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Introduction

DIETER PLEHWE

Neoliberalism is anything but a succinct, clearly defined political philoso-
phy. Both friends and foes have done their share to simplify, if not popularize,
neoliberal worldviews. Paradoxically, Margaret Thatcher’s “TINA” (¢here #s no
alternative) corresponds with the left-wing critique, which posits that neoliber-
alism is best understood as an economic pensée unique (a concept popularized
by Pierre Bourdieu). Growing self-confidence on the right coincided with an
increasingly frustrated (old) left during the upheavals of the 1980s and 1990s,
with both sides eventually converging on a perspective of a neoliberal one-
dimensional man. In terms of academic disciplines, the neoliberal continues to
be stereotypically imagined as a neoclassical economist (Harvey 2005, 20). This
ignores the fact that interdisciplinary Austrian and ordoliberal (German/Swiss)
reservoirs of neoliberal thought have been clearly at odds with neoclassical or-
thodoxy, as are more recent variations of (rational-choice—based) neo-institu-
tionalism. It is curious to note how many pivotal historical contributions to
neoliberalism are not recognized by subsequent generations. In Germany, for
example, most scholars will raise their eyebrows if ordoliberal inspirations of
the social market economy are vilified as neoliberal. But contrary to many who
readily identify neoliberalism with Austrian economics, Foucault (2004, 112f.)
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suggested that ordoliberalism has a legitimate claim to the neoliberal title be-
cause of its strong emphasis on the social character of economic relations. Al-
though Foucault’s juxtaposition of Austrian economics and German neoliber-
alism underestimates the Austrian contributions to the social construction of
neoliberal thought (much of which has been crafted in exile in the UK and the
United States), he pointed toward a better understanding of the early postwar
varieties of neoliberalism in Germany and the United States. But let’s pause for
a moment: neoliberalism in the United States?

Social movements protesting against corporate globalization have blamed
the United States for most, if not all, of the neoliberal misdeeds around the
globe during recent decades. Nevertheless, one feels tempted to ask: “Why is
there no neoliberalism in the United States?” invoking the analogy to Werner
Sombart’s famous question pointing to the absence of (European-style) social-
ism in the New World. Indeed, the term neoliberalism is hardly ever used to
describe the U.S. configuration of “free market” forces, which mostly sail un-
der the flags of libertarianism and neoconservatism. A prominent insider in
U.S. neoconservative circles, Edwin J. Feulner of the Heritage Foundation,
has felt compelled to clarify usage of the term in the United States. He main-
tains that the neoliberal intellectuals’ Mont Pelerin Society was founded “to
uphold the principles of what Europeans call ‘liberalism’ (as opposed to ‘sta-
tism’) and what we Americans call ‘conservatism’ (as opposed to ‘liberalism’):
free markets, limited governments, and personal liberty under the rule of law”
(Feulner 1999, 2).! Unlike socialism, neoliberalism flourished in the United
States, even if it was more obscured here than elsewhere in the world.

In order to avoid superficial distinctions of neoliberalism and neoconser-
vatism and the premature identification of one school of neoliberal thought
with the whole, we need to recognize and closely examine the numerous and
transnational linkages and dimensions of neoliberalism. Philip Czerny (2008)
recently repeated calls to subject neoliberalism to comparative research (Over-
beek 1993; Plehwe et al. 2006) and attempted to distinguish contemporary vari-
eties of neoliberalism. Much like welfare state capitalism during the postwar era
of Fordism, hegemonic neoliberalism? needs to be thought of as plural in terms
of both political philosophy and political practice. The comparative research re-
quired to improve understanding of the historical and present pluralism within
neoliberal confines clearly needs to go beyond isolated text and author. Rather,
the need is to explore the numerous and sometimes confusing ways in which

neoliberal ideas have been historically related to each other, to social classes, and
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to political and economic regimes. Although individual freedom served as a key
value of neoliberalism in the effort to rally the opposition against the socialist
regimes of Eastern Europe (Wainwright 1994), it continues to be difficult to rec-
oncile the neoliberal message of individualism and freedom with the history of
authoritarian neoliberal regimes in Latin America, for example.’

Because of the existing variety of neoliberalisms and their obscure history
in different countries, disciplines, and discourses, the meaning of neoliberal
scholarship and ideology needs to be clarified. Thus the purpose of this book
is to examine closely what became one of the most important movements in
political and economic thought in the second half of the twentieth century. A
superficial acquaintance with the history of ideas and the social forces that
nurtured those ideas does not suffice to obtain a clear perspective of either the
scope and depth of neoliberalism or its rapid growth. Considering the expan-
sion of neoliberalism over the last few decades, Perry Anderson (2000) speaks
of a universal ideology. The extent to which neoliberal ideas have been widely
accepted, even in nominally hostile environments of Social Democratic par-
ties or formerly communist regimes such as China, requires closer scrutiny if
the authority of neoliberal knowledge is not simply taken at face value.

In this volume, we revisit the historical origins of neoliberal knowledge in
four countries—France, Germany, the UK, and the United States; we sample
some of the key debates and conflicts among neoliberal scholars and their po-
litical and corporate allies during the 1950s and 1960s regarding trade unions,
development economics, antitrust policies, and the influence of philanthropy;
and then we explore the ways in which disagreement has been managed to bol-
ster neoliberal claims to authoritative knowledge in structuring public and pri-
vate affairs at national and international levels in Chile, Peru, and the United
Nations. This book was written by a transnational and interdisciplinary slate of
authors, covering a transnational but chronologically limited selection of top-
ics in an effort to explain and better understand one of the most powerful bod-
ies of political knowledge of the current era. Because the neoliberals were never
parochial, it would seem prudent for us to imitate their cosmopolitan stance.
Diversity of nationalities and disciplines is necessary because neoliberalism re-
mains a major ideology that is poorly understood but, curiously, draws some of
its prodigious strength from that obscurity. There are ways, however, to shed
light on crucial networks of people and organizations as well as channels of
communication cutting across knowledge domains, social status groups, bor-

ders, and cultures that were crucial to the rise of neoliberalism to hegemony.
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Identifying Self-Conscious Neoliberals in Time
and Space: Studying the Mont Pélerin Society

Neoliberalism must be approached primarily as a historical “thought collec-
tive” of increasingly global proportions. The following chapters focus on
what we believe has been the central thought collective that has conscien-
tiously developed the neoliberal identity for more than sixty years now. We
will consider any person or group that bears any links to the Mont Pélerin So-
ciety (MPS) since 1947 as falling within the purview of the neoliberal thought
collective. Consequently, we will make use of the MPS network of organized
neoliberal intellectuals (just over 1,000 members so far) and a closely related
network of neoliberal partisan think tanks under the umbrella of the Atlas
Economic Research Foundation® as a litmus test for identifying the relevant
actors and their linkages to other organizations and institutions. This practice
was first advocated in Plehwe and Walpen (2006) in their study of neoliberal
hegemony in comparative perspective.

Depth studies of particular groups and issue areas within the range of the
Mont Pelerin Society networks like those presented in this volume are now
possible owing to the rich material provided in Bernhard Walpen’s (2004a)
critical history of the MPS.” These studies also draw on Ronald M. Hartwell’s
(1995) “insider” history (he served as MPS president from 1992 to 1994). At
least until the 1980s—when the advance of neoliberal ideas and thus the suc-
cess of the original neoliberal networks led to a rapid multiplication of pre-
tenders to the title of progenitors of neoliberalism—the MPS network can be
safely used as a divining rod in order to define with sufficient precision the
thought collective that has created and reproduced a distinctly neoliberal
thought style in the era of its genesis. Although the influence of the MPS has
arguably diminished over the last few decades, the society has nonetheless
continued to perform an array of important functions, which continue to
shape the further development of neoliberalism (as well as related think tank
networks),? including the extension of neoliberal networks, the generation of
survey data, the organization of academic conferences, the sounding of early
warnings, and the campaign against perceived threats to the neoliberal cause.
Occasionally, this network of individuals and organizations has attempted to
authoritatively determine the broad outlines of MPS neoliberalism. James
Buchanan made use of his 1986 presidential lecture at the general meeting in
San Vincenzo, Italy, to explain the neoliberal understanding of the state, con-
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trary to illusions spread by a growing number of anarchocapitalists’ within
the ranks of the MPS.

Among our members, there are some who are able to imagine a viable soci-
ety without a state. . . . For most of our members, however, social order
without a state is not readily imagined, at least in any normatively preferred
sense. . . . Of necessity, we must look at our relations with the state from
several windows, to use the familiar Nietzschean metaphor. . . . Man is, and
must remain, a slave to the state. But it is critically and vitally important to
recognize that ten per cent slavery is different from fifty per cent slavery.!°

The Mont Pélerin Society and related networks of neoliberal partisan think
tanks can serve as a directory of organized neoliberalism because it is part of a
rather novel structure of intellectual discourse. It has been designed to ad-
vance and integrate various types of specialized knowledge within and across
the confines of philosophy, academic research in economics, history, sociol-
ogy, and applied policy knowledge in its various forms. A quick glance at the
programs of MPS general conferences, originally held yearly (later biannually,
alternating with world regional meetings), allows us to appreciate the wide
range of fields and topics discussed at these conferences (Haegeman 2004; see
also Plehwe and Walpen 2006). The neoliberal thought collective was struc-
tured along different lines from those pursued by the other “epistemic com-
munities” that sought to change people’s minds in the second half of the
twentieth century.!’ The international academy Hayek sought was actually
designed to create a space where like-minded people who shared philosophi-
cal ideas and political ideals could mingle and engage in a process of further
education and collective learning dedicated to advancing a common neoliberal
cause. The effort of the incipient neoliberal thought collective led to the cre-
ation of a comprehensive transnational discourse community.

The MPS community of neoliberal intellectuals was not restricted by a
standard (pluralist, apolitical) understanding of a rigid separation of academic
disciplines, or by the need to develop knowledge in a few restricted single-issue
areas. Instead, the collective effort can be described as transdisciplinary (devel-
oping norms and principled beliefs guiding students in different disciplines),
interdisciplinary (though mainly involving social scientists), and transacademic

(though the endeavors to connect to particular audiences and the public at
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large were in the main organized indirectly through think tanks and publish-
ers). The various groups of neoliberals that joined the MPS from different
countries and professional backgrounds were driven by the desire to learn how
to effectively oppose what they summarily described as collectivism and social-
ism, and to develop an agenda diverging from classical liberalism. Scholars
from different disciplines shared their expertise and debated with a select group
of journalists, corporate leaders, and politicians, as well as a new breed of knowl-
edge professionals (operating out of the rapidly proliferating neoliberal parti-
san think tanks). Each of these groups contributed its special resources and
competencies to the collective effort. The whole truly was more than the sum
of its parts, constituting complex and efficient knowledge machinery.

Though not necessarily running smoothly, over time the neoliberal networks
developed an increasingly fine-grained division of intellectual labor, which the
strategists of the Institute of Economic Affairs have sometimes described in mil-
itary terms. According to Frost (2002), partisan think tanks that organize aca-
demic production of publications tailored to specific audiences constitute the
long-range artillery; both think tanks and journalists dedicated to marketing
neoliberal pamphlets (book reviews, interviews, dinner speeches, etc.) are con-
sidered the short-range artillery; whereas neoliberal politicians and other ac-
tivist types are engaged in hand-to-hand combat. The perception of a need to
maintain a radical stance with regard to fundamental change in the long term,
rather than opportunistically subscribing to feasible change in the short term,
led neoliberals to combine elite scholarship with popular writing and intermit-
tent sophistication with populist simplification. Because many observers focus
solely on the marketing side of neoliberal operations, they fail to appreciate the
scholarly production network. Upon closer inspection, one can easily detect
the neoliberal technologies for the creation of international reputation, includ-
ing academic honors provided by neoliberal universities such as Marroquin
University in Guatemala (Ayau 1990), the Milton Friedman Prize of the Cato
Institute, or the Antony Fisher Prize for think tanks. The international reputa-
tion of leading members of the neoliberal thought collective has worked won-
ders in local fund-raising efforts to establish or expand think tanks and other
organizations (Goodman and Marotz-Baden 1990; Frost 2002).

Even though neoliberal intellectuals depended on corporate funding, only
a few corporate leaders were admitted to the inner sanctum of the neoliberal
thought collective. Intellectuals were deeply suspicious of the opportunistic
pragmatism of postwar business leaders, many of whom had embraced corpo-
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ratism and planning. Consequently, among the key tasks perceived by MPS
leaders was a neoliberal reeducation of capitalists (cf. Cockett 1995; Yergin and
Stanislaw 1998). Yet it is not enough to merely point at the political power of
economic ideas, as did both John Maynard Keynes and Friedrich Hayek, nor
is it sufficient to stress the variance of political power of economic ideas due to
national institutional configurations as did Peter Hall (1989). The contribu-
tions to this book have been written to help us better understand the political
and economic power of neoliberal ideas in philosophy, economics, law, politi-
cal science, history, sociology, and many other disciplines. Contemporary neo-
liberalism copied, extended, and refined e/itist efforts on the Fabian model to
effectively organize the power of knowledge and ideas across borders.'?

Historical Social Network Analysis: Detecting
Layers of Knowledge

Perhaps an anecdote will help explain why it is necessary to accurately identify
and recognize the historical importance of the MPS. The following recollec-
tions and reflections of John Williamson—the economist who coined the
term Washington Consensus (WC)—constitutes proof that the Mont Pélerin
Society can be easily misunderstood, if not overlooked. While the structural
dimensions of the historical sedimentation of knowledge in general and the
occasionally powerful participation of strategic actors in authoritative deliber-
ation and decision making have been the subject of discourse coalition research
at the national level (cf. Wittrock, Wagner, and Wollman 1987; Hajer 1993),
observing the Mont Pélerin Society helps illuminate transnational discourse
communities and coalitions.

John Williamson did not overlook the MPS. He has recently written some
articles in which he acknowledges the role of the MPS in creating neoliberal-
ism, but alas, not without adding tremendously to the existing confusion.
Williamson (2003, 2004) has attempted to defend the Washington Consensus
(WC) against popular and even professional vilification (Rodrik 1996; Stiglitz
1999). The WC combined a set of macroeconomic policies intended to restore
economic stability and a set of liberalization policies aimed at structural re-
form. The WC’s rallying cries were “structural adjustment” and “getting the
prices right.” Williamson’s ten policy instruments included reduction of fed-
eral deficits, privatization of state-run enterprises, deregulation of key industries,
and trade and financial sector liberalization. Critics outside of the economics
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profession had taken to equating Williamson’s list with a roster of policies
characteristic of neoliberalism.

Williamson rejected this characterization of the WC and has written in re-
buttal: “I use the word ‘neoliberalism’ in its original sense, to refer to the doc-
trines espoused by the Mont Pelerin Society. If there is another definition, I
would love to hear what it is so that I can decide whether neoliberalism is
more than an intellectual swear word” (Williamson 2004, 2; emphasis added).
Instead of subjecting the aforementioned “MPS doctrines” to closer scrutiny,
Williamson maintained that he himself was not an advocate the “policy inno-
vations” of the Reagan and Thatcher administrations, excepr for privatization.
“I thought all the other new ideas with which Reagan and Thatcher had en-
tered office, notably monetarism, supply-side economics, and minimal govern-
ment, had by then been discarded as impractical or undesirable fads, so 7o
trace of them can be found in what I labelled the “Washington Consensus’”
(Williamson 2004, 2; emphasis added).

We may therefore deduce that Williamson believes that “monetarism, supply-
side economics, and minimal government” provide an exhaustive census of
MPS doctrines. These doctrines do indeed owe their contemporary existence to
key contributions from influential MPS members such as Milton Friedman,
Karl Brunner, and Sir Alan Walters, as well as Martin Feldstein, James Buchanan,
and Gary Becker, to name just a few of the better known members. But within
MPS, neoliberalism was elaborated and promoted by a total thought collective
of more than one thousand scholars, journalists, (think tank) professionals, and
corporate and political leaders around the globe for more than fifty years; their
work can by no means be reduced to these three doctrines.

