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Abstract: 

In this paper, I deal with the concept of the state in Polanyi’s writings and apply his arguments to the analysis of 
the COVID-State. Polanyi does not develop a specific state theory nor does he use a precise and well-defined 
concept of the state. Nevertheless, based on his early writings, it is possible to reconstruct his main insights on the 
role of state institutions. I will argue that Polanyi’s understanding of the state is twofold. On the one hand, he 
considers the state as the institution whose main goal is to provide the socio-economic framework to guarantee 
political principles such as justice, humanity, and freedom. That is the normative approach. On the other hand, he 
is conscious of the fact, that the state necessarily implies coercive power. According to this view, state intervention 
endangers individual freedom. Consequently, state activity seems to involve an intrinsic contradiction. The more 
the state intervenes to ensure a just and free society, the more it attacks individual freedom. This contradiction has 
become evident during this pandemic. Polanyi’s political ideal is not only a critical response to market liberalism, 
but also an attempt to overcome, or at least reduce state coercion as much as possible. Undoubtedly, the state plays 
a vital role in the progressive society à la Polanyi. However, it is the progress of democracy that makes the 
difference. The relation between state, markets, and citizen participation will be analysed in the paper. 
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1. Introduction 

During the Coronavirus pandemic, it has become evident that state action necessarily implies 

coercion, even if the political measures are meant to achieve justified goals such as “saving 

lives” or preventing the health system to collapse. The lockdowns which took place all around 

the globe implied a loss of freedom in many spheres of our lives (Repucci/ Slipowitz 2020). 

Fundamental rights such as mobility rights, the right to peaceful assembly, or more generally, 

the right to live in liberty were and are still rejected in order to fight the virus. A loss of freedom 

in the short run has been accepted to secure freedom in the long run. The COVID-State protects 

the life and health of its citizens while destroying individual freedom and democracy.  

I argue in this article that this internal contradiction in state action is not merely a property of 

the “state of exception”. According to Polanyi’s writings, this polarity is a distinctive feature of 

any modern state. On the one side, state action is legitimate, if it pursues democratically set 

goals such as safeguarding human rights, freedom, or social justice. On the other hand, state 

action involves unavoidably coercion over citizens; it is an institution of power, or even more, 

the institution, which has the monopoly on the use of force. State laws are, as Polanyi states, 

objective entities that limit individual action and diminish the sphere of individual 

responsibility. This fact constitutes for Polanyi a problem, for state intervention in democratic 

societies is and remains absolutely necessary to achieve social goals. However, the stronger the 

intervention, the larger the execution of state power, and therefore, the larger the loss of 

individual freedom.  

Socialism, according to Polanyi, strives not only for a just but also for a free society (Polanyi 

n.d./2018: 301). Freedom should not be understood like in the liberal ideology, as economic 

freedom or mere freedom to choose, but as what Polanyi calls social freedom, that is, freedom 

based on responsibility for the social consequences of individual action. Socialism “goes 

beyond the demand for justice”, Polanyi states, for social justice can be achieved within a 

society that is still not based on the values of freedom and responsibility. “There can be also a 

dictatorial justice” Polanyi affirms, and he adds “if justice, when realized through democracy, 

really is to mean ethical progress, this is not due to the nature of justice but to that of democracy, 

which is inseparable from the responsibility, however small, of the individual” (Ibid.). 

The evaluation of state action by Polanyi has two dimensions. Not only the goals are important, 

but also the means to achieve them. The issue of legitimation concerns not only the question, 

whether state policies pursue democratically set goals, but also, whether the procedure used to 
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determine and enforce these policies is democratic enough or not. Both questions – concerning 

the goals and the means of state action – are for Polanyi of vital importance. Both questions are 

also today enormously relevant not only to criticize past and current states but also to rethink 

the role of the state in the 21st century. Polanyi is not an anarchist. He conceives the state as the 

institution which should guarantee social goals such as freedom, justice, and equality. However, 

he considers state power as real, and as an intrinsic attack on individual freedom. Therefore, he 

looks for institutional ways through which a reduction of state power can be achieved. The 

reduction of power (state and market power) is through an intensification of democracy 

possible. As a consequent socialist, Polanyi accepts the consequences of socialisation, namely 

the existence of state power and market value. But he never ceases to identify possible solutions 

to gain at least some control over these objective entities.   

In order to analyse this complex theme, I will proceed as follows. After this introduction, I will 

present the main features of Polanyi’s philosophical analysis of the state (Section 2). Polanyi 

did not work out a full-fledged state theory nor gave us a systematic analysis of the term. 

Therefore, the analysis of Polanyi’s understanding of the state must be based on a reconstruction 

of Polanyi’s ideas. For this reconstruction, I mainly use Polanyi's theoretical-based insights. I 

suggest understanding the state firstly in its normative character (Section 2.1). This dimension 

displays the state not as it is, but as it ought to be. Polanyi thinks of the state as the political 

institution per se, i.e. as the institution which sets the institutional framework to guarantee the 

realisation of democratically acknowledged political values. The state, according to this 

normative approach, is the institution that represents the citizens as citizens. Its goal is to 

provide and secure equality among men, freedom, justice, and fundamental human rights.  

The second dimension of Polanyi’s philosophical analysis of the state concerns its objective 

character as an institution of power (Section 2.2). Based on Marx's reification theory, Polanyi 

analyses and criticizes capitalistic entities such as price or capital whose objectivity is given by 

the economic laws which are valid under a capitalistic context. These entities are an attack on 

human freedom as they determine a significant part of our social reality. The problem of 

freedom, which arises out of these objective entities, must be also applied to the objective entity 

“state power”.  

