to EU 
markets. Mexico and the EU also have a comprehensive free-tr ade 
agreement  giving Mexican companies almost  t he same access to t he EU 
as EU members themselves, but  with none of the costs in red tape and 
Byzant ine single-mar ket  regu lat ions. Br itain , if i t  had the polit ical will  t o 
flou t  t he current  consensus, cou ld bu ild on that  model, which, unlike the 
current  Customs Union, is compat ible with Hayek ian pr inciples; i f 
Brussels is will ing t o do such a deal wit h Mexico, why wou ld it  not  do the 
same with Br itain? 
 
Such a Hayek ian pr ogr amme for  the 21st  centu ry is a t all  order ; I am not  
sure we have the stomach for  it . But  Hayek wou ld have seen it  as a star k  
choice: either  cont inue with t he Fatal Conceit  and tot ter  into inevitable 
decline and eventual oblivion  or  make the radical embr ace of change and 
dynamism. The IEA, which has done so much to reverse the march of 
post -war  collect ivism over  t he past  three decades, cou ld be forgiven for  
th ink ing at  the end of t he 20 th century t hat  its wor k  was over . If the spir it  
of Hayek is to remain strong in the 21st century I suspect  it s work  is only 
just  beginning. 
 
 
 
 
 
 
 
 