Leaving aside Williamson’s hasty judgment on supply-side economics as a
superseded fad,'? privatization, deregulation, and financial and trade liberaliza-
tion must assuredly be counted as key “MPS doctrines.” For example, consider
the theoretical contributions from MPS members such as George Stigler and
Richard Posner with regard to regulatory reform (“capture theory”), property
rights theorists Armen Alchian and Harold Demsetz with regard to privatiza-
tion and efficient property rights, and trade theorists Gottfried Haberler and
Herbert Giersch with regard to globalization, among many others. Reform is
equated not with gross downsizing of the government as much as it is with re-
moving government from those areas where a different sort of discipline is pre-
scribed. What then are we to make of Williamson’s fervent declaration that
there is “no trace” of MPS doctrines in the Washington Consensus?
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First, Williamson makes profound concessions to neoliberalism merely by
subscribing to the privatization doctrine. “Visions” of comprehensive liberaliza-
tion of financial markets were watchwords in the ranks of influential MPS
members such as Fritz Machlup, Gottfried Haberler, and Milton Friedman,
when the gold exchange standard collapsed in the early 1970s (Helleiner 1994).
Williamson arguably felt that the WC had emerged as a promising strategy to
fight poverty in the Third World and that, historically, those neoliberals did not
really care about such issues (see Mitchell, Chapter 11 in this volume). However,
it would be difficult to find dissenting voices to the WC within the neoliberal
camp, especially when it comes to forging a link between liberalization and the
creation of wealth advocated by MPS members such as Peter Bauer (compare
Plehwe and Bair, Chapters 9 and 10, respectively, in this volume).

Perhaps most telling, Williamson seems oblivious to the extent to which
MPS members actually participated in shaping and modifying the Washington
Consensus. At least one MPS member has been actively involved in the process
of clarifying the extent to which the WC was “complete” in the eyes of the
contemporary economics profession. Williamson (2004, 4) reports that he in-
vited Allan Melezer of Carnegie Mellon University as a representative of the
right wing of the political spectrum to respond to his original paper in 1989:

Meltzer expressed his pleasure at finding how much the mainstream had
learned (according to my account) about the futility of things like policy
activism, exploiting the unemployment/inflation trade-off, and develop-
ment planning. The two elements of my list on which he concentrated his
criticism were once again the interest rate question (though here he focused
more on my interim objective of a positive but moderate real interest rate
than on the long run objective of interest rate liberalization) and a compet-
itive exchange rate. The criticism of the interest rate objective I regard as
merited. His alternative to a competitive exchange rate, namely a currency
board, would certainly not be consensual, but the fact that he raised this is-
sue was my first warning that on the exchange rate question I had misrep-
resented the degree of agreement in Washington.

Williamson appears to be unaware that Allan Meltzer has been a prominent
member of the Mont Pelerin Society (compare Weller and Singleton 2006).
The extent of Williamson’s own deference to Meltzer’s positions should oth-

erwise have signaled a convergence of doctrines between the WC and the
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MPS. Elsewhere, Williamson (2003, 11) informed his readers that he owes
much of his own economic thinking to his teacher Fritz Machlup, and in that
regard he perhaps unwittingly names yet another prominent MPS member
who seems to have had a formative influence on his own thinking.

The putatively nonpartisan WC, contrary to Williamson’s own protesta-
tions, displays many traces of the MPS neoliberalism in its very genes and has
been forged with the help (and endorsement) of more than one influential
MPS member, even according to Williamson’s own account.! Clarifying
MPS neoliberalism will in any case shed light on some of the largely forgotten
origins of many occluded aspects of contemporary mainstream thinking.

The remainder of this introduction will provide a few preliminary notes on
the (pre-) history of neoliberalism, and introduce some of the key features of
the thought collective as rallied under the auspices of the Mont Pélerin Soci-
ety. United under the umbrella of the MPS since 1947, neoliberals mobilized
for the first time a directed capacity for changing the world under peacetime
conditions without the interruptions created by war and emigration. But it is
important to recognize the earlier efforts made between World Wars I and II.
During the 1930s, concerned liberals felt an increasingly urgent need to con-
front the perceived evils of planning and the failures generated by the laissez-
faire attitudes of fellow liberals.

How the “Neo” Got into Neoliberalism

Both the term and the concept of neoliberalism enjoyed a long prehistory in
twentieth-century political and economic thought.!> Probably the first foray
into the twentieth-century reconsideration of the problems of how to secure a
free market and to appropriately redefine the functions of the state in order to
attain that goal—the key concern of MPS neoliberalism—can be found in the
book Old and New Economic Liberalism by the well-known Swedish economist
Eli E Heckscher, written in 1921. While his student and collaborator in found-
ing international trade theory, Bertil Ohlin (the Heckscher-Ohlin factor pro-
portion model), served as head of the Liberal Party in Sweden from 1944 until
1967, Hekscher was among the second group of people invited to join the neo-
liberal Mont Pelerin Society in 1947. The term neoliberalism, in the modern
sense,'® probably appeared for the first time in 1925 in a book entitled Zrends of
Economic Ideas, written by the Swiss economist Hans Honegger. In his survey,
Honegger identified “theoretical neoliberalism” as a concept based on the
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works of Alfred Marshall, Eugen von Bshm-Bawerk, Friedrich von Wieser,
Karl Gustav Cassel, and others. Neoliberalism propagated doctrines of compe-
tition and entrepreneurship, and posited the rejection of advancing socialist
ideas and bolshevism in particular (Walpen 2004a, 68). However, the functions
of the state were understood in a negative way, and therefore the heritage of
classical liberalism loomed large. In the mid-1920s, we also find the discussion
of the dire condition of liberalism and the search for new approaches in the
works of the Viennese sociologist Leopold von Wiese (1925) as well as in the
booklet Liberalism (Liberalismus) by the Austrian economist Ludwig von Mises
(1927, further discussed in Walpen 2004a, 69—70).

Interwar Vienna presaged certain neoliberal ideas and proto-MPS struc-
tures. In particular, it fostered the creation of a certain kind of extra-academic
cosmopolitan intellectual formation. There Ludwig von Mises became a
prominent opponent of socialist economics and planning as advocated by
leading representatives of Austro-Marxism, such as Otto Bauer and Rudolf
Hilferding, as well as a Logical Positivist brand of scientific Marxism repre-
sented by Otto Neurath. Mises, then secretary of the Vienna Chamber of
Commerce and organizer of one of the most prominent Privatseminars, which
included Friedrich Hayek and Fritz Machlup, initiated the “socialist calcula-
tion debate,” eventually positioning neoliberal economics as the most impor-
tant intellectual foe of scientific and technocratic socialism.!” Mises’s seminar
attracted many foreign scholars (such as Lionel Robbins, Frank Knight, and
John van Sickle), who would become key members of the Mont Pélerin Soci-
ety after World War IL.'8 Discussions involved intellectuals who worked in ac-
ademia cheek-by-jowl with intellectuals who could not attain traditional aca-
demic careers at the time for various reasons (including anti-Semitism). The
Mises seminar encompassed “business” intellectuals such as Fritz Machlup
(who had been forced to enter his father’s family business for lack of academic
opportunities) and officials of the Chamber of Commerce. At that time,
Mises and Hayek earned their money at a private business cycle research in-
stitute funded by the Rockefeller Foundation to supply economic data to
Austrian firms. Later characteristic features of organized neoliberalism can
be discerned in the formative life experiences of leading neoliberals during
the Viennese “golden” 1920s. Whereas the Mises Privatseminar provided fer-
tile ground for the early attacks against the theoretical foundations of so-
cialism, the critique of classical liberalism as the other face of neoliberalism

was not yet apparent in the works of Ludwig von Mises and other Viennese
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colleagues; neoliberalism, therefore, truly was an offspring of the Great De-
pression.

Only in the 1930s did the term neoliberalism start to appear in multiple
contexts, eventually to become established as the main designation of a new
intellectual/political movement. The broadest discussion took place in France
around 1935. A loose group of economists, philosophers, and sociologists'® lo-
cated in Paris organized the Colloque Walter Lippmann (CWL), which is of-
ten regarded as the precursor of the MPS. Yet another important country that
simultaneously gave birth to neoliberalism was Germany, where Walter Eu-
cken, Alexander Riistow, and Wilhelm Répke discussed the tasks of a “new
liberalism” on the eve of the Nazis’ rise to power. Significantly for later devel-
opments, Riistow explicitly called for a “liberal interventionism” (see Ptak,
Chapter 3 in this volume).

The incipient emergence of neoliberalism was not altogether free from am-
biguity, however, since the term also began to pop up on the left. Frank
Knight (1934) in Chicago rejected the mixing of ideologies he perceived in
the new social liberalism, though research is needed to better understand the
crisscrossing relationships between the left-leaning social liberalism and the
right-leaning neoliberalism. How can it be explained that at the London
School of Economics and Political Science, founded by Fabian Socialists Beat-
rice and Sidney Webb, the economics department developed a decidedly
neoliberal orientation under the guidance of Edwin Cannan (Apel 1961, 9)?
Cannan gathered together a group of young disciples who devoted themselves
to a determined rethinking of market solutions to the challenges of the day in
opposition to answers given by Keynes(ians) at Cambridge and elsewhere.?
Foucault (2004, 130f.) focused on Karl Schiller to describe the process of So-
cial Democratic approximation to a neoliberal understanding of economic
policy making in Germany?!' before entering the federal government at the
end of the 1960s. Both during the 1930s and the first decades after World War
11, a certain amount of confusion persisted with regard to proper understand-
ing of the political character of neoliberalism.

Another interwar institution that provided an organizational haven for con-
cerned and committed liberals was established in Geneva, Switzerland. In 1927
the Institut Universitaire des Hautes Ftudes Internationales (IUHEI) was
launched by William E. Rappard and Paul Mantoux and provided a refuge for
Frank D. Graham, Theodore Gregory, Ludwig von Mises, Wilhelm Répke, Ja-
cob Viner, and a host of others. The most famous representative of the Italian
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coterie of neoliberals, Luigi Einaudi, fled in 1943 from the fascists to Switzer-
land, where he was supported at the [IUHEI by Rappard (Walpen 2000).

The publication of Walter Lippmann’s (An Inquiry into the Principles of)
The Good Sociery in 1937 marked the beginning of a new dawn in the history
of neoliberalism. The book was enthusiastically welcomed by the liberal intel-
lectuals in Europe, perhaps even more so than in America (Steel 1980). Lipp-
mann’s core message was the superiority of the market economy over state
intervention, a principle that was (to say the least) leaning against the wind
in the depths of the Great Depression. The book was brimming with insights
that would later constitute the conventional wisdom in neoliberal circles, no-
tably:

In a free society the state does not administer the affairs of men. It admin-

isters justice among men who conduct their own affairs.

[Statesmanship] is the ability to elucidate the confused and clamorous
interests which converge upon the seat of government. It. .. consists in
giving the people not what they want but what they will learn to want.??

Lippmann anticipated not only some principles, but also elements, of
Friedrich Hayek’s long-term strategy: Only steadfast, patient, and rigorous
scientific work, as well as a revision of liberal theory, was regarded as a prom-
ising strategy to defeat “totalitarianism.” Significantly, Lippmann’s work dis-
cussed totalitarianism primarily with regard to the absence of private property,
rather than the more commonplace reference to a lack of democracy or coun-
tervailing political power.?

Louis Rougier, the French philosopher, was quite taken with the book and
organized a conference in Lippmann’s honor, the eponymous Colloque Walter
Lippmann, in Paris in 1938 (see Denord, Chapter 1 in this volume). Fifteen of
those who were invited (including Raymond Aron, Louis Baudin, Friedrich Au-
gust von Hayek, Ludwig von Mises, Michael Polanyi, Wilhelm Répke, and
Alexander Riistow) would subsequently participate in the founding of the Mont
Pelerin Society nine years later (Walpen 2004a, 84£., 388, 391). Besides debates
over the dangers of collectivism and the pitifully weak state of liberalism, they
wrangled over the tenets as well as the designation of a renewed liberalism. The
term  neoliberalism triumphed against suggestions such as néo-capitalisme,
libéralisme positif, libéralisme social, and even libéralisme de gauche (Walpen
2004a, 60). The colloquium defined the concept of neoliberalism as
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¢ the priority of the price mechanism,
* the free enterprise,
* the system of competition, and

* astrong and impartial state.?

The participants launched the project agenda of neoliberalism, a journal
(Cabhiers du Libéralisme), and a think tank, the Centre international d’études
pour la rénovation du libéralisme (CIRL), with the head office in Paris (the
first president was the entrepreneur Louis Marlio) and auxiliary offices in
Geneva (Ropke), London (Hayek), and New York (Lippmann) (Walpen
2004a, 60—6I).

As Richard Cockett (1995, 12) noted, however, “it was, of course, an inaus-
picious moment to start founding new international organizations of ambi-
tious intentions.” The outbreak of World War II abruptly halted this nascent
attempt at organizing (neo)liberal forces. It scattered many of the partici-
pants, and of course, gave a tremendous boost to the socialists, thus recasting
the enemy as a different species of totalitarian after the war.

To sum up the prehistory of MPS-neoliberalism, four points need to be
emphasized:

1. Neoliberalism had a diverse number of places of origin (including, but
not limited to, Chicago, Freiburg, Geneva, London, New York, and
Paris). With regard to the important Austrian roots, and to a lesser ex-
tent German, Italian, and French, neoliberalism was a political philos-
ophy developed by uprooted intellectuals in exile following the rise of
Nazism, which may explain the intensity of the social bondage among
people from different countries and cultures. Metaphors of “birth” are
perhaps less apposite here than alternative metaphors of percolation
and recombination.

2. Neoliberalism was anything but a “pensée unique” and at the outset
drew on different theoretical approaches (e.g., the Austrian school, the
incipient Chicago School of Economics, the Freiburg school of ordo-
liberalism, Lippmann’s “realism”), which continue(d) to coexist, but
also served to cross-fertilize these and other approaches (e.g., public
choice, institutional design).

3. An understanding of neoliberalism needs to take into account its

dynamic character in confronting both socialist planning philosophies
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and classical laissez-faire liberalism, rather than searching for timeless
(essentialist) content. It was primarily a quest for alternative intellec-
tual resources to revive a moribund political project. It was flexible in
its intellectual commitments, oriented primarily toward forging some
new doctrines that might capture the imaginations of future genera-
tions. At various junctures, this might involve unexpected feints to the
left as well as the right.

4. The Colloque Walter Lippmann helped spread the realization that hon-
oring discrete academic disciplinary boundaries would probably hinder
the project. The figures who gathered in 1938 saw the point of ranging
widely over the traditional preserves of philosophy, politics, theology,
and even the natural sciences. Neoliberals started to recognize the grow-
ing need “to organize individualism” in order to counter what was per-
ceived as an unfortunate but irreversible politicization of economics and
science (Zmirak 2001, 11). To achieve their goal of the “Good Society,”
neoliberal agents agreed on the need to develop long-term strategies
projected over a horizon of several decades, possibly to involve several
generations of neoliberal intellectuals. No single genius or “saviour”

would deliver the neoliberals into their Promised Land.