In the third part of this essay, I present Polanyi’s theoretical analysis of state categories that are 

opposed to the democratic state.  The political state must be understood in opposition to the 

liberal state (Section 3.1), as this one does not have justice as a goal, but the constitution of the 
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market society. Furthermore, the political state must be seen as the antithesis of the fascist state 

(Section 3.2). For this one has the abolition of democracy to "save capitalism" as its main goal. 

The third category is the communist state (Section 3.3), understood as a central planned 

administration. Although communism has the higher goal of unifying society in its political 

sphere, it fails to be democratic. A communist state is a totalitarian state which differs from the 

democratic state not in its goals, but in the means used to achieve the goals. Like Polanyi 

(n.d./2018: 301) puts it: it is not only justice, but the "manner" to achieve it, that counts. 

Polanyi did not only use negative argumentations, to criticize what a state ought not to be, but 

he also worked out a theoretical model, in which the political and democratic state could be 

achieved as much as possible. The so-called functional democracy (Section 4) is for Polanyi 

the “highest” form of democracy, for the state does not only pursue and guarantee social goals 

such as equality or social justice but also uses decision methods that go beyond the majority 

rule and are fundamentally democratic. In this model, the state ceases to be the one and only 

institution and becomes one among many (Dale/Markantonatou 2019: 52). The reduction of 

state power is the goal of the model which is guaranteed through the negotiations and the 

compromises among the different institutions. This ideal is and remains an ideal. Polanyi knows 

that the necessary preconditions to make it a reality do not exist. However, it is an important 

thought experiment that provides us a deeper view of Polanyi's arguments.  

The principle of intensification of democracy is more actual than ever before, as the decision 

process during the pandemic has been questioned in many countries at all levels. The COVID-

policies are mostly legal, but the question which arises is, whether they are democratic enough? 

Which has been the role of the elected parliaments in the crisis? Which role has played the civil 

society in the decision process? What happened to other state goals such as humanness, 

equality, and social justice during the crisis? Were there no other alternatives to the COVID-

policies? I deal with this issue in the fifth section. I conclude that the main contribution of 

Polanyi’s state theory is not only the critique of the liberal state but also the insight that the state 

implies always both: emancipation and serfdom. Therefore, an advanced democracy needs not 

only a strong state in charge of regulating markets but also additional democratic institutions to 

reduce its power as much as possible.  

2. Polanyi’s philosophical analysis of the state  

Polanyi elaborates diverse analyses of state action. Some of these investigations are empirically 

based, that is he focuses on existing political measures and judges these according to possible 
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alternatives. Other examinations are theoretically based. In these, he uses theoretical 

constructions to investigate different state categories such as the fascist state or the liberal state. 

Of course, both of these categories are based upon real states, but the category as such is a 

theoretical construction. Within Polanyi’s theoretical analyses there are also philosophical-

based examinations of the state. These are examinations based alone on the concept of the state 

and they are meant to understand the nature of social reality but also to criticise it according to 

normative standards. A philosophical analysis, especially regarding social and political entities, 

must have a connection with reality. Reality is the starting point. But the analysis as such is still 

an argument- and principle-based analysis which is not founded on empirical evidence. I will 

argue that Polanyi’s philosophical analysis of the state is constituted by two main dimensions. 

The first dimension is what I call the normative understanding of the state, it analyses the state 

as it ought to be. The second dimension is the understanding of the reality of the state as an 

objective entity that exercises unavoidably power.  

2.1. The political state 

Out of Polanyi’s normative perspective, the state is the political institution per se. The concept 

of the political is used by Polanyi neither to refer to everyday politics nor to point out the 

antagonistic character of democracy. Polanyi uses the term rather in its classic broader meaning 

as “the way of life of the members of the polis” (Polanyi 1943: 2). The political constitutes the 

possibility of consciously transform society. It deals with the determination of political rights 

and political obligations.  “State and politics”, Polanyi (1936: 5) writes, “are the sole instrument 

through which members of the community can direct society”. Politics, and the state as its main 

institution, have as precondition the commonality of human beings. The concept of politics is 

based on an associative view of society, that is the conviction that human beings are able to 

identify common needs and formulate common goals. The political sphere is the dimension of 

a democratic society in which human beings act as citizens. As such, they acknowledged 

themselves as members of the society, to which they consciously contribute with their decisions 

and actions. At the core of the concept of Polanyi’s democratic politics is the “common human 

ideal” (Polanyi 1934: 504). The state “represents human beings as equal”, Polanyi asserts and 

continues: “It laws and decrees are the expression of the common concept of justice” (Ibid.) 

The state – in its normative approach – is based on what Polanyi (1921) calls “believing 

politics”. Believing politics consists of two assertions: the first one states that human beings in 

their role as citizens can intentionally transform society through democratic procedures and 

moulded it according to acknowledged moral-political principles.  The second assertion 
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consists in the conviction that the state through education and other policies can influence the 

moral dispositions of the citizens. Believing politics is founded on the belief that human beings 

adapt their moral dispositions according to the cultural and political framework. Therefore, the 

political state should strive not only for economic and social development but also for moral 

progress. On the other way round: moral decay is a result of an inadequate political-institutional 

framework. 

Morality is for Polanyi in principle not a private affair, but a political one.  For morality and 

politics are mutually dependent spheres in society. State action should be always based on 

moral politics. Principles such as equality, justice, or freedom are moral values that are 

acknowledged in society as political guiding principles. The political state, according to 

Polanyi’s normative approach, is grounded on the principle of moral liberty (Polanyi 1943: 5). 

The concept of moral freedom is based on the Rousseau-inspired philosophical tradition which 

understands freedom not as independence from society but as autonomy. To be free means to 

act according to the rules or principles set by oneself. In this regard Polanyi writes: “When we 

do what we truly want, what we feel to be right, believe to be true, accept our personality, we 

are free. For in each case we obey a law ordained by ourselves.” (Ibid). On the contrary, to do 

what we like, although we think it is wrong or meaningless “is not freedom, but license.” 

Polanyi continues: 

 “In society no other freedom than moral freedom is conceivable. Neither the liberty of the wild ass in the desert nor the liberty 
of the freebooter on the high seas, […] has nothing to do with freedom in society. They are free from the law, […] they are not 
free under the law. They are free because they are outside society, not free through society; they have liberty apart from society, 
not in society. […] [M]orally their freedom is of no value; it is irrelevant.” (underlined by Polanyi in original). 

 

Moral freedom leads in the political sphere to what Polanyi calls social freedom. This is the 

main goal to be guaranteed by the political state. Social freedom is based on the belief that 

society is at least partially a result of individual and political will. To act freely means in this 

context to act in awareness of this fact. Therefore, social freedom is freedom based on social 

responsibility. The democratic state should guarantee an institutional framework, in which 

citizens can act freely, i.e. in awareness of the social consequences of their actions. This implies 

that one of the main state goals is to assure a transparent socio-economic and political 

framework, in which the effects of individual and political decisions can be foreseen at least in 

principle. Without knowledge of the impact of our decisions, there is no responsible freedom.  

For Polanyi is clear that justice and human rights can be only achieved in a system, in which 
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citizens can overview and control the impacts of individual and state policies. Social freedom 

is a regulative idea based on which state action can be judged. 

2.2. State power as reification 

The regulative ideal of social freedom can be better understood by analysing the problem of 

state power as an objective entity. In his article “On Freedom”, Polanyi scrutinises the loss of 

freedom caused by the existence of capitalistic-based institutions such as market prices or 

interest rates. Based on Marx reification theory, Polanyi argues that in capitalism certain entities 

acquire objective characteristics, although these are initially not natural ones. Within a capitalist 

context, a commodity obtains a given “market price” which is for human beings real and at 

least prima facie independent of human will. The market price is determined by the economic 

law of supply and demand. Although it is evident that this law is not a natural law, the existence 

of market prices turns to be completely objective. However, this objectivity is given by the 

institutional framework which guarantees the capitalistic system. Therefore, it is clear that 

behind these fetishes there is always human and political will. Regarding this problem, Polanyi 

states: “The estrangement of man from man and the estrangement of things (“commodity”, 

“capital”) from man are both thus consequences of private ownership in a society based on a 

division of labour. “Capital” and “prices” only appear to dominate human beings; in reality, 

human beings are being dominated by human beings here.” And then he adds: “This is true not 

only of the economy but also of the state” (Polanyi n.d./2018: 300). 

The state is an institution to safeguard common human interests. To achieve its goals, it must 

apply state power. The problem of the state, according to Polanyi, is that “[a]s soon as it arises, 

this organ assumes an independent existence in the face of society.” (Ibid., italics in original). 

Towards state action, the citizen is completely powerless. Social reifications such as price, 

markets, or the state unavoidably imply a loss of freedom which is a direct consequence of the 

fact that the sphere of individual responsibility has been diminished through the mere existence 

of the objective entities. The question which Polanyi asks is, how can we determine individual 

responsibility towards objective phenomena like “global poverty”, “unemployment”, 

“exploitation” or “ecological catastrophe”? These objective entities are – essentially speaking 

– dependent on human will and human behaviour, but once arisen, they acquire a life on their 

own or as Polanyi puts it, a life “behind the backs of the human world” (Ibid., 311, italics in 

original). Towards low wages are citizens and even political actors often powerless. Raising 

wages can distort the "labour market" and cause "unemployment". Objective socio-economic 

entities limit the ability of the individual to transform society. In this regard, Polanyi asks: 
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“What can socialism, which wants to achieve social freedom for all, do against this creation of 

circumstances?” In other words: “Through what means is it possible to dissolve the social 

reifications and integrate them into our own lives, from which they arose, and to take the social 

decisions made behind our backs into our own hands – not into the hands of any sort of state 

power?” (Ibid., 311, italics added). 

For Polanyi is clear that social reifications are a fact in a complex society. “Power and value”, 

he argues, are “inherent” to any society, for society is “necessarily imperfect” (Polanyi 1937: 

13 f.). “Political and economic coercion” is objectively given, for an important part of human 

relationships will always exist under the process of reification. This insight implies a certain 

realism in politics. The question is not, whether political and economic power should exist or 

not, but which sort of power is more adequate according to our principles. The existing 

alternatives are relevant, even though these involve unavoidably coercion. As Polanyi states: 

"The measure of true freedom is the measure in which we are free to choose where choice is 

possible. Where and when it is not, to take our share in the common evil" (Ibid., 14). 

In a market society, the individual feels free “only because he is unconscious of his dependence" 

on society (Ibid). He is "free" because he is not aware, how his actions affect social reality. This 

kind of false freedom must be overcome. The burden of interdependence in society must be 

accepted. Socialism, as understood by Polanyi, must strive to increase transparency, and 

therefore, increase individual responsibility, in every sphere of society. That means that 

economic and political decisions must be in the hands not solely of the state but of the citizens, 

or, if this is organisational not possible, there must be institutional forms that guarantee direct 

citizen participation in political and economic decision making. For the achievement of these 

goals, the institution of parliamentary democracy is not enough.  

 
3. The abolition of the political state 

In this part, I present Polanyi’s negative argumentation of what the state ought not to be. For 

this purpose, Polanyi uses theoretical constructions of what he calls the liberal state, the fascist 

state, and the communist state. Of course, these states are based upon real existing states. But 

as we will see, the analysis is not empirical. It is not meant to judge determined political 

measures in their real economic or political observed effects, but it helps rather understanding 

the philosophical essence of these kinds of states. The question is here, which is the main 

property of a liberal, a fascist, or a communist state. Which is the criterion which can be used 
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to consider real existing states as liberal, fascist, or communist. Polanyi gives us vital clues to 

achieve this task. 