Perpetual Mobilization: Mont Pélerin

With the conclusion of the war, many forces conspired to bring the neoliber-
als together once more to try and organize the movement.”> Under the lead-
ership of Albert Hunold and Friedrich August von Hayek, a number of
loosely connected neoliberal intellectuals in Europe and the United States as-
sembled in Mont Pélerin, a village close to Lake Geneva. From Tuesday,
April 1, to Thursday, April 10, 1947, the first gathering took place at the Ho-
tel du Parc. The internationalist outlook and organizational effort were made
possible through some timely corporate/institutional support. The Founda-
tion for Economic Education in Irvington-on-Hudson, New York, which
employed Ludwig von Mises, and the William Volker Fund based in Kansas
City, provided subsidies. The Volker Fund was led by future MPS member
Harold Luhnow, and it provided travel funds for the U.S. participants in the
meeting. The Schweizerische Kreditanstalt (today known as Credit Swiss)
paid 93 percent of the total conference costs—18,062.08 Swiss francs (Steiner
2007; Walpen 2004b).
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What was the rationale for founding the Mont Pelerin Society? There were
at least two salient considerations. First, the (neo)liberals felt isolated and

nearly alone: “The present position is one where we nearly despair.”?® Or, as

George H. Nash (1976, 26) described it:

The participants, high in the Swiss Alps, were only too conscious that they
were outnumbered and without apparent influence on policymakers in the
Western world. All across Europe, planning and socialism seemed ascendant.

Second, Hayek and others believed that classical liberalism had failed because
of crippling conceptual flaws and that the only way to diagnose and rectify them
was to withdraw into an intensive discussion group of similarly minded intellec-

tuals. As Hayek stated in his opening address at the first meeting;

Effective endeavors to elaborate the general principles of a liberal order are
practicable only among a group of people who are in agreement on funda-
mentals, and among whom basic conceptions are not questioned at every
step. . . . What we need are people who have faced the arguments from the
other side, who have struggled with them and fought themselves through to
a position from which they can both critically meet the objections against it
and justify their own views . . . this should be regarded as a private meeting
and all that is said here in discussion as “off the record.” . . . it must remain
a closed society, not open to all and sundry. (1967, 149, 151, 153, 158)

One can readily appreciate the trickiness of attempting to square the circle
of remaining closed and relatively secretive while striving to be cosmopolitan
and open to opposing currents, all the while scrutinizing a political doctrine
(liberalism) that was at least nominally pitched in favor of diversity, broad-
mindedness, and open participation. The difficulties in building and manag-
ing a fairly diverse transnational network under the relatively adverse circum-
stances immediately following World War II can hardly be overestimated.
One index of the MPS’s balancing act can be gleaned from comparing the na-
tionalities of the participants in the prewar Colloque Walter Lippmann to
those in the society’s early postwar conferences. The search to identify scat-
tered intellectuals who could be trusted to advance the neoliberal cause origi-
nally concentrated on Western Europe but expanded rapidly to the United
States, and eventually beyond the rising superpower. While U.S. participants
in the Colloque Walter Lippmann had been a small minority (3 of 84), almost
half of the participants in the MPS founding conference in 1947 came from
the United States, although three Austrians (Machlup, Haberler, and Mises)
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reinforced the American numbers (17 of 39). By 1951, when the MPS had
already grown to 172 members, 97 Europeans mingled with 62 individuals lo-
cated in the United States. The remaining 13 members in 1951 came from var-
ious South American and Caribbean countries and from far away Australia,
New Zealand, and Singapore (all figures from Walpen 2004a, 388 [CWL 1938],
381382 [MPS 19471, 393394 [MPS 1951]).

The MPS rapidly adjusted to the United States’ postwar rise to economic
hegemony in terms of membership,”” though Europe arguably remained of
equal, if not greater, importance as an epicenter of the neoliberal discourse
community. Contrary to the conviction of many on the left that neoliberalism
is an ideology “made in USA,” fifteen of twenty-four MPS presidents have
been European, and six have come from the United States (see Table L.1). Of
the remaining three presidents, two were from Latin America and one from
Japan.?® So far only Europeans have served as secretaries of the MPS, though
all of the five treasurers were citizens or permanent residents (Fritz Machlup)
of the United States.”” Twenty-seven general meetings between 1947 and 2004
took place in Europe compared to just four in the United States and one each
in Canada, Chile, Hong Kong, and Japan (Walpen 2004a, 389). Regional meet-
ings were more evenly distributed across Europe, the Americas, and Asia. Africa
appeared late (2007) on the neoliberal map of conference locations (special
meeting in Nairobi, Kenya).

A quantitative analysis of participation in MPS general meetings from 1947
until 1986% yields the following results (summarized in Figure I.1), making
use of simple network theory algorithms: U.S. participants: ®, European: O,
other: ®. Ten of the most frequent participants identified in this analysis were
originally from the United States, compared to twenty-one from Europe. An
additional two of the U.S.-based “frequent MPS fliers” (Mises and Machlup)
were from Austria, and one of the three individuals from elsewhere (Hutt)
moved to South Africa from his native UK. Manuel Ayau from Guatemala
and Chiaki Nishiyama from Japan were the only MPS members admitted
into this core group of frequent participants, also serving as presidents, who
were from neither Europe nor the United States.

The quantitative historical social network analysis helps to shed more light
on the group of less well-known neoliberal activists, who all too frequently have
remained hidden in the shadow of official leaders and prominent neoliberals
like Friedrich August von Hayek and Milton Friedman. The Danish economist
Christian Gandil, for example, was the only MPS member who attended all
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Table It Mont Pelerin Society leaders

Presidents

Name Period Home country ~ Occupation

Friedrich A. von Hayek 1948-1960 Austria Science (economics)

Wilhelm Répke 1960-1961 Germany Science (economics)

John Jewkes 1962-1964 UK Science (economics)

Friedrich A. Lutz 1964-1967 Germany Science (economics)
1968-1970

Daniel Villey 1967-1968 France Science (economics)

Milton Friedman 1970-1972 USA Science (economics)

Arthur A. Shenfield 1972-1974 UK Think tank (economics)

Gaston Leduc 1974-1976 France Science (economics)

George J. Stigler 1976-1978 USA Science (economics)

Manuel Ayau 1978-1980 Guatemala Business

Chiaki Nishiyama 1980-1982 Japan Science (economics)

Ralph Harris 1982-1984 UK Think tank

James M. Buchanan 1984-1986 USA Science (economics)

Herbert H. Giersch 1986-1988 Germany Science (economics)

Antonio Martino 1988-1990 Italy Science (economics) /

politics

Gary Becker 1990-1992 USA Science (economics)

Max Hartwell 1992-1994 UK Science (history)

Pascal Salin 1994-1996 France Science (economics)

Dr. Edwin J. Feulner 1996-1998 USA Think tank

Dr. Ramon P. Diaz 1998—2000 Uruguay Science (economics)

Christian Watrin 2000—2002 Germany Science (economics)

Leonard P. Liggio 2002—2004 USA Science (law) / think tank

Victoria Curzon-Price 2004—2006 Switzerland Science (economics)

Greg Lindsay 2006— Australia Think tank



INTRODUCTION 19

Secretaries

Name Period Home country ~ Occupation

A. Hunold 1948-1960 Switzerland Business

B. Leoni 1960-1967 Italy Science (law)

R. Harris 1967-1976 UK Think tank

M. Thurn 1976-1988 Austria Politics

Secretary Treasurers

Name Period Home country ~ Occupation

Charles O. Hardy 1948 USA Science (economics)

W. Allen Wallis 1948-1954 USA Science (economics)

Fritz Machlup 1954-1959 Austria (then Science (economics)
USA)

Clarence E. Philbrook 1959-1969 USA Science (economics)

Arthur Kemp 1969-1979 USA Science (economics)

Edwin Feulner 1979— USA Think tank

Sources: Hartwell (1995); Walpen (2004); http://www.montpelerin.org/; data compiled by author.

twenty-four conferences between 1947 and 1986, closely followed by Hayek
(twenty-three), a group of think tank officials (Leonard Read of the Foundation
for Economic Education, Antony Fisher, Shenfield, and Seldon of the Institute
of Economic Affairs), and two politicians (Max Thurn from Austria and Jean
Pierre Hamilius from Luxemburg). However, two frequent participants (and
key officials) of the early period—Albert Hunold and Wilhelm Répke—do not
appear in this picture only because they quit the MPS in the aftermath of the
struggle over the future direction of the organization. The battle took place in
the early 1960s and was lost by the Hunold-Répke camp (cf. Walpen 2004a,
145f., on the Hunold-Hayek affair). A more detailed analysis than is possible
here reveals additional groups of people who may have to be considered key ac-
tors during certain succinct periods of time (Plehwe and Walther 2008). Never-
theless, the core network identified in this introduction includes most of the key
officials who formally served the MPS during the period 1947-1986, and shifts
additional attention to a group of journalists and publishers (Davenport, Fertig,
Fredborg, Hoff, Genin), corporate leaders (Fisher, Suenson-Taylor), think tank
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officials (Read, Seldon), and a politician (Hamilius). Marie-Thérese Genin, a
French publisher who helped to get major books by neoliberal authors trans-
lated and published, is the only woman among the regulars. She is among the
few frequent conference attendants who never chaired a panel or gave a paper, a
fate shared with the few other female fellows (Plehwe and Walther 2008).

The composition of MPS members mirrors the overall membership com-
position of the MPS (Plehwe and Walpen 2006), whereas the official positions
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FIGURE I.I. Frequent participants in MPS meetings. Source: Participation lists, general
MPS meetings 1947-1986 available at Liberaal Archief, Ghent, and Hoover Institution,
Stanford. The individuals listed in the figure participated together with the individuals to
which they are linked in at least 50 percent (13) of the 26 conferences. The four isolated
participants (Mises, Hoff, Hahn, Suenson-Taylor) were also present 13 times, though not
at least 13 times together with at least one other person. I am grateful to Katja Walther for
data compilation on the basis of UCI-Net.
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are almost exclusively held by the most numerous contingent of MPS mem-
bers: academics. Very infrequently, corporate leaders (like Manuel Ayau) or
think tank officials (like Edwin Feulner) served as MPS presidents. Many of
the names in Figure .1 will surface in the following chapters; however, the
contributions of a few listed here to the neoliberal cause remains murky, call-
ing for future research. Very little is known about the Japanese members and
networks, for example. We do know that long-standing personal ties had been
important with regard to the MPS’s early recruiting effort: Hayek, Mises,
Polanyi, Robbins, and Répke were MPS founding members who had already
participated in the 1938 Colloquium, and other CWL participants (including
Raymond Aron, Louis Baudin, and Alexander Riistow) were involved in the
efforts to launch the MPS (Walpen 2004a, 84f., 388, 391). The “white emi-
grants” from Austria (Hayek, Mises, Machlup, Habetler, Popper) were key
U.S or UK-based academic MPS members until the 1960s. Otherwise, two
journalists (John Davenport and Henry Hazlitt) and one think tank official
(Leonard Read of the Foundation for Economic Education [FEE]) formed
the core of the U.S.-based neoliberal activists. Only during the 1960s did U.S.
professors Milton Friedman, James Buchanan, and George Stigler ascend to
leading positions, eventually being elected MPS presidents. According to Fe-
ichtinger (2001), already during World War II, Hayek (in London) and Haber-
ler (in Boston) were indispensable with regard to the academic prospects of
other emigrants who were MPS members. This is one reason, for example, for
Popper’s lasting gratitude to his benefactor, von Hayek (Nordmann 2005).
Commenting on an early draft of Hartwell’s MPS history, Christian Gandil
(1986) named several friends he had made among U.S. MPS members and
suggested: “the basis for a friendship is to be in agreement concerning outlook
of life.” The combination of sometimes even rather close personal ties among
people of diverse professional backgrounds provided for a fertile mix of sym-
pathy, respect, and competency prevailing among MPS members, notwith-
standing occasional episodes suggesting the opposite.

The founding conference reflected the mix of academic and professional
backgrounds that would come to characterize the Mont Pelerin Society. A ma-
jority of university professors mingled with journalists (like Fortune’s John Dav-
enport, Henry Hazlitt from Newsweek, and Cicely V. Wedgwood of Time and
Tide), foundation/think tank executives (Floyd A. Harper and Vernon Watts of
the Foundation for Economic Education, Herbert Corneulle from Volker), and
business executives (Albert Hunold heading the Swiss watch manufacturing
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association) and publishing houses (George Révay from Reader’s Digest). By 1951
several leading political figures, including Ludwig Erhard and Luigi Einaudi,
were accepted, contradicting Hayek’s claims of a rather draconian renunciation
of political activism. The architects of the neoliberal thought collective have care-
fully connected and combined key spheres and institutions for the contest over
hegemony—academia, the media, politics, and business. Both the networking
capacity in terms of specialization and the organizing capacity of the new type of
knowledge apparatus—the neoliberal partisan think tank—need to be better un-
derstood in order to explain the rise of neoliberal hegemony and the transforma-
tion of policy research. “Gone are the days when a think tank could operate with
the motto ‘research it, write it and they will find it.” Today, think tanks must be
lean, mean, policy machines” (McGann 2007, 20). If think tank experts like Mc-
Gann present the transformation of knowledge power structures at hand as
driven by globalization, professionalization, and commercialization, the reasons
for more than a hundred neoliberal think tanks coordinating their work within
and across borders dating back to the 19505 are easily overlooked. In addition to
the central institutions in charge of think tank coordination created by the neo-
liberal thought collective (like the Atlas Economic Research Foundation or the
European Stockholm Network), shared values and principled beliefs constitute
decentralized guidance for MPS members setting up think tanks and for think
tank professionals who belong to the neoliberal thought collective.’* The devel-
opment of a sort of smallest common denominator of MPS ideas was a key sub-
ject of the deliberations at the founding conference in Mont Pélerin.

Even in the face of all the precautions over membership and participation,
the early MPS members continued to experience difficulty in specifying pre-
cisely what held them together: this was a dilemma that would beset any group
whose task lay more in prospective construction than in retrospective apprecia-
tion. The benighted band of brothers felt driven to draft a common creed, al-
though Hayek himself warned, “I personally do not intend that any public man-
ifesto should be issued” (Hartwell 1995, 33). A first pass at inscribing a communal
Individualist creed was deputed to a committee consisting of Eucken, Hayek,
Hazlitt, H. D. Gideonse, John Jewkes, and Carl Iverson and is reproduced here:

DRAFT STATEMENT OF AIMS, APRIL 7, 1947

1. Individual freedom can be preserved only in a society in which an
effective competitive market is the main agency for the direction
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of economic activity. Only the decentralization of control through
private property in the means of production can prevent those
concentrations of power which threaten individual freedom.

2. The freedom of the consumer in choosing what he shall buy, the
freedom of the producer in choosing what he shall make, and the
freedom of the worker in choosing his occupation and his place of
employment, are essential not merely for the sake of freedom itself,
but for efficiency in production. Such a system of freedom is essen-
tial if we are to maximize output in terms of individual satisfactions.
Departure from these individual liberties leads to the production not
only of fewer goods and services but of the wrong goods and ser-
vices. We cannot enrich ourselves merely by consenting to be slaves.

3. All rational men believe in planning for the future. But this in-
volves the right of each individual to plan his own life. He is de-
prived of this right when he is forced to surrender his own initia-
tive, will and liberty to the requirements of a central direction of
the use of economic resources.

4. The decline of competitive markets and the movement toward to-
talitarian control of society are not inevitable. They are the result
mainly of mistaken beliefs about the appropriate means for securing
a free and prosperous society and the policies based on these beliefs.

5. The preservation of an effective competitive order depends upon a
proper legal and institutional framework. The existing framework
must be considerably modified to make the operation of competition
more efficient and beneficial. The precise character of the legal and
institutional framework within which competition will work most ef-
fectively and which will supplement the working of competition is an
urgent problem on which continued exchange of views is required.