3.1. The liberal state 

The liberal state is, according to Polanyi (1944: 3), one of the four pillars of what he calls the 

“nineteenth-century civilization”. The other three pillars being the gold standard, the balance-

of-power system, and the self-regulating market. This nineteenth-century civilization, which 

comes after the First World War and definitively during the Second World War to an end, is a 

theoretical construction based on the social, political, and economic reality of England during 

this time. The liberal state’s goal is, as Polanyi argues in The Great Transformation, to create 

the market economy. The self-regulating market is insofar a creation of the liberal state. On the 

other hand, however, the liberal state is “itself a creation of self-regulating market”.  

The liberal state is cause and at the same time consequence of what Polanyi calls the “self-

regulated market". I think that this contradiction can be solved, by displaying two meanings of 

the concept of the self-regulating market. On the one hand, Polanyi refers to the idea of the self-

adjusting market, on the other hand to the reality of the market economy of the nineteenth 

century. The liberal state is in the first place a consequence of the idea of the self-regulating 

market,i.e. a product of the ideology of economic liberalism. The British parliament, accepting 

the beliefs of economic liberalism, acted according to its principles and determine political 

measures to constitute a market economy. Therefore, the liberal state, i.e. the state influenced 

by economic liberalism, becomes through its policies the cause of the reality of the market 

economy. 

Economic liberalism of the nineteen-century was, according to Polanyi, founded on the belief 

that the economy is and should be an autonomous sphere that functions independently of state 

politics. The self-regulation of the economy involves the processes of production, distribution, 

and consumption. Prices are set through the relation between supply and demand, and not by 

state intervention. Furthermore, self-regulation implies that all kinds of incomes derive from 

the market. Not only commodities that are produced for sale are organized through market price 

adjustments, but also the so-called fictitious commodities: labour, land, and money.  

Economic liberalism was one answer to the radical challenge of industrialisation. This ideology 

had both a deterministic and naturalistic character (Polanyi 1944: 120f). Authors such as 

Ricardo and Malthus regarded economic laws as unchangeable, as they arose from natural laws. 

Both – Malthus's law of overpopulation and Ricardo’s law of diminishing marginal returns – 
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are based on natural facts.  Therefore, they were considered to be scientifically proven. Polanyi 

writes that the belief in an economic, nature-based society was the first step towards the 

separation of the economy and the political state. In this context, the state had the mere task of 

accepting these laws and use them as the foundation of its policies. 

According to Polanyi (1944: 36), economic liberalism failed to understand the nature of the 

social transformation caused by industrialisation. It failed because it was more a belief based 

on an “emotional faith in spontaneity”, rather than a scientific-based theory. The problem of 

economic liberalism relies on what we today call blind economism. That is the conviction that 

social phenomena can be judged solely out of an economic perspective. “A blind faith in 

spontaneous progress had taken hold of people's minds," Polanyi (1945: 79) writes and 

continues: “and with the fanaticism of sectarians the most enlightened pressed forward for 

boundless and unregulated change in society.”  

Economic liberalism as philosophy has real consequences for the constitution of the liberal 

state. This one determines a number of laissez-faire policies which are defined by Polanyi 

(1945:72) as follows: 

“Nothing must be allowed to inhibit the formation of markets, nor must incomes be permitted to be formed otherwise than 
through sales. Neither must there be any interference with the adjustment of prices to changed market conditions—whether the 
prices are those of goods, labor, land, or money. Hence there must not only be markets for all elements of industry but no 
measure or policy must be countenanced that would influence the action of these markets. Neither price, nor supply, nor demand 
must be fixed or regulated; only such policies and measures are in order which help to ensure the selfregulation of the market 
by creating conditions which make the market the only organizing power in the economic sphere”.  

 

The liberal state strives for the separation of society in an economic and a political sphere. The 

economy should follow pseudo-natural laws, reach again its original autonomy, and function 

self-regulating. State intervention in the market process should be avoided – that is the 

fundament of laissez-faire. Though to create a self-regulated market-based economy, state 

intervention is necessary. That is what Polanyi means when he states that "Laissez-faire was 

planned". The alleged spontaneity of the market economy was a political project of the liberal 

state. The markets for labour, land, and money are not natural and do not culturally evolve 

through time. They are the liberal state’s creation.  

A special characteristic of the liberal state is that it is radically economic, for its main goal is to 

create and guarantee an economic institution, namely the market. The liberal state does not 

intend to create a specific. However, its actions lead to the formation of the so-called market 

society. The market society is an unintentional consequence of laissez-faire politics. The 
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separation between economy and politics is politically desired, whereas the domination of the 

economic principles above the political ones is the real result. The desembeddedness of the 

economy from society is aspired, whereas the embeddedness of society in the economy is the 

consequence. 

The market society and its social effects unavoidably lead to the formation of what Polanyi calls 

the countermovement. Society demands restrictions in the markets for fictitious commodities; 

it claims for measures of self-protection which finally lead to a distortion of the market 

functioning and political instability. An interesting point in this regard is that the measures of 

self-protection are mainly enforced by state institutions (Dale/Markantonatou 2019: 59). The 

question here is, whether the state institutions, through which the measures of self-protection 

came into being, are or not to be regarded as part of the liberal state? Does the liberal state 

restrict itself? Is there an internal contradiction within the concept? Are these interventions 

meant to limit the market economy or to save it?  