6.  As far as possible government activity should be limited by the rule
of law. Government action can be made predictable only when it is
bound by fixed rules. Tasks which require that authorities be given
discretionary powers should therefore be reduced to the indispensa-
ble minimum. But it must be recognized that each extension of the
power of the state gradually erodes the minimum basis for the main-
tenance of a free society. In general an automatic mechanism of ad-
justment, even where it functions imperfectly, is preferable to any

which depends on “conscious” direction by government agencies.



24 INTRODUCTION

7. The changes in current opinion which are responsible for the gen-
eral trend toward totalitarianism are not confined to economic doc-
trines. They are part of a movement of ideas which find expression
also in the field of morals and philosophy and in the interpretation
of history. Those who wish to resist the encroachments on individ-
ual liberty must direct their attention to these wider ideas as well as
to those in the strictly economic field.

8. Any free society presupposes, in particular, a widely accepted moral
code. The principles of this moral code should govern collective no
less than private action.

9. Among the most dangerous of intellectual errors which lead to the de-
struction of a free society is the historical fatalism which believes in out
power to discover laws of historical development which we must obey,
and the historical relativism which denies all absolute moral standards
and tends to justify any political means by the purposes at which it aims.

10. Political pressures have brought new and serious threats to the free-
dom of thought and science. Complete intellectual freedom is so es-
sential to the fulfillment of our aims that no consideration of social
expediency must ever be allowed to impair it. (Hartwell 1995, 49—50)

Significantly enough, even this relatively nonspecific and anodyne set of
neoliberal ten commandments proved too contentious to gain the assent of
the individualists gathered at Mont Pelerin, and so the oxymoronic Commit-
tee of Individualists deputed a redraft to Lionel Robbins, who complied and
produced the “Statement of Aims” (reproduced below). All those gathered on
April 8, 1947, except one (the French economist and Nobel laureate Maurice
Allais)® fully accepted this rather less informative manifesto, which to this
day remains the only “official” statement of the MPS. Thus, our readers
should understand that they cannot look to any formal sanctioned publica-
tion of the MPS for a convenient definition of neoliberalism. Furthermore,
this is precisely what we should expect even if the MPS had been convened in
1947 to construct a new version of liberalism, rather than simply codify what

had been received hallowed wisdom.

STATEMENT OF AIMS OF THE MONT PELERIN SOCIETY

The central values of civilization are in danger. . . . The group holds that
these developments have been fostered by the growth of a view of history
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which denies all absolute moral standards and by the growth of theories
which question the desirability of the rule of law. It holds further that they
have been fostered by a decline of belief in private property and the com-
petitive market; for without the diffused power and initiative associated
with these institutions it is difficult to imagine a society in which freedom
may be effectively preserved. Believing that what is essentially an ideologi-
cal movement must be met by intellectual argument and the reassertion
of valid ideas, the group, having made a preliminary exploration of the
ground, is of the opinion that further study is desirable inter alia in regard
to the following matters:

1. The analysis and explanation of the nature of the present crisis so
as to bring home to others its essential moral and economic origins.

2. The redefinition of the functions of the state so as to distinguish
more clearly between the totalitarian and the liberal order.

3. Methods of reestablishing the rule of law and of assuring its
development in such a manner that individuals and groups not in a
position to encroach upon the freedom of others and private rights
are not allowed to become a basis of predatory power.

4. The possibility of establishing minimum standards by means not
inimical to initiative and the functioning of the market.

5. Methods of combating the misuse of history for the furtherance of
creeds hostile to liberty.

6. The problem of the creation of an international order conducive
to the safeguarding of peace and liberty and permitting the estab-
lishment of harmonious international economic relations . . .
(Hartwell 1995, 41—42)

Comparison of these two sets of aims reveals a rather striking diminution
of more specific content in the MPS manifesto. After all, isn’t the appeal to
the need for “further study” the last refuge of academic scoundrels? One can
interpret this not only as evidence of a fair amount of dissension within the
ranks of the MPS; but also as evidence that the transnational band of partici-
pants did not have a very clear idea of where the project was headed in 1947.
The only immutable truths to which they were eager to pledge their troth
were those of a more general philosophical and normative kind: the funda-
mental neoliberal values and principled beliefs we can discern in the short list
of six major tasks that have guided the neoliberal thought collective. These
tasks include economic freedom and individualism, the affirmation of moral
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standards, and possibly surprising for many critiques: social minimum stan-
dards (acknowledging the limits of private charity). Among the principled
beliefs were those in positive state functions, a system of law and order, and
international trade. Notably absent are the range of human and political rights
traditionally embraced by liberals (including the right to form coalitions and
freedom of the press).

Shared values and principled beliefs constitute a crucial resource, empow-
ering transnsational community groups. Looking at the neoliberal thought
collective, we actually have the chance to observe the social construction of
fundamental values and principled beliefs often neglected in the literature
(Haas 1992; Keck and Sikkink 1998; Bislev et al. 2002). Stressing science and
research rather than ideology and beliefs of course was the hallmark of the
post—World War II ideological struggles. The neoliberal group paradoxically
feared and appreciated the value of science as highlighted in their point num-
ber five: they recognized the paramount importance in political action of rewrit-
ing history, and in this recognition, the authors assembled here concur.

A Brief Overview

Part I examines important local/national roots of neoliberalism in the four
most important homelands of the movement: France, Germany, the United
Kingdom, and the United States. Yet, local analysis in these four countries has
to take transnational dimensions of the neoliberal thought collective into ac-
count. By the time neoliberalism emerged—during the 1930s—nearly all the
Austrian and several important German and French contributors had moved
abroad (to Switzerland, the UK, and the United States, for example). The
transnational dimension of the local/national history of neoliberalism has
been particularly strong in the UK and the United States. Switzerland also de-
serves recognition as a particular transnational neoliberal space because of the
hospitality of Swiss neoliberal intellectuals and institutions to Austrian, Ger-
man, and Italian refugee neoliberals. It was certainly not mere coincidence
that the Mont Pélerin Society was founded in this country: only Switzerland
provided neoliberal intellectuals the intellectual and institutional space and fi-
nancial backing needed to organize an international conference of and for
neoliberals right after World War II. Until the end of the 1950s, it remained
easier for neoliberals to congregate in Switzerland than anywhere else: four of
the ten Mont Pelerin Society meetings between 1947 and 1960 took place in
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Switzerland.** It took more than ten years after the war for a meeting to be
held in the United States (see Phillips-Fein, Chapter 8 in this volume) or the
UK (Oxford, in 1960). The focus on the four countries of neoliberalism’s
birth is therefore not meant to present a complete picture, but through their
capture of the complex national and transnational origins of the movement
will hopefully stimulate further discussion and research.

Frangois Denord’s treatment of the French roots of neoliberalism in Chap-
ter 1 enumerates the different wings, intellectual factions, and political frictions
of neoliberalism. The French MPS membership included moderately “left”-
leaning neoliberals, who embraced certain aspects of social liberalism and plan-
ning, and very “right-wing” neoliberals, who in many ways were hardly distin-
guishable from pre-neoliberal laissez-faire advocates. These divisions seemed to
coincide with the professional background and interest perspectives of the neo-
liberals in France: both neoliberal intellectuals who served policy advisory func-
tions and neoliberal politicians helped build the French postwar state, whereas
many French corporate sector neoliberals opposed the development toward
modern state regulation and planning. However, other French business intellec-
tuals embraced yet another perspective in an effort to align Catholic social and
neoliberal economic doctrines. During the 1970s, a new French generation of
radical MPS neoliberals eventually arose to attack the postwar compromises ef-
fected by French neoliberals. The more recent cohort of French neoliberals has
begun to rewrite neoliberal history by mobilizing a French-Austrian combina-
tion of Bastiat, Say, Mises, and Hayek. Denord emphasizes the dialectical inter-
play of utopian and pragmatic aspects of French neoliberalism—the not always
peaceful coexistence of moderate neoliberals and radical anticollectivists like
Maurice Allais and Pierre Lhoste-Lachaume, respectively.

Whereas neoliberals in France were deeply divided over postwar issues of
economic planning and social policy, German neoliberals were able to form a
powerful alliance of intellectual, business, and political forces under the ban-
ner of ordoliberalism. Ordoliberals succeeded in developing an alternative third
way to the Keynesian welfare and planning state right after World War II—the
social market economy. In Chapter 3, Ralf Prak explains that German neolib-
erals like Riistow and Répke quickly recognized the need for liberal interven-
tionism during the years of the Great Depression, and that German neoliberals
had a more compelling argument for a strong state that would secure compe-
tition and fortify a market society. Ptak tracks the evolution of German ordo-
liberalism during the Nazi era both in Germany (the Freiburg school) and in
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exile (Ropke in Switzerland, Riistow in Turkey); this approach allows Prak to
closely observe the subtleties of a rather authoritarian version of neoliberal-
ism. German (and Swiss) ordoliberals in exile were deeply suspicious of cer-
tain features of capitalism and democracy, namely, urbanization, large enter-
prise production, trade unions, and modern mass parties, all of which
threatened their ideas about a traditional social order ruled by narrow elites
and their romantic idea of individualism and merit-based mobility. German
neoliberal economists shared an interdisciplinary perspective and sociological
understanding of the interdependencies of political, economic, and social or-
der. Although the resulting social theory was rigid and hardly adequate to
handle the postwar tasks at hand, the social market economy concept pro-
vided the flexibility needed to apply neoliberal economic and social policy in
government. The independent ordoliberal line of neoliberal thought has now
nearly disappeared, but many of the more recent neoliberal “discoveries” (i.e.,
bounded rationality, institutions matter, law and economics) in the Anglo-
Saxon world display more than a superficial affinity to what German and
Swiss ordoliberals established in the past.

In contrast with France and Germany, the inversion of the relationship be-
tween economic and political freedom can be considered the key to the British
contribution to neoliberalism. Paradoxically, the London School of Economics
founded by Fabian socialists harbored the most important British originators
of the neoliberal project. Lionel Robbins secured Hayek’s presence in London
to fortify the intellectual efforts against Keynes. In Chapter 2, Keith Tribe clar-
ifies the ways in which Hayek’s revisionist history of British liberalism has been
accomplished, namely, by way of presenting the increasing weight of govern-
ment in the British economy as a result of the intrusion of Germanic ideas
(Hegel, Marx, List, etc.) rather than as a result of industrialization and imperi-
alism. Whereas political freedom traditionally was regarded as a prerequisite of
economic freedom in the British liberal tradition, economic freedom was now
advocated as quintessential to preserve a new kind of political freedom of (lim-
ited) individual choice. The Austrian input strengthened the British tradition
of principled market advocacy led by Robbins and Arnold Plant, which can be
regarded as an ecarly instance of the evolution of modern economics into a
closed, self-referential system of thought. But although British neoliberals did
indeed refuse to engage serious questions with regard to equilibrium theory ad-
dressed by Keynesian economics, they also started to develop a new literature
on the disruptive impact of political and trade-union intervention, which ran
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counter to the trend toward nationalization, stabilization, and planning. At-
tention was directed to the detrimental impact of the “rent-seeking behavior”
exhibited by trade-unionized white workers in South Africa or patent owners,
for example. Although British neoliberals convinced more people in terms of
advocating principles than substantiating their claims, and remained rather
marginal in the academic system for much of the post—World War II period,
the effective revival of neoliberal economics during the Thatcher era can be ex-
plained. Both the production of textbooks and the establishment of think
tanks like the Institute of Economic Affairs were crucial to maintaining and re-
building neoliberal influence in the longer term.

Whereas postwar German neoliberalism emphasized a strong state, U.S.
neoliberals worked hard to narrowly define the areas in which a strong neolib-
eral state could ascertain its pro-capitalist power and roll back the New Deal
advance of social liberals and trade unionists. Chicago became the key staging
ground for forging a lasting alliance between neoliberal intellectuals and the
corporate opposition to the New Deal. Contrary to the widespread belief in a
continuous history of the Chicago School, Rob Van Horn and Phil Mirowski
in Chapter 4 document the central roles played by Henry Simons and
Friedrich von Hayek in founding the Chicago bastion of neoliberalism. The
combined effort of these two intellectuals succeeded in establishing the Free
Market Project in Chicago at the behest of the Volker Fund. Volker’s presi-
dent, Harold Luhnow, hoped to obtain an American version of Hayek’s Road
to Serfdom and was willing to fund the academic positions of Aaron Director
and Hayek, as well as subsidize travel money for American participation in
Mont Pelerin Society proceedings in Europe. But more importantly, a specific
Chicago version of young and radical neoliberalism emerged during the 1950s,
which differed markedly both from the liberalism of the older generation of
Chicago-based scholars like Simons and Knight, and from the Austrian eco-
nomics and philosophy Hayek promoted. The chapter demonstrates that the
second Chicago School and the Mont Pélerin Society were substantively parts
of one project rather than different parallel projects.

Following up on the pre- and early histories of neoliberalism, the four
chapters of Part II continue to observe neoliberal ambiguity, but also examine
the transformations of neoliberalism during the 1950s and 1960s. Contrary to
MPS neoliberalism understood as “preconceived gospel,” the authors of these
four chapters closely observe debates and conflicts among neoliberals, focus-
ing on controversies displayed at MPS meetings. These chapters help us gain
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an appreciation of the hard work involved in developing neoliberal perspec-
tives, as well as the variety of neoliberal perspectives innovated in response to
differing political circumstances, which necessitated incongruous conclusions
on specific questions in different locations.

In Chapter s, Yves Steiner details the early effort to develop a neoliberal
perspective on labor organizations. The trade-union question was perhaps the
most important issue that had been tackled by the Mont Pélerin group. A ma-
jor conflict arose between U.S. neoliberals, including Austrian migrants like
Hayek and Machlup (who were backed both financially and intellectually by
U.S. corporate forces opposed to the New Deal), and European neoliberals.
The U.S. neoliberals were radically opposed to trade unions and reflected on
the best way to limit their power, whereas the European liberals were express-
ing a need to accommodate trade unions on the one hand and to support
moderate trade unionists against radical trade unionists on the other. Accom-
modationist neoliberals advocated a social partnership to replace class struggle
perspectives and attempted to convince business leaders of the merit of collec-
tive bargaining as a potential bulwark against welfare state planning. Still, the
two camps agreed that trade-union power needed to be curbed in order to se-
cure a free market economy.

Some of the eatly neoliberal traditions emphasizing competition have been
turned upside down by a specific American current of neoliberal thought.
In Chapter 6, Rob Van Horn contrasts German ordoliberal positions to U.S.
positions to explain in great detail how the specific Chicago School variety of
neoliberalism was developed as a clear departure from traditional liberal con-
cerns about political and economic concentration of power. The Chicago
Anti-Trust Project (1953-1957) led by Aaron Director effectively amounted to
an apologetic “corporations can do no wrong” perspective, in stark contrast to
the classical and the German variety of neoliberalism. At the same time, the
neoliberal teamwork in Chicago benefited from the participation of European
MPS members and from the communication processes within the transna-
tional thought collective. The “as-if” reasoning developed by MPS member
Leonard Miksch in Germany to implicate the state in organizing competition,
for example, was further developed and applied by Milton Friedman in his
dedicated effort to delimit state authority in antitrust politics. Ordoliberal
studies stressing grave problems related to state ownership of railroads in Ger-
many, in comparison with Chicago School research pointing to serious trou-
ble with state regulation of private railroads, served to support one of the cen-
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tral and tenuous conclusions of Chicago School neoliberalism: unregulated
private monopoly was a relatively benign phenomenon; the real danger in-
stead emanated from the state and the courts’ lack of economic understand-
ing. While original Chicago School liberals like Simons insisted that the
courts apply clear criteria—the rule of the law—rather than the vague rule of
reason, the emerging neoliberal law and economics doctrine—developed by
MPS member Henry G. Manne and financed by the Olin Foundation (com-
pare Miller 2006)—demanded an entirely new approach. This new approach
was at odds with the neoliberal emphasis on the rule of law: judges should in-
stead be educated to apply a rule of (neoliberal) economic reason perspective.

Another subject fiercely debated by MPS members during the 1950s was
the rise of the Third World. In Chapter 7, Dieter Plehwe observes how the
heritage of colonial economics on the one hand and the overriding security
concerns of the early Cold War on the other hampered the development of a
neoliberal perspective on development. Early on, MPS analysts nurtured
doubts both about the opportunity of independence and free markets in the
developing world, and not just a few MPS members made a case for contin-
ued colonialism both explicitly and implicitly. But modernization theory and
(state-led) industrialization strategies were soundly rejected, and it is possible
to observe rudimentary forms of the export-oriented development paradigm
neoliberals successfully advocated during the late 1970s. Only toward the end
of the 1950s did Peter Bauer clarify a vision of a more complete neoliberal per-
spective on development: Bauer contradicted his fellow MPS members with
regard to the existence of an entrepreneurial class in developing countries and
planted seeds of doubt with regard to the effectiveness of providing state de-
velopment aid in the fight against Soviet expansion. Based on such evidence,
Chapter 7 concludes that the neoliberal revolution in development economics
observed in the late 1970s and early 1980s had been conceived much earlier;
perhaps as early as the late 1950s.

In her examination of the history of the MPS’s first meeting in the United
States (at Princeton in 1959), Kimberly Phillips-Fein in Chapter 8 shifts atten-
tion to the role of neoliberal philanthropy and business conservatives within
the neoliberal thought collective. The key personality responsible for organiz-
ing the meeting and raising funds was Jasper Elliott Crane, a former vice pres-
ident of DuPont who joined the MPS and eventually convinced business
friends to finance the first U.S. meeting. Neoliberal intellectuals have always
claimed to be independent because they are not financed by the state.
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Phillips-Fein helps to establish more precisely the character and certain limits
of business-financed freedom when she (unlike Hartwell 1995) observes the
extent to which Crane attempted (and succeeded) in shaping the program of
the Princeton MPS meeting. Crane and others, worried about the extent of
MPS pluralism, insisted on prominently featuring the von Mises wing of neo-
liberalism. Hayek himself admitted the importance of leaders capable of fi-
nancially backing their beliefs.

The three chapters of Part IIT are less concerned with detailing the internal
conflicts and ambiguities of neoliberal theory than with tracing the mobiliza-
tion and application of neoliberal knowledge originally generated by the neo-
liberal thought collective.

Although the links between General Pinochet and Milton Friedman are
fairly well known, and the special relationship between Chicago and Santiago
has been better researched than most other neoliberal forays, Karin Fischer in
Chapter 9 fills important gaps in the literature by tracking and tracing local
and foreign neoliberals in Chile before, during, and after the Pinochet dicta-
torship. Her examination of the gremialista pillar of the local neoliberal coali-
tion and her account of the role of the economists Hayek and James
Buchanan, in addition to the Chicago School neoliberals, demonstrates the
extent to which neoliberal knowledge and capacity building extended well be-
yond the economic sphere. By carefully identifying transnational MPS circles,
Fischer also reveals the flexible character of neoliberal cadres who were able to
administer important policy shifts during the Pinochet era, and their survival
after the end of Chile’s military rule.

If Chile was an early arena of intensive experimentation with applied neo-
liberalism for prolonged periods of time, the United Nations remained an
alien fortress in the eyes of many members of the neoliberal thought collec-
tive, at least until the collapse of the Soviet Union. Many previous political
demands in favor of redistribution, foreign aid, and planning enjoyed strong
support in diverse UN bodies, and the growing self-confidence of developing
countries found expression during the 1970s in the demand for a New Inter-
national Economic Order (NIEO). Jennifer Bair in Chapter 10 examines how
MPS-related intellectuals and organizations had launched a coordinated at-
tack against the NIEO in general and the effort to regulate multinational cor-
porations in particular. The Heritage Foundation led by MPS member Ed
Feulner should be singled out here because of its capacity to assemble and ef-
fectively market the neoliberal expertise that was crucial to undermine the
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United Nations Center on Transnational Corporations (UNCTC). The
UNCTC itself was eventually disbanded when it was unable to withstand the
winds of change. The earlier emphasis of development experts and political
leaders in both developed and developing countries on economic indepen-
dence and sovereignty has been replaced by a neoliberal understanding of
good governance and corporate citizenship expressed by the amicable rela-
tions between corporate and political leaders in the UN Global Compact
frame. The applied neoliberal policy knowledge unleashed by the Heritage
Foundation was not created out of thin air, however, and the chapter demon-
strates the original academic contribution to questions of international trade
and foreign aid by four key MPS intellectuals in the background. Gottfried
Haberler, Peter Bauer, Karl Brunner, and Deepak Lal were among the key
international economics and development experts. While Haberler and Lal
(during the 1980s) exerted some influence in the international organizations
the General Agreement on Tariffs and Trade (GATT) and the World Bank, re-
spectively, Bauer and Brunner primarily rallied corporate, civil society, and ac-
ademic forces of opposition against the collectivist spirit of Third Worldism.

A new drive to identify liberalism in a positive way can finally be detected in
the unlikely sphere of antipoverty politics. In Chapter 11, Tim Mitchell reexam-
ines the expertise generated by Hernando de Soto’s think tank in Peru in sup-
port of titling programs, an alternative promoted by neoliberal forces instead of
traditional welfare and antipoverty programs. The knowledge circuits unveiled
in this chapter track the original academic production of property rights theory
by MPS member Armen Alchian and his colleague Harold Demsetz to the pol-
icy program applied in Peru, as well as its international promotion by the World
Bank and subsequent export to a number of countries including Egypt. A key to
explaining the opportunity created to succeed in the international sphere was
the academic evaluation of the experiments on the ground. Upon closer inspec-
tion, much of the evidence in support of the neoliberal scheme leading to a vir-
tuous cycle of ownership and entrepreneurship collapses. Academic research re-
veals the closed neoliberal circuits, including the branding of program and
evaluation by neoliberal think tanks providing textbook material to teachers.
Neoliberalism thus can be observed to be well and alive in the twenty-first cen-
tury, despite such setbacks as the collapse of the Washington Consensus.

The Postface by Phil Mirowski discusses some of the reasons for the social
construction of neoliberal obscurity as evidenced in ongoing Wikipedia dis-
cussions that are nominally dedicated to clarifying the subject. Mirowski
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concludes this volume with a summary of the key content of neoliberalism
emanating from the historical analysis of the neoliberal thought collective.
Much like the group of scholars, writers, and managers who congregated at
Mont Pelerin more than sixty years ago, attempting to grapple with the core
features of neoliberalism, we need to conduct further studies to fully appreci-
ate the kinds of neoliberalism they eventually produced. In the absence of
such studies, we are likely to underestimate the kinds of neoliberalism that
will likely result from the future deliberations and projects of neoliberals, who
are much better organized nowadays than they were half a century ago.
Second- and third-generation neoliberals are already hard at work to over-
come whatever midlife crisis the neoliberal thought collective may face.

Notes

1. Feulner, a professing Catholic, has served as president and secretary treasurer of
the MPS. It is not possible to fully identify U.S. neoconservatism and neoliberalism, of
course. Although neo-Straussian foreign policy neoconservatism should not be equated
with neoliberalism, many authors fail to recognize the careful coalitions formed by the
new right (including the religious right). It is important to note that Feulner’s strong
thetoric of limited government refers to the welfare state but not to the police or the
military. The neoliberal combination of limited government and strong state in de-
fense of capitalism remains typically obscured behind the rhetoric of limited govern-
ment, which is not identical to a weak state.

2. It is useful to maintain the broad distinction between “left” and “right” with
regard to qualifying (neo)liberalism: namely, in order to distinguish between the new
social liberalism and right-wing neoliberalism. The application of criteria suggested by
Bobbio (1994) with regard to understanding equality in particular—the right holds
inequality to be necessary and even beneficial, whereas the left has historically aimed
to at least reduce inequality that is considered detrimental—helps to clarify whether
(former) social liberals are turning toward neoliberalism. Neoliberals usually deny the
existence of social Inequality rooted in the capitalist class structure and instead prefer
to speak of the diversity of individuals or possibly groups. This is a perspective shared
to a certain extent by postmodern philosophy (which stresses cultural diversity rather
than social class).

3. Alejandro A. Chafuen of the Atlas Economic Research Foundation recently
pointed out that “Latin Americans need to recognize they can confront this challenge
[the “Bolivarian revolution”—D.P] themselves” and that past “victories” in Latin Amer-
ica (Chile in particular) came at the expense of “weakening the institutions that had
protected the rule of law and limited executive authorities” (Chafuen 2006a, 6). He
still did not emphasize the weakening of individual freedoms of expression.
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4. Max Thurn opened the 1964 Semmering (Austria) MPS meeting with the fol-
lowing words: “As the only Austrian member of the Society present at this meeting I
have the pleasure and privilege of welcoming you all to Austria. Many of you have been
to Austria before. There is little I can tell them about the country that they do not
know already. Others have come for the first time. They may like to get a general idea
of what this country was and what it is now before the meeting begins. What I can say
on this subject has of course nothing to do with the topics of the programme. As mem-
bers of the Mt Pelerin Society we are not interested in the problems of individual nations
or even groups of nations. What concerns us are general issues such as personal liberty
and private initiative” (Thurn, 1964 meeting records, MPS archive, Liberaal Archief,
Ghent, Belgium [henceforth cited as LAMP]; emphasis added).

5. According to Fleck (1980), knowledge/scientific development is characterized by
the contribution and relative power of competing professional/ideological groups, a
perspective that is at odds with standard models of linear accumulation of knowledge,
or models (following Kuhn) that identify revolutionary stages in scientific development
(compare Smith 2005). However, it is not possible to fully subscribe to Fleck’s under-
standing of thought collectives because Fleck tends to overemphasize their coherence
(note: of collectives, not of individuals who can be members of different thought col-
lectives, according to Fleck). Members of his thought collectives are held to fully share
the understanding of truth with regard to each and every statement, which seems to
preclude (productive) disagreement among members. It is difficult to see how, under
this condition, thought collectives can generate knowledge dynamics. It is also held
that members of Fleck’s thought collectives do not communicate well to members of
other thought collectives; for example, physicists are suggested to be ill-prepared to talk
to theologians, as Steven Lukes reminded me. The members of the neoliberal thought
collective examined in this volume instead disagree on specific issues, and they try hard,
and certainly not without success, to convince both intellectuals and the general public
of the merits of neoliberal reasoning. Their capacity to jointly develop and widely dis-
tribute neoliberal knowledge is due to a set of shared values and principled beliefs,
which allow community members to effectively communicate across disciplines and
audiences in the pursuit of hegemonic strategies. See Stadler (1997, 481f.) for a general
usage of the term zhought collective comparable to ours in capturing the Vienna circles
of logical empiricists. See Plehwe and Walpen (2007) for a full critique of Fleck’s un-
derstanding of thought collectives. Bernhard Walpen contributed his original research
on the concept of thought collectives and styles to this chapter.

6. Most of the think tanks populating the Atlas Economic Research Foundation
network have been founded and are run with the help of at least one MPS member
(compare Cockett 1955; Frost 2002; Plehwe and Walpen 2006; and below).

7. Bernhard Walpen decided against participating in this volume after an irrecon-
cilable conflict arose. This is deeply regrettable inasmuch as he was slated to be a co-
author of this introduction, which relies in part on his keynote lecture, “The Plan to
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End Planning: A Short History of Neoliberalism,” delivered at the New York Univer-
sity / International Center for Advanced Studies conference held April 28-30, 2005
(Walpen 2005). Nobody has contributed more than Bernhard Walpen to critical
analysis of the Mont Pelerin Society (including the development of databases of
members and think tanks). Since Bernhard Walpen and I have co-authored at least
nine book chapters and articles on the subject, I would like to ask readers to consult his
work alongside this introduction so that they will gain clear recognition of his key role
in developing many of the ideas presented in this volume. I do regard this introduction
as being co-authored with Bernhard even if it does not formally carry his name.

8. In addition to the proliferation of think tanks within the Atlas Economic Re-
search Foundation, innumerable think tank networks have been dedicated to world
regions (e.g., the European Stockholm network founded in 1997), individual country
(e.g., the U.S. State Policy network), and issue areas (e.g., the neoliberal sustainable
development network founded in 2001; compare www.stockholm-network.org,
www.spn.org, and www.sdnetwork.net, respectively).

9. To be sure, Buchanan also used the occasion to value radical libertarian per-
spectives when battling state ownership of means of production and state regulation.

10. James Buchanan, “Man and the State,” MPS Presidential talk, August 31, 1986,
p. 2, LAMP).

11. Although the partisan scientific character of the neoliberal thought collective may
be unique, the apparent mix of political, ideological, and scientific work should not be
misleadingly contrasted to real science (as recently done by Mooney 2005) since the po-
litical character of scientific knowledge needs to be generally recognized. On the (post-)
World War II transformation of politicized (economics) science in contradistinction to
the autonomy claims developed by philosophers of science during this period, see
Mirowski (2002, 2004).

12. Accusations according to which a historical focus on elite networks amounts to
conspiracy theory overlook the fact that corporate planning groups are forced to meet
and coordinate in order to develop political strategies precisely because they do not
control the world (van der Pijl 1995, 107; compare Mills 2000, 293).

13. “Feldstein’s influence extends easily into the political realm. Much of President
George W. Bush’s economic team studied under, or was recommended by, Professor
Feldstein. Among these are Lawrence Lindsey, R. Glen Hubbard, Richard Clarida, As-
sistant Secretary of the Treasury for Economic Policy, and Paul O’Neill, former Secre-
tary of the Treasury. Indeed, Feldstein is generally credited as the father of ‘supply-
side’ economics and helped to create President George W. Bush’s 2001 tax cut plan”
(Leonhardt 2002, quoted in Weller and Singleton 2006).

14. For a summary of the critique in the context of the Asian crisis, see Vestergaard
(2006). For some other critics, see Soederberg, Menz, and Czerny (2005); Robison
(2006). As economists have more recently begun to trumpet the emergence of a “post-
Washington Consensus,” it is interesting to observe the extent to which their position

is moving even closer to a “constructivist” version of the relationship of the govern-
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ment to the market, something argued below, is a hallmark of neoliberal political
economy (compare Postface, in this volume).

15. The following section draws heavily on Walpen (2005); see also Walpen (2000).

16. References to Gide’s (1898) use of the term tend to be misleading, since he uses
it in regard to a “return” to the classical liberalism of Adam Smith, and not as a theo-
retical departure, as described herein. Thanks to Phil Mirowski for clarifying this point.

17. See Bohle and Neunhéffer (2006) and Hull (2006) for discussions of the social-
ist calculation debate with regard to the evolution of the neoliberal thought collective.

18. On the Vienna Circles, see Stadler (2001); Caldwell (2004); Nordmann (2005).

19. Raymond Aron, Marcel Bourgeois, Ftienne Mantoux, Louis Marlio, Louis
Rougier and Jacques Rueff all belonged to the French group. The story of the Col-
loque is covered in Denord (2003; 2007) and in Chapter 1 of this volume.

20. See Tribe, Chapter 2 in this volume. The most important members of the Lon-
don School of Economics (LSE) contingent were Theodore E. Gregory, Lionel Rob-
bins, Arnold Plant, Frederic Benham, William H. Hutt, and Frank W. Paish (Apel
1961; Dahrendorf 1995: 184-187). Gregory and Hutt, together with Ludwig Lachmann,
made up the small neoliberal cadre in South Africa.

21. Karl Schiller first coined the phrase “planning as much as necessary, competi-
tion as much as possible” to reconfigure the traditional Social Democratic emphasis
on planning (see Foucault 2004, 130-132).