The concept of the liberal state and the one of state intervention are not opposite terms, but 

interdependent, according to Polanyi. The ideal of self-regulation implied always state 

interventions. But particularly in the interwar period, it becomes evident that not the postulate 

of laissez-faire is for economic liberals decisive, but the idea of a self-adjusting market 

guaranteed by the state. Therefore, the self-adjusting market becomes in the twentieth-century 

officially a state mission. Neoliberalism is born. To guarantee the alleged self-adjustment, 

laissez-faire policies are left behind and specific political measures to assure free-market 

competition become important. Polanyi (1944: 155) writes in this regard: 

“[I]f the needs of a self-regulating market proved incompatible with the demands of laissez-faire, the economic liberal turned 
against laissez-faire and preferred—as any antiliberal would have done—the so-called collectivist methods of regulation and 
restriction. Trade union law, as well as anti-trust legislation, sprang from this attitude."  

And he continues: 
“The accusation of interventionism on the part of liberal writers is thus an empty slogan, implying the denunciation of one and 
the same set of actions according to whether they happen to approve of them or not. The only principle economic liberals can 
maintain without inconsistency is that of the self-regulating market, whether it involves them in interventions or not.” 

State interventions are an inherent part of the liberal state. Particularly important are the 

measures to create markets of fictitious commodities, but also policies to assure self-regulation 

such as anti-trust and trade unions laws. The fact that it is the same state which must enforce 

social legislation indicates the internal contradictions of the liberal state.  

3.2. The fascist state 
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Whereas the liberal state is a theoretical construction to understand the essence of state action 

within the European long nineteenth-century, is the fascist state a consequence of the internal 

contradictions of this period. The fascist state is an answer to the crisis caused by the alleged 

separation between economy and politics. It is a totalitarian reaction in order to deal with the 

economic and political chaos produced by the liberal state. In the interwar period, the 

incompatibility between democracy and market economy becomes evident, as workers reach 

political power through parliamentary democracy while remaining powerless in the decision-

making process at the economic level. As Polanyi (1944: 140) writes: “Two vital functions of 

society—the political and the economic—were being used and abused as weapons in a struggle 

for sectional interests. It was out of such a perilous deadlock that in the twentieth century the 

fascist crisis sprang.” Fascism was historically a kind of “solution” to the deadlock caused by 

economic liberalism, “an alternative solution of the problem of industrial society”  (Polanyi 

1944: 252). 

But which is the essence of fascism? And which are the properties of the fascist state? Fascism, 

Polanyi answers, is first of all the continuation of the “anti-democratic virus” with which 

capitalist classes since the beginnings of industrial capitalism were infected. It is a result of the 

hostility of property owners against the claims of popular government. The precondition for the 

existence of a fascist movement is the separation of the economy from society which ultimately 

leads to the claim that economic principles should dominate political ones. This alleged 

domination ends up with a crisis in the economic and political system, as the incompatibility 

between the claims of a democratic government and the requirements of the market economy 

becomes evident. 

In its article “Marx on Corporativism”, Polanyi argues that it was Marx the one who first 

perceived the problem caused by the institutional separation between economy and politics. 

The young Marx recognised, Polanyi writes, that “industrial life required free competitive 

markets, while political life was to rest on free popular democracy”, a fact which “involved a 

complete separation of the political and the economic sphere in society.” Afterwards, “when 

Marx became a socialist, he realised that political democracy was not enough, but that 

democracy be made to compose the whole of society including the economic sphere”. It is 

exactly this point of awareness that conforms the basis of the development of fascism. For 

fascism emerges, to abolish democracy and “side-track human progress”. Instead of “extending 

the power of the democratic state to industry, fascism endeavoured to extend the power of an 

autocratic industry over the State, and thus, destroy the very basis of political democracy”. 
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The recovery of the unity of society is here at stake. As Polanyi puts it: “Not in the economic, 

but only in the political sphere can the whole of society be reunited.” On the contrary, fascism 

is an attempt, to reunite society according to the requirements of the industry. The fascist state 

has the goal of “saving capitalism” from democracy (Polanyi 1933b: 219). Although some 

fascist movements have camouflaged themselves as socialists, the reality is that fascist 

intellectuals, as well as fascist leaders, criticise the essence of liberalism, individualism, 

democracy, and socialism. All these aspects belong together, Polanyi (1933a) argues, and 

constitute the opposite pole of the fascist ideology. Fascism denies that every human being has 

dignity and that therefore, each human being is to be treated as equal. Fascism denies 

individualism and equality as the basis of democracy. It furthermore denies the relationship 

between the individual and society. It particularly opposes the thought that society is in 

principle a consequence of the individual moral and political action. Fascism praises the 

“totality”: the “society”, the “race”, the “nation”, the “blood” – all these objective entities have 

in fascism priority above the individual. 

Polanyi argues that fascist arguments against capitalism are solely directed against the liberal 

aspects of a market economy, but they do not question at any level the industrial system based 

on capital accumulation. The fascist corporative state is constituted by industrial corporations. 

These are economic-based unities, led by property owners. Although the corporate state in its 

external form strongly resembles a functional democracy, it is essentially different from it, 

Polanyi states, for the political decision-making is in the hands of the industry. Corporativism, 

Polanyi writes based on Marx's Analysis, "is an attempt to establish economic life as the State.” 

Fascist corporations are designed to assume the role of the state.  

Polanyi (1934) deals particularly with the theoretical model of the philosopher Othmar Spann 

which was used as fundament for the fascist organisation in Estates. He argues, that even when 

a political chamber exists in Spann’s model, it is not this one, which decides upon the main 

themes which affect the citizens. On the contrary, it is the economic Estate which enforces 

social, industrial, and labour legislation. In this case, it is the industry that overtakes the political 

sphere completely. The fascist state is, therefore, an industry-based state, which gives up its 

essence as a political state, that is as one, which represents human beings as equals and which 

guarantees the main political principles such as justice and freedom. What Spann calls the 

“absorption of the “State” by the Estates” is for Polanyi the elimination of the political state. In 

this regard, he writes: “The Political State is abolished. No body exists anymore to voice the 
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ideas of Humanness, Justice, and Freedom." And he adds: "And such is, undeniably, the result 

where fascist Utopias come true." 