22. It is important to highlight the seeming contradiction of treating the individ-
ual personality as inviolate, and yet eminently subject to manipulation through all sorts
of technologies of “governmentality” and vigilant governance.

23. Several European neoliberals shared Lippmann’s emphasis on the absence of
economic rather than political freedom (e.g., Rappard and Rougier; compare Walpen
2004a, 56).

24. Neoliberalism’s diversity, even at the moment of its creation, is illustrated by
a set of principles best expressed in the final part of the proceedings of the Colloque
Walter Lippmann, “Le compte-rendu des séances du Colloque Walter Lippmann,”
cited above as CWL, following Bernhard Walpen’s keynote lecture (see note 7 above;
compare Walpen 2004a, 60) and in the dispute over MPS’s Statement of Aims, dis-
cussed below.

25. The four chapters of the first section detail the most important groups that
eventually became closely linked across borders. Hartwell (1995, 101) calls the MPS a
“two-man show” (i.e., Hayek and Hunold) prior to 1958, a perspective considerably
at odds with the findings of the chapters in the second section of this volume. Walpen
(2004a) and Plehwe and Walpen (2006) provide critical accounts of the processes
leading up to the formation of the Mont Pélerin Society.

26. Karl Popper, in Hartwell (1995, 35). Hayek’s own attempts to refute socialism
had not achieved much intellectual success by this juncture; for more on this, see
Mirowski (2007), which is a meditation upon Caldwell (2004).
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27. The total U.S. membership so far (until 2004) was 437, amounting to almost
half of the MPS population (cf. Walpen 2004a, 395).

28. See www.montpelerin.org/mpsPresidents.cfm for details.

29. This may be due to the official registration of the MPS in the United States.

30. The years 1947-1986 mark the period for which information is fully available
between the MPS archives in Ghent and Stanford. Unfortunately, the 1988 list of par-
ticipants in the Tokyo meeting was available neither at the Liberaal Archief nor at
the Hoover Institution. Information on participants in regional meetings available
at the Hoover Institution is incomplete.

31. Christian Gandil (1970, 9) describes the almost yearly conferences of leaders of
neoliberal organizations and associations from Denmark, Germany, and France.

32. A total of 136 MPS members have been identified who work for think tanks
and foundations related to the MPS (Plehwe and Walpen 2006, 37).

33. Allais saw good reasons for public ownership of land, which led him to object
(see Hartwell 1995, 42n.), though the alleged contradiction remains unclear in the
written information available.

34. Readers curious for greater detail about the particular Swiss roots will have to
turn to work published elsewhere in German and French (Walpen 2004b; Steiner
2007). Several other European countries, such as Sweden and Belgium, and non-
European countries, for example, Mexico, South Africa, and Japan, also deserve closer
scrutiny and recognition with regard to the roots of neoliberalism because they fea-
tured neoliberal activities at an early date. An account decidedly less focused on large

countries and Europe remains to be researched and written.
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PART ONE

Origins of National Traditions






French Neoliberalism

and Its Divisions

From the Colloque Walter Lippmann to
the Fifth Republic

FRANCOIS DENORD

The emergence of neoliberalism as an intellectual network is partly due to a
French initiative. Organized by the philosopher Louis Rougier in 1938, the
Colloque Walter Lippmann—an international congress held in Paris, consist-
ing of twenty-six businessmen, top civil servants, and economists from several
countries—contributed to the rise of this intellectual agenda. It also led to the
creation of a nonprofit organization, the Centre international d’études pour la
rénovation du libéralisme (CIRL), which attracted members of the ruling elite
seeking an answer to “the crisis of capitalism.” Established against advancing
notions of the planned economy and collectivism, the CIRL disappeared when
France entered World War II. Nevertheless, this institution provided the model
for the Mont Pélerin Society (MPS), which Friedrich Hayek and Wilhelm
Répke created in 1947.

Although a French neoliberal tradition has existed since the 1930s, its history
is not very well known. This chapter compares the intellectual configurations of
two eras (the 1930s and the 1950s-1960s) and emphasizes the transformations
that affected economists and businessmen after World War II in order to explain
the divisions of French neoliberalism. Whereas in the 1930s this set of ideas
could find an audience beyond traditional liberal circles (attracting, for instance,
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trade-union leaders), this became impossible in the context of the Cold War.
Neoliberalism was defended in the 1930s by some of the most renowned econo-
mists and businessmen, but its advocates formed only a minority within the in-
tellectual field of the 1960s: French neoliberalism had become radicalized in
opposition to the expansion of the welfare state. However, the conceptions tra-
ditionally associated with French neoliberalism subsequently spread into other
groups. By the time French liberalism enjoyed a revival in the 1970s and 1980s,
neoliberalism had already inspired governmental practice but was condemned

by new neoliberals for its supposed collusion with social democracy.

The Legacy of the 1930s

Neoliberalism appeared in France at the end of the 1930s. Its development was
facilitated by (1) the contestation of the liberal creed in the field of public pol-
icy (a consequence of World War I and of the Great Depression); and (2) the
economic and political defeat of the Front Populaire, a left-wing government
coalition that had failed to radically transform France’s economic structures.
At the beginning of 1938, in the view of the elites both classical liberalism and
socialist planning had been discredited. In this context, a discourse seeking to
reconcile not only opponents to the 1936 experiment but disillusioned social-
ists as well could find support. Faced with growing state intervention and the
development of economic ideas that sought to enforce this tendency, neolib-
eralism seemed to offer an alternative. It promised the building of a liberal state
protecting free enterprise and free competition and the retreat of the state away
from the economy.

The preeminent advocate of a neoliberal solution to the crisis was Louis
Rougier (1889-1982), a professor at the University of Besangon. As a philoso-
pher, he occupied a marginal position in academia owing to his opposition to
Bergsonism and rationalism." As a political activist, he supported center-right
leaders both against radicalism and communism, and against monarchism and
fascism. As the promoter of an intellectual renewal of economic liberalism that
would precede and sustain its political rebirth,” Rougier had developed con-
tacts with businessmen and economists in France and in other countries (in
particular in Austria and Switzerland). As a result of his involvement in differ-
ent networks, he became associated with the foundation of a publishing house,
La Librairie de Médicis (1937), and with convening an international conference

around the French translation of Lippmann’s The Good Society.®
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The organization of the Colloque Walter Lippmann was relatively sponta-
neous. Learning of the imminent arrival of the eminent American journalist
in France, Louis Rougier initiated preparations at the end of May 1938. Ini-
tially, he only wanted to arrange a dinner to celebrate the author of the Good
Society. To some colleagues, like the Swiss William Rappard, however, it seemed
a curious dinner. Louis Rougier had promised a gathering of renowned intel-
lectuals. Around Walter Lippmann were to be seated his French preface
writer, André Maurois, the economists Bernard Lavergne and Jacques Rueff,
one of the trustees of the Rockefeller Foundation, Tracy B. Kittredge, as well
as the French specialist in political science, André Siegfried.* Rougier did not
first propose the list of guests to Lippmann himself. Instead, Rougier simply
mentioned André Maurois and some “colleagues from the Law Faculty,” but
added the names of Paul Baudouin, the director of the Banque d’Indochine,
and Marcel Bourgeois, “the sponsor of the Editions of Médicis.” Both Mau-
rois and Baudouin had financed fascist movements such as the Parti Populaire
Francais (PPF) of Jacques Doriot. Lippmann, who had met Louis Rougier
only once before—in Geneva with Ludwig von Mises, William Rappard, and
Wilhelm Répke—became suspicious.® Although Friedrich Hayek had de-
picted his French interlocutor as “a distinguished philosopher,” “very respected
for his work on the epistemological problems,”” Hayek understood that the
intellectual discussions could have been considered of secondary importance.
In a letter addressed to William Rappard, Louis Rougier did not hide its ob-
jective: to lead “an international crusade in favor of constructive liberalism.”®
Perhaps because Friedrich Hayek and Ludwig von Mises took part in the Col-
loque, Walter Lippmann let himself be convinced to participate in “a re-
stricted and closed conference, to discuss the main thesis of [his book].” This
conference was to be only a general rehearsal for “an international Congress in
1939 on the same subjects.” As it turned out, this congress never took place,
even if two conferences actually held around this time extended the efforts of
the summer of 1938: one devoted to the “economic, political and spiritual
status of tomorrow’s Europe” in July 1939; and the other focused on “the eco-
nomic conditions of a future federation of England and France” in April
1940.10

All the participants in the Colloque Lippmann were hand-picked. The
Marxist theorist Rudolf Hilferding and the former socialist minister Charles
Spinasse, who wished to attend the discussion, were nimbly excluded because

they “were [sic] politicians.”!! The international forum gathered some of the
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most influential French corporate managers (Auguste Detoeuf, Louis Marlio,
Ernest Mercier), senior civil servants (Jacques Rueff, Roger Auboin), and in-
tellectuals (Raymond Aron) as well as members of a rising new generation of
liberal economists (Friedrich Hayek, Ludwig von Mises, Wilhelm Répke,
etc.).!? In retrospect, the participants in the Colloque Lippmann would ap-
pear to have constituted a prestigious conclave: its members would later be-
come a Nobel Prize winner in economics (Friedrich Hayek), the general sec-
retary of the Organization for European Economic Co-Operation (Robert
Marjolin), the architects of the German social market economy (Wilhelm
Ropke, Alexander Riistow), the director of the Bank for International Settle-
ments (Roger Auboin), the financial adviser of General Charles de Gaulle
(Jacques Rueff), the power behind Ronald Reagan’s Star Wars project
(Stephan Possony), and so on.

The congtess attendees disagreed on many points: Is freedom an end in itself
(a position defended by Etienne Mantoux and Louis Rougier) or merely a
means (espoused by Louis Baudin, Robert Marjolin)? Is liberalism only the rig-
orous application of the laws of economics (Louis Marlio) or an ideology
(Robert Marjolin)? Does liberalism have to take into account the provision of
social security (Louis Rougier, Walter Lippmann) or not (Jacques Rueff)? Clear
oppositions surfaced several times. With regard to the question of industrial
concentration, it was criticized by the economists, whereas the industrialists de-
fended the trusts. Confronting the problem of money, Jacques Rueff or Louis
Baudin did not want to see it “directed,” whereas Walter Lippmann preached its
management and condemned the legal statute of companies. Thus, the backers
of the Colloque Lippmann were not of one mind along many dimensions.

Neoliberalism was not a unified phenomenon. Even the name of the doc-
trine was a problem: Louis Baudin preferred “individualism,” Louis Rougier
“positive liberalism,” while Jacques Rueff favored “left-wing liberalism.” The
term neoliberalism became prevalent only after the Colloque for strategic rea-
sons: “the words ‘neo’ and ‘renovation,” declared Louis Marlio, . . . “distinguish
us from several authors of whom we did not accept all the practical theories and
all objections [against] interventions which are accepted by most of us like per-
fectly normal things. For those who know i, . . . the word ‘neo’ is perhaps not
essential, but for those who do not know it, it is totally useful.”** To be “neolib-
eral” was supposed to imply the recognition that “laissez-faire” economics was

not enough and that, in the name of liberalism, a modern economic policy was
g cy

needed.
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Consequently, several commentators could point to the existence of two
groups within the Colloque. On one side were “those for which neoliberalism
was fundamentally different, in its spirit and its program of traditional liber-

alism”14 (

these included Louis Rougier, Auguste Detoeuf, Louis Marlio, Wil-
helm Répke, and Alexandre Riistow), and on the other side were defenders of
the “old liberalism” headed by Louis Baudin, Jacques Rueff, and the Austrian
School (Friedrich Hayek, Ludwig von Mises). Some of the participants di-
rectly grappled with this division. Alexander Riistow went straight to the
point: “it is undeniable that here, in our circle, two different points of view
are represented. Those who do not find anything essential to be criticized or
to change with traditional liberalism. . . . We, the others, who are seeking the
responsibility for the decline of liberalism in liberalism itself; and conse-
quently, are seeking the solution in a fundamental renewal of liberalism.”?>
Publicly, Riistow conformed to the rules of academic propriety, but privately,
he confessed to Wilhelm Répke what he thought of Friedrich Hayek and
Ludwig von Mises: their place was in the museum, in the formalin, Riistow
said.!® It was people of their ilk who were responsible for the great crisis of
market legitimacy of the twentieth century. Some of the conflicts that were to
mark the history of neoliberalism in the later years began to become manifest:
at the Colloque between “German ordoliberalism” and radical libertarianism;
between the acceptance of interventionism and its rejection; between the par-
tisans of a voluntarist liberal policy and those nostalgic for laissez-faire.
Nevertheless, this international meeting became a landmark in the history
of liberalism. For the first time, neoliberalism was defined by a set of postu-
lates that constituted an agenda: the use of the price mechanism as the best
way to obtain the maximal satisfaction of human expectations; the responsi-
bility of the state for instituting a juridical framework adjusted to the order
defined by the market; the possibility for the state to follow goals other than
short-term expedients and to further them by levying taxes; the acceptance of
state intervention if it does not favor any particular group and seeks to act
upon the causes of the economic difficulties. “To be [neo]liberal, said Louis
Rougier, doesn’t mean to be a ‘Manchesterian’ who leaves the cars circulating
in all directions, if such is their will, which can only result in traffic jams and
incessant accidents; it doesn’t mean to be a ‘Planist’ who gives every car its exit
time and its route; it means to impose a highway code while admitting that it
is not necessary to be the same at the time of the accelerated transports as at

the time of diligences.”"” This metaphor, which Hayek also used in his Road to
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Serfdom, has an enhanced significance: it supposes that in order to function
properly, economic competition requires dedicated institutions. It therefore
specifies the type of intervention that is compatible with a liberal economic
policy: the state creates the framework within which competition is free. It be-
gins to clarify what a neoliberal state must be: a regulator that punishes devi-
ations from the “correct” legal framework.

In the context of an economic and political crisis, neoliberalism unexpect-
edly rallied together people who had previously seemed to be irreconcilable.
Founded in 1939 after the Colloque Lippmann, the Centre international d’¢-
tudes pour la rénovation du libéralisme brought together classical liberals,
neoliberals, corporatists, and disabused planning advocates. Two aspects dis-
tinguished the CIRL from other economic circles that had sprung up in the
interwar period. First, it recruited equally among academic economists (Louis
Baudin, Gaétan Pirou, Charles Rist, etc.) and important corporate managers
(Auguste Detoeuf, Louis Matrlio, Ernest Mercier, etc.). These two groups had
been competing throughout the 1930s to establish what should be sanctioned
as the legitimate approach to economic problems. To the extent that it gave
prominence to legal issues, neoliberalism could convince both economists,
who at that time were trained and taught in law faculties, and managers, who
promoted industrial rationalization and the building of a legal order in which
reasonable planning would be possible. The second peculiarity of the CIRL
was that leaders of the labor union Confédération Génerale du Travail (CGT)
(René Belin, Robert Lacoste, Christian Pineau, Louis Vallon) also participated
in the discussion of neoliberal ideas. Apparently, this rapprochement between
neoliberals and trade unionists, which a member of the CGT found “odd,”
took place only in France. Although their attendance did not mean that these
trade unionists had necessarily adopted a liberal point of view or that they had
formally joined the CIRL, they still took part in the CIRL’s workshops. These
reformists doubted the future of economic planning and tried to counter the
growing influence of the communists in their trade unions.

The mobilization of these individuals was partly due to their involvement in
structured networks that established junctions between industrialists and trade
unionists (associations such as X-Crise or Les Nouveaux Cahiers) and between
businessmen and faculty members (societies such as the Société d’économie
politique and I’Académie des sciences morales et politiques). At the end of the
1930s, neoliberalism appeared to offer a possible compromise between different
factions of the ruling elite trying to safeguard the autonomy of the economic
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field. This success also had a political foundation: the Daladier government
(1938-1940) adopted a liberal economic agenda in contrast with the policy of
the Front Populaire. It reduced the public deficit, increased working time, and
foiled the general strike organized by the trade unions in 1938.®

World War II put an abrupt end to these experiments. The war economy
and the structural reforms planned by the Resistance, or Free French, and the
Vichy regime helped marginalize neoliberalism.'” Faced with the arbitrary na-
ture of the governing authority, the original group of French neoliberals split.
A minority joined the Resistance (Raymond Aron, René Courtin, Gaston
Leduc, Robert Marjolin), some neoliberals played an important role in the
Vichy regime (Joseph-Barthélemy, Emile Mireaux, Henri Moysset), while
others preferred not to commit (Charles Rist) or left the country (Louis Mar-
lio). The disintegration of the group was all the quicker because its existence
depended on a few key individuals, particularly Louis Rougier. Initially hesi-
tating between joining de Gaulle or Vichy, Rougier tried, unsuccessfully, to
effect a secret agreement between Pétain and Churchill; subsequently,
Rougier left France for the United States, where he soon found himself mar-
ginalized at the New York School for Social Research after he refused to rec-
ognize the legitimacy of France Libre.

After the Liberation and the reforms introduced by the republican govern-
ment between 1944 and 1946 (consisting of nationalizations, social security,
and planning), it seemed that neoliberalism had been definitely left in the
lurch. Actually, the Liberation had two opposite effects: it marked the institu-
tional defeat of neoliberalism within France, but it also led to a reconfigura-
tion of the political field, which nurtured the rebirth of liberalism.

Neoliberalism and the Dynamic of the Cold War

Neoliberal criticisms of structural reforms found their way into the economic
press and the daily newspapers (Le Figaro but also Le Monde, where René
Courtin was initially one of the directors),?’ mobilizing a broad segment of the
business community. Although right-wing parties were particularly concerned
by the épuration (that is, the lustration trials following the fall of the Vichy
regime) and although communists and socialists were in a dominant position,
economic liberalism was still represented by a patchwork of formations, which
were sometimes difficult to locate politically.?! The postwar period caused
divisions within parties and collective shifts between them, with some former
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left-wing movements, like the Radical Party, joining the center-right. Among the
groups that explicitly claimed their liberalism in 1945-1947, the Parti Républi-
cain de la Liberté (PRL) was the most active. It proudly sported the name of its
program: neoliberalism.?> Formed in December 1945 in opposition to the Social
Catholics (Mouvement Républicain Populaire, or MRP) and the communists,
the PRL recruited both among the Resistance and among the former Petainists.
In the Parliament, it opposed any project inspired by “Marxism.”

The borders between the political movements supporting economic liber-
alism were porous, and points of dissension were numerous but indistinct. In
1946, the Rassemblement des Gauches Républicaines (RGR) was founded.
Hostile to state intervention and economic nationalization, it attracted move-
ments emanating from both the left and the right. But it was not until the cre-
ation of the Centre national des indépendants (CNI) in 1948 that economic lib-
eralism found genuine representation in the political field. The CNI promoted
the union of the “moderates” and, from the beginning, benefited from the sup-
port of many notables and right-wing intellectuals like Jacques Rueff and other
members of the Mont Pelerin Society. Until the turning point of the 1950s, eco-
nomic liberalism could hardly provide a counterweight against the left and
against the Rassemblement du Peuple Frangais (RPF) formed by de Gaulle in
1947. The Cold War, however, progressively modified power relations within the
political field. With the end of the three-party government in 1947, the Fourth
Republic needed an alliance of the socialists, radicals, independents, and MRP
in order to ensure stability. As a result, the economic policy of the years
1944-1946 was increasingly questioned, as demonstrated by the exclusion of the
interventionists from the Ramadier government in October 1947 and the poli-
cies adopted by the successive ministers of finance, including René Mayer®—
a former member of the CIRL—and Maurice Petsche.?* Economic and social
policy around 1950 was characterized by the search for a balanced budget and
the fight against infladion. Neoliberalism as an alternative inspired Henri
Queuille as well as Edgar Faure and Antoine Pinay—“moderates” who sought
to re-create through state interventionism the conditions of a free competition.

This political resurgence of neoliberalism reflected first and foremost the
strength of anticommunism in French political life. It brought together indi-
viduals who were otherwise far apart from each other politically. Thus, the
Congtess for Cultural Freedom, an instrument of American cultural diplo-
macy located in Paris in 1951, immediately obtained a measure of intellectual

respectability. Its journal Prenves brought together representatives of the anti-
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communist left (members of the Rassemblement Démocratique Révolution-
naire like David Rousset), conservatives (Thierry Maulnier, journalist at Le
Figaro), Gaullists, and liberals of the journal Liberté de lesprir (Raymond
Aron).” In the context of the Cold War, anticommunism also offered the
vanquished of World War II the possibility of an acceptable political identity.
Atlanticism and neoliberalism often constituted the social philosophy around
which they rallied. Starting in May 1946, the Revue des érudes américaines, a
quarterly journal directed by Achille Dauphin-Meunier, was the rallying
ground of this reconfiguration of alliances with the United States and against
the Soviet Union. The ideological convergence between some former support-
ers of the Vichy regime, atlanticists, and neoliberals was also behind the cre-
ation of the Nouvelle revue de I'économie contemporaine in 1950. It numbered
amonyg its editorial board several collaborators of Les Ecrits de Paris, a journal
that gathered intellectuals from the right wing and the extreme right wing
who criticized “resistantialism” (Jacques Chastenet, Bertrand de Jouvenel,
Claude-Joseph Gignoux, Louis Rougier). The authors included Vichy minis-
ters, leaders of the CNI, old liberals of the Law Faculty, former supporters of
corporatism, engineer economists (Maurice Allais and his student Edmond
Malinvaud), and of course business leaders such as Georges Villiers. The Nou-
velle revue de I'économie contemporaine was probably the first review in France
to publish an article about the Mont Pélerin Society.?®

Neoliberalism thus indirectly benefited from the impact of the Cold War
on French politics and from the revival of the right, with all the ambiguities it
involved. Obviously, neoliberalism found its main supporters among busi-
nessmen. They protested against the growth of the state since the Liberation
and against “modernization,” whose methods they had been excluded from
defining. Neoliberalism constituted a common denominator for many busi-
nessmen, whatever their sectors of origin and their divergences of interest. It
was thus with the support of the leading authorities of the Centre national du
patronat frangais (CNPF) that the Association de la libre entreprise (ALE) was
created in 1947, an organization aiming at “defending and . . . recommending
freedom of enterprise from the economic and social point of view with all its
consequences.”” Inspired by the Foundation for Economic Education and
maintaining relationships to a score of similar organizations disseminated in
Europe and in the United States,?® the ALE distributed “educational” book-
lets on the market economy. The objective was simple: “to highlight the mis-

deeds of state intervention . . . and to denounce it as the cancer of France.”?
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The ALE was directed by Georges Villiers, the president of the CNPF, and led
by Georges Morisot, an engineer at Michelin. Both were members of the
Mont Pelerin Society. The composition of the board of directors of the ALE
gives an outline of the vast array of support available to the liberal cause in the
mid-1950s: representatives of industrial large-scale employers, notables, an ad-
viser of the Centre des Jeunes Patrons (Hyacinthe Dubreuil), and members of
organizations for small companies.** Commitment to liberalism transcended
ordinary divisions among businessmen. It did not mean, however, that liber-
alism bore the same meaning for each mobilized fraction. Like in the 1930s, a
substantial share of liberal businessmen were recruited from the organizations
related to trade and export industries.

The conferences organized by the Comité d’action économique et douaniere
(CAED) were the occasion to bring together academic neoliberals (Louis
Baudin, Daniel Villey, etc.) and businessmen. The neoliberalism that was de-
fended there, although it was placed “in the shade of the Colloque Lipp-

3! remained radically anti-interventionist and convergent with the im-

mann,”
mediate interests of big business: it primarily had to do with limiting economic
regulation, reducing the bureaucracy, alleviating fiscal pressure, and so on. The
neoliberalism of the Centre des Jeunes Patrons (CJP) was built on quite differ-
ent foundations. It was inspired by Social Catholicism and by the ideal of a pro-
fessional organization. The CJP advocated a “concrete liberalism,” while at the
same time praising free enterprise, “fair” competition, and scientific manage-
ment.*? Unlike trade employers, CJP members accepted nationalizations, if
they related to real monopolies, and unlike the liberal Catholics, they supported
the cooperation of workers and management via mixed committees. Nothing
was more opposite to the policies embraced by an organization like the Associa-
tion interprofessionnelle de I'entreprise & capital personnel (AIECP). The pro-
gram of the AIECD, a group founded in Lyon in August 1940, focused on the
faction contained in its name. The AIECP represented companies based on per-
sonal capital (“the company based on personal capital is, in all the professions,
the one where the Chief, the “Owner” works at the same time with his money,
with his brain and often, with its hands”), and as such its goal was to defend the
owner-businessmen, heirs or founders of small and medium companies, against
the intrusion of the state and the interference of trade unions. Property, profit,
and freedom of trade were thus the catcchwords for the liberalism of an organi-

zation clamoring for the return of nationalized companies to the private sec-

tor.”> The liberalism defended by the leaders of the AIECP (Lucien Daffos,
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René Berger-Perrin) was resonant with a base made up of independent small en-
gineers and provincial owners. From a doctrinal point of view, it was largely
nourished by the liberalism of another organization: the Point de Rencontre
Libéral-Spiritualiste. Founded in March 1947 by Pierre Lhoste-Lachaume, this
organization spread a radical liberalism associated with Christian doctrines.?

Although neoliberalism had enjoyed a modicum of support in both the po-
litical field and the business sector, its position was quite different in the univer-
sity. Between the end of the 1940s and the end of the 1950s, the discipline of eco-
nomics underwent major transformations: its central role in public policy and
the large increase in the number of teaching and research sites helped widen the
teaching cadre and diversify its cherished values. Neoliberalism now seemed
largely outré. In law schools, it found advocates among the heirs of the older gen-
eration who opposed the conversion of economics into a science at the service of
the state. They rejected the extension of economic models to all fields of human
life, as well as the development of macroeconomics and mathematical formaliza-
tion.*> Almost everything set them against Maurice Allais, the great figure of ac-
ademic neoliberalism in the 1950s. In the 1930s and the 1940s, this former stu-
dent of the Ecole Polytechnique was connected with the most representative
leaders of the technocratic circles, such as Auguste Detoeuf, who exerted a deci-
sive influence on him. In line with his activities as a civil servant, Allais tried to
show that economics could be understood through use of mathematics. As a
professor of theoretical economics at the Statistical institute of the University of
Paris (November 1947) and as a director of research at the National Center for
Scientific Research (October 1954), he sought to become the theorist of a “com-
petitive planning” who would bring together a decentralized economic organiza-
tion and a planned institutional framework.>® Even though Maurice Allais had
disciples, in particular among econometricians, neoliberalism found itself in a
paradoxical situation. On the one side, because of its divisions, it had mounted
only a small intellectual bulwark against Marxism, Social Catholicism and, to a
lesser extent, Keynesianism. On the other side, neoliberal conceptions seeped
into consciousness even if the term neoliberalism itself remained unpopular and
even if the neoliberals themselves had become marginalized.

Two Opposing Neoliberalisms

Analysis of the Mont Pelerin Society’s recruitment during the 1950s and the
1960s seems to underscore the intellectual decline of this ideology in France.
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The Frenchmen whom Friedrich Hayek and Wilhelm Répke initially
contacted—René Courtin and Charles Rist first, then Maurice Allais, Daniel
Villey, and Jacques Rueff—unlike Louis Rougier, had exhibited irreproach-
able behavior during World War II. The Mont Pélerin Society sought out in-
tellectuals, but its recruitment extended gradually toward businessmen. Acad-
emics nominated those businessmen whom they thought were the most
qualified, and the designated businessmen in turn recommended other man-
agers, as well as academics. The French section of the Mont Pélerin Society
owed its development to some individuals who were able to transcend various
social fields. Jacques Rueff was one of the more influential of these individu-
als, although he devoted the largest part of his efforts to international organi-
zations such as the Inter-Allied Reparations Agency and the Court of Justice
of the European Coal and Steel Community. The first years of MPS’s French
section were characterized by a certain dynamism. In 1951, eighteen French-
men belonged to the MPS, which placed France second in Europe in mem-
bership, just behind Great Britain. Initially, the French section’s financial con-
tribution was also important. The CNPF of Georges Villiers subsidized the
MPS in Europe and sponsored its meetings. The fourth congress of the Soci-
ety was thus held in France in September 1951. Organized in Beauvallon, on
the French Riviera, and bringing together sixty-eight participants, it cost the
CNPF nearly 2 million francs (the rough equivalent of 39,000 contemporary
euros).”” But in fact, the French section, whose president was Jacques Rueff
and whose treasurer was Roger Truptil,® was headed up by individuals with
little time or inclination for international meetings dedicated to theoretical
discussions. Thus, the French section quickly became the victim of the ravages
of time. It lost several of its members famous for their combat in the name of
liberalism (Louis Marlio, Ernest Mercier, and Charles Rist died during the
1950s), and in addition, it had difficulties replacing them. Except for Edmond
Giscard d’Estaing (the father of later French president Valéry Giscard d’Es-
taing) and Jacques Georges-Picot, the CEO of the Suez Company, the busi-
nessmen recruited by the MPS during the 1950s were members of the Associ-
ation interprofessionnelle de Uentreprise 4 capital personnel or of the Point de
Rencontre Libéral-Spiritualiste. In the same way, the only academics joining
the MPS during this period were notably less famous than their predecessors:
Gaston Leduc, from the Law Faculty of Paris, Henry Hornobstel, from
Poitiers, and Louis Rougier. At the beginning of the 1960s, the resignation of
Raymond Aron and Bertrand de Jouvenel, who no longer accepted the ver-



FRENCH NEOLIBERALISM AND ITS DIVISIONS 57

sion of liberalism defended by the Mont Pélerin Society, revealed how diffi-
cult it was to get the French neoliberals to work together.

In France, as within the MPS, social liberalism and libertarianism were in
competition. From this point of view, Maurice Allais and Pierre Lhoste-
Lachaume constituted the two extremes of French neoliberalism. While Mau-
rice Allais was among the few Frenchmen attending the first meeting of the
Mont Pelerin Society, he was the only participant who refused to sign the or-
ganization’s original Statement of Aims (see the Introduction to this volume).
According to Allais, the institution of private property was only a historical
contingency and in no case could it be an aim in itself.>” Faithful to the model
of the third way asserted by the neoliberals of the 1930s, Allais argued for an
alliance between socialists and neoliberals against collectivism and laissez-
faire. Thus, the Mouvement pour une Société Libre, a political organization
he created in 1958, strongly divided French neoliberals. It was supported by
radicals, independents (René Mayer and Antoine Pinay), and intellectuals
(Luc Bourcier de Carbon, René Courtin, Gaston Leduc, Louis Rougier, and
Jacques Rueff). Yet for Pierre Lhoste-Lachaume, the attempt to reconcile lib-
eralism and socialism was illusory and portended a dishonest compromise
with collectivism.° In fact, two opposing groups arose within the movement:
on one side were politicians and intellectuals, who had maintained a certain
academic legitimacy and believed there could be no liberalism without state
intervention; on the other side were small businessmen and their spokesmen,
who attempted to safeguard their social position and tended to avoid any
questioning of traditional social structures.