The fascist state is the antithesis of the democratic state: There is no possibility of democratic 

politics, of transforming society according to acknowledged moral-political principles; there is 

no place for assuming individual responsibility for the social consequences of individual and 

political action.  Only the “totality” is relevant. There is no way to change this totality, it is a 

given reality, independent of human will. The individual becomes only a member of a given 

whole, which for its part is determined by capitalistic industry, and therefore, by property 

owners. The domination of the economic sphere above politics is realised in fascism 

completely. Fascism provides, a Polanyi argues, an original “metaphysic justification of 

capitalism”; in fascism, capitalism “is not only right, but it is also eternal”; there is no political 

alternative (Polanyi 1933a: 374-376). 

 
3.3. The communist state  

The awareness of the incompatibility between the market economy and democracy is, as we 

saw above, the precondition of the emergence of a fascist movement. For fascism strives for 

the unity of society by abolishing democracy, and hence by directing society according to the 

sole requirements of industrial capitalism. The exact opposite effort is done by socialism. 

Socialism strives to achieve the unity of society by "extending the democratic sphere to 

economics" and therefore, by abolishing the autonomy of the economic sphere. In socialism, 

"the democratic political sphere becomes the whole society,” Polanyi writes in “Marx on 

Corporativism”. 

Polanyi (1933b: 219) is aware, that both models – fascism and socialism – focus on constituting 

a “totality.” Both models emerge out of the fact of the separation among economy and politics; 

both intend to solve the crisis by extending one principle over the other. Within the concept of 

socialism, Polanyi includes what he calls communism. In this context, the term is used to 

denominate state socialism or socialism based on central planning. Whereas democratic 

socialism pursuits the democratization of the economy by citizen and workers participation, 

communism wants to “abolish the economic sphere, to make politics absolute, and merge the 

economy in the state” (Ibid.). 

This form of communism is for Polanyi totalitarian. Fascism and communism, so defined, are 

both, “totalitarian solutions” to the problem caused by the separation between politics and the 
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economy. Communism, Polanyi writes, cancels the economy as a sphere in which human 

freedom can be realised. The economic functions are transferred to the political state, which in 

communism is in charge of the whole functioning of the industry. The idea that the state 

disappears in communism is for Polanyi utopic. In reality, it is the political state which takes 

all the responsibility concerning the different functions of the economy. The organisation of 

production, distribution, and consumption is a task of the communist state as well as the 

efficient use of resources to satisfy human needs. Not only the realisation of the political goals 

of justice and equality but also of a functioning economy are in the hands of the communist 

state.  

Polanyi considers the economic responsibilities of the communist state as a problem in many 

respects. The communist state does not have the means to collect the information needed to 

take economic-based decisions. These are decisions concerning the satisfaction of human needs 

and wants in relation to available resources. There is no method for the communist state to 

know the numerous needs and wants of the people, nor can the state achieve complete 

transparency in the production process. There is no possibility of achieving what Polanyi calls 

overview of the economic needs and processes, for these are dynamic categories that evolve 

constantly. For Polanyi is clear, that in complex societies, that is societies in which the 

socioeconomic outcomes do not primarily result out of the political will, there cannot be any 

transparency into the manifold human relationships which constitute them. A state which 

pretends to know these relationships will inevitably fail and act in a totalitarian way. For it must 

decide about needs, wants, and production methods without having any oversight of them.  

In Polanyi’s article “Socialist Accounting” (1922), in which he deals with the criticism of 

socialism made by the liberal economist Ludwig von Mises, Polanyi accepts that the problem 

of economic calculation within state socialism is not resolvable. Ludwig von Mises had argued 

that state action concerning economic decisions under communism was a “groping in the dark”, 

for the communist state misses all relevant information to take an informed decision. Ludwig 

von Mises distinguishes between small communities and larger societies. Whereas communism 

is conceivable in a small community, it is necessarily inefficient and totalitarian in complex 

societies. For this reason, Mises concludes that private property of the means of production is 

absolutely necessary. Without private property and distribution through markets, there is no 

overview, and therefore, no information based on which the state can rationally decide.  

Polanyi affirms the argument that economic calculation in state socialism is not possible but 

does not conclude that socialism is undesirable or impossible. He writes: “We also candidly 
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admit that we consider it impossible to solve the problem of accounting in a centrally 

administered economy” (Polanyi 1922: 398). For accounting must give a “quantitative 

overview of economic activity”, on the basis of which the state can rationally act (Ibid., 401). 

This numerical overview of needs, wants, and production methods is in a central planned 

economy impossible. A socialist economic calculation would need an overview of aspects of 

the society such as technical productivity, defined as the maximal combination of goods by 

minimal work effort, and also of social justice, understood as the economic realisation of moral-

political values acknowledged by society (Ibid., 402-406). Social justice implies the social 

redistribution of production to achieve a distribution mix that matches the moral and social 

standards defined by society. The question which arises here is, how could a communist state 

be able to decide about technical and social productivity, if it does not possess any information 

neither about citizens desires and preferences nor about the constantly evolving technical 

progress? 

Statistical information is, according to Polanyi, not enough for this goal. For statistics give first 

of all information about past and current events. Secondly, statistics give merely what Polanyi 

calls external overview, i.e. information that does not concern the real problems of the citizen. 

If the state is the one institution to decide about production, consumption, and working 

standards without being informed about it, then is communist state action necessarily 

totalitarian. Of course, this fact does not mean for Polanyi that socialism is not possible. 

Socialism must be democratically organised in order to imply emancipation.  

 
4. The role of state in an advanced democracy 

In the text "Socialist Accountancy”, Polanyi makes clear that communism or state socialism is 

not a solution. Socialism can only be achieved, Polanyi (1922: 398) states, if it is “organised 

functionally”. Polanyi works in this article and elsewhere a theoretical model of a functional 

socialism based on G.D.H. Cole’s guild socialism and Otto Bauer’s functional democracy. 

Polanyi is aware that his model is a political ideal, for it is grounded on a specific sort of 

education that is currently not given. The concept of education in this context is not used by 

Polanyi to indicate academic preparation but more a sort of consciousness. The citizens in the 

model must be aware of the different functions which themselves play within society, or in 

other words, they must be aware that the different functions in society – production, 

consumption, politics, culture, education, religion, family life, etc. – belong together and are 

part of an organic whole.  In a functional democracy, the functions pursue their own partial 

interests, but there is a general awareness that each of these interests is indispensable for society. 
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A conscious person, who is the basis of Polanyi’s model, is at the same time consumer and 

producer, employee and employer, sovereign and subject. He or she must be able to understand 

the importance of each of the represented functions. 

The fact that the model is an ideal based on a specific sort of education does not at all diminish 

its importance. The model provides key insights into Polanyi's theoretical apparatus which 

provide a better understanding of the author’s arguments. The question, whether the “later” 

Polanyi still supported a functional model of society is not so relevant as it is meant to be. The 

real question is, whether the thoughts and principles expressed in the theoretical model provide 

us with reasonable arguments to be used today. I believe, that this is definitively the case. 

Polanyi’s model of functional socialism offers us tools and criteria to judge the development of 

our democracies.  For this purpose, the advanced democracy à la Polanyi can be used as a 

regulative ideal. 

Polanyi emphasizes at the very beginning of his analysis that the model of functional socialism 

is not based on a market-less economy. That means that markets for commodities play an 

important role in this society.  This applies to the political state too. State and markets belong 

to each modern society, Polanyi argues. Utopic would be to think of a society with no markets 

and no state. In this regard, Polanyi (1922: 398) writes: “After all, one should no more accept 

that contemporary capitalism represents a free exchange economy than believe that a large-

scale economy can exist without some exchange. In fact, the distinction between socialist and 

capitalist economies lies elsewhere.” 

In a functional democracy, the markets and the state play a vital role. However, they have both 

a different function as in liberal capitalism. Commodity markets function under a political set 

framework that has been designed and enforced democratically. The state, in the functional 

democracy, is not the only institution in charge of guaranteeing the moral-political values of 

society, but one institution among others, and it is not the entity responsible for achieving the 

unity of society (Dale/Markantonatou 2019: 52). 

In Polanyi’s model, there is a territorial and, additionally, a functional representation. Territorial 

representation is performed through the election of representatives at a local, regional and 

national level. The elections are done, as we know it today, according to areas defined by 

territorial limits. The main difference between this system to ours is that the territorial authority 

is not the only institution that exercises political power. The territorial representatives must 
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negotiate with functional representatives to adopt new laws, decrees, or regulations. The results 

of these negotiations constitute the basis of political decision-making. 

Whereas the territorial democratic institutions represent the citizen as citizen, the functional 

organisations represent the citizens in a specific social function. These functions can be 

economic, social, or cultural. There can be more general functions such as the consumer 

associations which include all citizens in their function as consumers, or more specific 

organisations which reunite the interests of specific groups, for example, teachers or artisans. 

In the simplest version of the model, the production association is the second institution with 

which the political authority negotiates with the purpose of defining the institutional 

framework. Polanyi’s production associations are not to be considered as associations of private 

enterprises, but more as institutions that represent the interests of democratically organised 

worker cooperatives. Whereas the political authority owns the means of production, it is the 

production association that has the right to dispose of it. In more complex models, the consumer 

associations are also part of the negotiations.  

Which goal pursues Polanyi’s with this model?  

Polanyi intends to reduce the reification of political and economic power. Through this model, 

he is able to diminish state power as well as economic coercion through the owners of private 

property. State power is definitively weakened through the obligation to negotiate with 

functional organisations. The state cannot alone decide about policies that affect the citizen as 

worker, as consumer, or as family member. It must take the opinions and convictions of the 

citizens in their different social functions seriously. For human beings are carriers of culture 

and “valid representatives of mankind” as Polanyi (1943:11) states. They possess the necessary 

knowledge to direct the destiny of modern democracy. Not the opinions of the experts but the 

experiences of the “common man” are needed to decide in important political matters, Polanyi 

(1939-40) argues.    

However, to achieve an accurate representation of the social functions, the organisations 

themselves must be democratically organised. This is a decisive point for Polanyi. For only 

democratic organized institutions can give what Polanyi calls inner overview, i.e. knowledge 

about matters which affect human beings. A democratic organized trade union is for example 

able to collect the long-standing experiences of the workers and represent genuinely their 

interests.  
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Whereas political parties represent moral-political values and, insofar, general interests, 

functional organisations represent partial interests of a specific group. However, these partial 

interests are acknowledged by society as general, for the group represents a social function 

without which society cannot exist. The perception of society as a whole and the acceptance 

that each of the functions is vital for society is the precondition of the model. That is why 

Polanyi demands Bildung (1921: 105) as well as a new form of consciousness (1957: 2f.).  

The state in the functional democracy ceases to be the main institution in society. It is now one 

among others. As Johanna Bockmann (2018) argues, the state in functional socialism has been 

practically abolished. Polanyi does not use in his model the term state, but the one of the 

Kommune. This concept is based on the experiences of the Paris Commune whose goals were 

the abolition of private property and of the state. Polanyi’s ideal to overcome market capitalism 

is neither state capitalism nor state socialism, but democratic socialism: “This socialism is not 

the extensions of regulations into the market as in the New Deal and the welfare state, but rather 

a movement through which the economy and the polity themselves are made social” 

(Bockmann 2018: 204). 

 

5. The COVID-State 

As we have seen above, Polanyi provides neither a systematic state theory nor an in-depth 

analysis of the state concept. However, he offers us a manifold set of insights and arguments 

which can be used as tools to analyse state action. In this article, I have focused mainly on 

Polanyi’s theoretical-based arguments. These concern the concept of the state and the analysis 

of state categories such as the liberal state, the fascist state, and the communist state. Certainly, 

Polanyi wrote many empirical-based articles. Working as a journalist in the financial magazine 

Der Österreichische Volkswirt (1924-1938), he focused on the analysis of socioeconomic and 

political events which took place at that time in Europe and elsewhere. These and many other 

articles written during and after the Second World War, are based on real political 

circumstances. Polanyi evaluates these events and comments on the specific policies. This sort 

of analysis is done at another level as the philosophical investigations which he parallel 

elaborates, and which I have used in this essay. The philosophical-based examinations are a 

result of abstractions derived out of the empirical analyses. Polanyi is able to argue at different 

levels. As a journalist and political analyst, he considers the facts and argues according to 
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existing alternatives. As a philosopher, he deals with alternatives that can only become possible, 

if they are first made conceivable. This is the task of Polanyi’s normative analysis.  

The political state, under Polanyi's normative approach, is the institution that represents human 

beings as such, and whose goal is to safeguard human rights, equality among men, social justice, 

and freedom. However, as an objective entity, the state exercises power over its citizens and 

restricts individual freedom by diminishing the sphere of individual responsibility. I argue in 

this article, that this internal contradiction in state action has become evident during this 

pandemic. The “state of exception”, which has focused on saving lives and securing healthcare 

has at the same time annihilated individual freedom and democracy. Moreover, it has caused 

through its measures an enormous increase in social inequalities. 

At the beginning of the pandemic, the virus was completely unknown, and therefore, great 

uncertainty prevailed. The political authorities reacted in most countries with lockdowns and 

mobility restrictions. Schools, restaurants, and retail were closed. State borders, for example 

within the European Union, were again controlled, and financial rescue packages were 

approved. These measures were mostly accepted because they were considered an “exception”. 

The “war against the virus” was declared; a feeling of community and solidarity under the 

imperative of “stay at home” arose. After some weeks, though, it was clear that these measures 

endanger not only the financial and labour situation but also the physical and psychological 

condition of citizens.  Children from low-income families are particularly affected by the 

COVID-policies. 

There is nothing wrong with policies to save lives and achieve healthcare. The problem relies 

on their one-sidedness. The citizen is considered only in its function as a biological being, his 

existence as a social being is left behind. The COVID-State focuses on healthcare as its main 

goal. Other social goals such as treating human beings as equals are temporarily declared as 

irrelevant. The COVID-State has failed in taking human beings as a unity.  It has also failed in 

taking citizens' experiences seriously. 

The COVID-State has some similarities to the liberal state. The strong focus on biological life 

leads to the belief that natural laws ought to be the basis of politics. This belief was predominant 

during the 19. Century. Naturalism and determinism were the grounds of economic liberalism. 

Today, the natural sciences are playing this role. Experts have been called to advise 

governments. Scientific expertise is necessary, but again, the problem is that only the natural 
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sciences have been heard, while the social sciences have not played any role in decision-

making. 

Furthermore, what we are missing, is the know-how and expertise of the citizen. Important 

restrictions of liberty, like the ones which have taken place during the pandemic, should be 

done only if they are democratically approved. The COVID-policies involve extraordinary 

restrictions, restrictions of fundamental rights. Therefore, they need extraordinary legitimation. 

Not only the government must decide and enforce the rules, but these must be at least discussed 

and approved by the democratically elected parliaments. Additionally, representatives of civil 

society should participate in the decision-making process. A radical measure like closing 

schools should be approved or disapproved after negotiations and compromises among 

government, school representatives, teachers, and parent's organisations. The closing of retail 

and restaurants should be done only if there is a compromise between government and the 

representatives of the affected sector.  

The COVID-State has the purpose of saving lives and providing health. The unintentional result 

of its policies is a dramatic increase in social inequality and loss of freedom. The financial 

rescues are meant to "save the economy", but what they have saved is big business. The stock 

markets have reached during pandemic unimaginable high levels. Insofar, the COVID-State is 

a continuation of the neoliberal state whose main priority is the stabilisation of the markets. 

State intervention, Polanyi argues, is an intrinsic part of economic (neo)liberalism.   

For Polanyi is clear that the pursuit of political goals has always a cost. Therefore, it is the task 

and responsibility of the political authority to reach compromises with the affected civil society. 

In his article “On Freedom”, he works out an example about the political goal of achieving 

healthcare. He writes: 

“The commune representatives demand large investments in order to secure the healthcare interests of the community and the 

life interests of future generations. Thus in the name of ideals they demand sacrifices of the economy (…). The producers 

defend their labour power and the satisfaction of their needs as such. In the end, they agree on a concrete tax figure that means 

a specific quantity of surplus labour, of restriction of needs. For this reason, social ideals are realized up to a point but only up 

to this point. Society has to abnegate things that lie beyond this.” (Polanyi n.d./2018: 315) 

Polanyi shows again that he is fundamentally realist. Even in his ideal model, the realisation of 

political goals is not secured. It will depend on democracy, i.e. on the negotiations and 

compromises among political actors and civil society. Everyone has to reflect on the goals of 

the community and the costs to reach them. In the case of the COVID-pandemic and beyond, 
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an intensification of democracy is urgently needed. This is to be reached with an increase in 

citizen participation in the political decision-making process.  
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