This opposition reflected a more general phenomenon. At the end of the
1950s, French neoliberals were not united. Whereas the creation of the Centre
international d’études pour la renovation du libéralisme in the 1930s helped
bring together under the neoliberal label an array of individuals with clashing
economic conceptions, no institution played a comparable role after 194s.
Liberal organizations multiplied without coordinating their action or their
proposals. The alignments forged during World War II and the transforma-
tions of the role of the state triggered subsequent divisions. French neoliberals
often shared neither the same religious convictions nor the same political
opinions, so that they would naturally have contradictory reactions to later
major events in the country.?! Under these circumstances, it is not surprising
that it was impossible to create an organization like the Aktionsgemeinschaft

Soziale Marktwirtschaft in Germany, which brought neoliberal politicians,
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economists, and businessmen into one network. The French neoliberals dis-
covered they could not even unanimously endorse the term neoliberalism.
Whereas Jacques Rueff, who opposed the term in the 1930s, finally ended up
accepting it, others refused, finding that the term was either “worn down,
compromised . . . by the unhappy destiny of neo-socialism,”® or that it was
synonymous with an interventionism that compromised the existence of a
competitive order. In his book LAube d'un nouveau libéralisme, when Louis
Baudin recalled the principles constituting the agenda adopted during the
Colloque Walter Lippmann, he omitted some of the principles justifying the
existence of an overall policy giving the state a leading role.*® This disagree-
ment over terms was not just a quarrel over words. When defined as a doc-
trine aiming to preserve the framework within which a market economy is
sustainable, neoliberalism could potentially inspire a form of planning,.

The majority of French liberals were not ready to subscribe to a doctrine that
in any way resembled the tenets of the economic planners of the postwar pe-
riod. After 1945 France adopted a hybrid model of development. Following
the Liberation, the question was no longer one of choosing between liberalism
and state intervention: only the methods of interventionism remained to be de-
termined. The structural reforms endowed the state with a powerful means of
intervention (nationalization of the credit system, energy, transportation);
moreover, trade unions now played a significant role, and regulations were per-
vasive. Nevertheless, the market economy was preserved. Economic recovery ac-
companied the building of new institutions: the Commissariat général du Plan
indicated the economic goals that were to be achieved; the Institut National de
la Statitisque et des Etudes Economiques (INSEE) provided economic informa-
tion; and the Institut d’Erudes politiques de Paris (Sciences Po) and the Ecole
nationale d’Administration trained the top executives of the national economy.
These institutions produced a new generation of elite civil servants.

In 1946, Francois Perroux introduced his course on economic doctrines at Sci-
ences Po with an analysis of the “significance of the Keynesian revolution.” Two
distinguished civil servants taught the future civil servants a conception of eco-
nomic policy as distinct from political economy, personified by Jacques Rueff.4
In his courses, Rueff, the general secretary of the National Foundation of Politi-
cal Sciences, treated neoliberalism without once mentioning its French advo-
cates. He was ironical and disdainful about the Colloque Lippmann®” and dis-
paraged the point of view of the intransigent liberals (notably, Friedrich Hayek in
The Road to Serfdom): “According to them, any intervention of the state in the
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economic life . . . would be likely to lead, and even would lead inevitably to a
completely collectivist Society, Gestapo and gas chamber included.”#® But dis-
crediting liberalism did not mean that socialism was to be defended. The activist
policy pursued by the authorities and the search for growth and full employment
were used as mandates: “production and productivity, therefore equipment and
modernization.”® Thus, the Plan Monnet (1947-1952) was the example to be
followed because it “was not a bureaucratic work.”*® The goal was to substitute
the old discredited liberalism with a rationalized capitalism: “French planning
[was] the search for a middle way reconciling the attachment to freedom and in-
dividual initiative with a common orientation of development.”>! Therefore, this
model was not incompatible with a form of neoliberalism, even if neoliberals,
and in particular businessmen, denounced it.>?

During the 1950s, neoliberal ideas thus spread beyond traditional liberal
circles. France discovered (though not for the first time) English and Ameri-
can economics. The doctrines were circulated without their original context
and therefore could be dissociated from their national promoters.>® The Insti-
tut de Science Economique Appliquée (ISEA) led by Frangois Perroux pro-
moted the British version of neoliberalism.>* Some economists supported the
idea of a state that was not economically neutral but intervened in accordance
“with the internal logic of . . . the market economy.”>> German neoliberalism
was far less familiar. If it had untiring promoters among businessmen and in
the person of Jacques Rueff,’ it was little studied, but some followers did
emerge: neoliberals like Francois Bilger”” or Social Catholics like André Piet-
tre,”® who compared German neoliberalism and French planning. Unques-
tionably, the doctrines of foreign neoliberals circulated, and some economists
tried to synthesize them with domestic themes. Such was the case of Ray-
mond Barre. Translator of Hayek and close reader of Walter Eucken and Li-
onel Robbins, Barre claimed that one of the goals of economics was to define
conditions under which intervention in a market economy was viable. He
therefore proposed an economic policy combining “planning for competi-
tion” (Hayek) and an income-driven policy.” For the young economists who
studied neoliberalism, this doctrine did not appear incompatible with ecither
the French model of development or the “concerted economy” preached by
some planners like Frangois Bloch-Lainé.?* In his Ph.D. dissertation about
neoliberalism, Jacques Cros, who was to become a European civil servant,
even established a link between the ideas discussed during the Colloque Lipp-
mann, Keynesianism, and the proposals of the French Social Catholics.®!
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Neoliberal ideas made headway during the 1950s and the 1960s, even if
only among a few economists or civil servants who later declared themselves
to be neoliberals. This renewal was facilitated by the lack of a credible alter-
native in economic policy. Keynesianism was introduced in France only un-
der the Occupation. After 1945, it was defended by some socialists, civil ser-
vants, and economists affiliated with Social Catholicism (in particular Henri
Guitton and Alain Barrere),® but it was not generally considered legitimate
from a left-wing perspective. For numerous French economists, the lesson of
the General Theory was to consider “the growth harmonized by a deliberate
policy”® as the main economic phenomenon. It explains why Keynesianism
divided neoliberals, some of them adamantly criticizing this theory (Jacques
Rueff)® and others accepting it as portending progress for economics (Ray-
mond Aron or Daniel Villey).®> In practice, Social Catholicism was more in-
fluential than Keynesianism in the economic debates of the postwar period.
Alongside of Christian trade unionists and ecclesiastics, academic econo-
mists, civil servants, as well as directors of the nationalized sector and large
private companies all took part in the conferences organized by the Catholic
authorities. The Semaines Sociales de France thus constituted a sort of small-
scale model of the world of the “modernisateurs” in the 1950s. Within this
framework, the traditional Catholic rejection of liberalism and socialism
took on a new significance: at the Semaines Sociales one faction tried “to rec-
oncile planning and freedom” and to associate “economic realism with social
progress”;°® another condemned the planned economy but greeted “the con-
siderable and partially original effort of organization”®’ realized since the Lib-
eration. The participants in the Semaines Sociales were delighted by the
coexistence of capitalism and socialism in France, a position that offered the
double advantage of being in conformity with the papal encyclicals and of
providing a bulwark against communism. Whereas neoliberalism was offi-
cially criticized within Social Catholic circles,®® this criticism should not ob-
scure the fact that an intellectual proximity existed between the right wing of
Social Catholicism and the left wing of neoliberalism. Intransigent liberals
still rejected the role Social Catholics granted to the state.” André Piettre
and Jacques Rueff attempted to find a common ground between neoliberals
and Social Catholics, viewing them as “men of goodwill whom . . . vain doc-
trinal oppositions divided.””® Some economists belonged to these two paral-
lel universes; among these economists was Gaston Leduc, who became presi-

dent of the Mont Pélerin Society in 1974.
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Subsequent structural events progressively modified the power relations
between economic doctrines in France. At the end of the 1950s, France under-
went a significant political and economic crisis that exposed the political sys-
tem in all its brittleness and its incapacity to manage the decolonization pro-
cess, while inflation remained high. In this context, neoliberalism exploited its
opportunity to take its intellectual revenge. France had been through a period
of interventionism between 1944 and 1946, and the Fourth Republic was
characterized by a form of revanchism between governments, which tried to
restore the free market gradually and to form administrative structures that
did not evolve. Owing to the influence of the Communist Party, the trade
unions, and other groups, the authorities found it politically impossible to re-
form the welfare state in-depth. With the birth of the Fifth Republic in 1958,
France acquired a solid political regime and was able to end governmental in-
stability. Its leaders regained control of the economic administration, while a
new generation of civil servants took the helm.”! First the Pinay-Rueff Plan
(1958)7? and then the Armand-Rueff Committee (1959-1962) bore witness to
the revival of neoliberalism. European construction also played a significant
role: national economic development was anchored in a wider space, that of
the Common Market, which served as “an institutional market” (Jacques Ru-
eff) within which a neoliberal policy was rendered possible. Neoliberalism
gradually gained ground in the state and in the economic administration:
“with the sth Plan [1966-1970] and, even more the 6th Plan [1971-1975], the
state gave up its economic stewardship, and restricted itself to acting as a fa-
cilitator for economic concentration, the respect of competition and the con-
quest of external markets.””> Nevertheless, the compromises that the new
power had to strike did not satisfy the most radical neoliberals. The presiden-
cies of Georges Pompidou (1970-1974) and Valéry Giscard d’Estaing
(1974-1981), who chose Raymond Barre as prime minister, did not modify the
situation. Whereas the successive governments followed neoliberal policies,
the heirs of neoliberalism were disappointed by the government’s policies of
liberalization, which they considered too partial. When, in the mid-1970s, the
economic crisis put an end to the state’s traditional interventionist policies,
the mood of the time no longer favored traditional neoliberalism.”

The liberals’ dashed hopes partially accounted for the creation of the Asso-
ciation pour la Libert¢ Economique et le Progres Social (ALEPS) in 1966.
This organization, initially formed by André Arnoux, an industrialist who
wanted to be admitted into the Académie des Sciences Morales et Politiques,
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organized every year until the middle of the 1970s a “Week of Liberal Thought”
in counterpoint to the “Week of Marxist Thought.” The sessions gathered ac-
ademics, essayists, and right-wing politicians, and among the participants were
Maurice Allais, Raymond Aron, Michel Crozier, Yvon Gattaz, Thierry Maulnier,
and Jacques Rueff. In spite of its limited resources and its relatively few mem-
bers (around 400 at the end of the 1970s),”> ALEPS played a significant role in
spreading the arguments against the social democracy, which at the end of the
1970s was defended by the so-called New Economists (including Florin Aftal-
ion, Jacques Garello, Henri Lepage, and Pascal Salin). The promoters of the
New Economy were economists related to businessmen or economic journal-
ists linked to political parties arrayed in opposition to the Socialist Party and
its intellectual adherents. They helped popularize monetarism and stigmatize
Keynesianism, particularly through the creation of think tanks such as the In-
stitut Economique de Paris. If their political proposals were frequently
pitched toward extremists, the New Economists participated in the elabora-
tion of a new intellectual mode that progressively became dominant in the
1980s after the victory of the socialist Francois Mitterrand. Benefiting from a
new international context, such as the elections of Margaret Thatcher and
Ronald Reagan, this generation of neoliberals sought to distance themselves
from the older French neoliberal tradition. Their goal was not to give the state
an active role in defending free enterprise, but on the contrary, to produce a
full-bore reinstatement of laissez-faire economics. Whereas during the 1930s,
the French neoliberals rejected the works of the classical liberals such as
Frédéric Bastiat or Gustave de Molinari, because for many they meant “laisser
souffrir,”’® these authors turned out to be central for the new generation, in
conjunction with American libertarian spokesmen. The New Economists are
still not devoted to the national roots of neoliberalism (except for Jacques Ru-
eff’s work),”” and when we compare their agenda to Lippmann’s manifesto,
Lippmann could be said to have a socialist agenda.

This radicalization explains why neoliberalism is often presented in France
as if it were a foreign extremist discourse, imported from Great Britain or the
United States, and appearing de novo in the 1970-1980s. The New Economist
doctrine is, however, the product of a longer history that is partly French and
that shows a whole sequence of transformations: those concerning the role of
the state and its structures, as well as those of the economic doctrines that
took part in this evolution. By reinstalling the state in the liberal theory, neo-
liberalism offered to its advocates a pragmatist solution to the crisis, especially
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because its competitors (planning, corporatism) could appear utopian. World
War II helped discredit the corporatist hypothesis. With the Liberation, the
building of a planned economy, combined with preservation of the principle
of the market economy, placed neoliberals in a difficult position. They were
faced with a Hobson’s choice: either to justify state interventionism or to
preach a return to laissez-faire. This second solution was undoubtedly the
most intellectually coherent, but just like the left-wing critical discourses of
the 1930s, it had the drawback of possessing a certain utopian character. Thus
neoliberalism could adopt two very different faces: an administrative face, ac-
cepting the compromises and conquering power between the mid-1950s and
mid-1970s; and a more radical face, benefiting from the failures of the first ver-
sion of neoliberalism to overcome the crises of the 1970s, but also from the po-
litical victory of the socialists in 1981, which produced a strong electric shock
for the right wing. These two versions of neoliberalism supported each other.
The durability of the bureaucratic structures inherited from the Liberation
masked the progress of the liberal ideas in the area of power. The neoliberal
extremism of the 1980s ushered in privatization and deregulation and permitted
right-wing politicians to acknowledge their fundamental adherence to neolib-
eralism. As Jacques Chirac declared in front of members of the Mont Pelerin
Society in 1984: “we need today an absolute liberalism to encourage us to make

the necessary liberalism.””®
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Liberalism and Neoliberalism

in Britain, 1930-1980
KEITH TRIBE

For over two hundred years English ideas had been spreading eastward.
The rule of freedom which had been achieved in England seemed destined
to spread throughout the world. By about 1870 the reign of these ideas had
probably reached its easternmost expansion. From then onwards it began
to retreat and a different set of ideas, not really new but very old began to
advance from the East. England lost her intellectual leadership in the po-
litical and social sphere and became an importer of ideas. For the next sixty
years Germany became the centre from which the ideas destined to govern
the world in the twentieth century spread east and west. Whether it was
Hegel or Marx, List or Schmoller, Sombart or Mannheim, whether it was
socialism in its more radical form or merely “organisation” or “planning”
of a less radical kind, German ideas were everywhere readily imported and
German institutions imitated.

E A. von Hayek!

Introduction

Hayek’s Road to Serfdom (1944) is a work that has assumed a central intellectual
and symbolic importance for British neoliberalism. It was written in Britain
during the early 1940s while Hayek, then professor of economics at the London
School of Economics, was teaching in the school’s wartime home—Cambridge.
All of these factors are of importance, positively or negatively; but most readers
of the book have misread these polarities. Hayek’s chief line of argument is that
the classical liberalism on which the liberty and prosperity of nineteenth-
century Britain was built was threatened by statist, German ideas that furthered
increasingly deliberate regulation of all social life. But while invoking classical
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liberalism, Hayek signally failed to consider why, by the later nineteenth cen-
tury, it had already been displaced in Britain by “new liberalism.” By midcen-
tury this was also a spent force, because the political forces that had converted
“classical” into “new” liberalism—the extension of the franchise, the emergence
of the Labour Party, and the political consequences of World War I—had in
turn fatally undermined new liberalism by the later 1920s.

This chapter first sketches this somewhat complex history of British liber-
alism to midcentury, so that we might more clearly perceive where neoliberal-
ism fits into this history. Central to this story are economists from the London
School of Economics (LSE), which was not only a stronghold of economic
liberalism during the interwar period but exerted great influence on the teach-
ing of economics throughout Britain and the Empire via its external degrees
in commerce and economics. Lionel Robbins, professor of economics at LSE
from 1929 to 1961, was no simple doctrinaire liberal. During World War IT he
headed the Economic Section, the principal grouping of economists recruited
to advise on the organization of the wartime economy. The policy framework
that these economists devised was bequeathed to postwar governments and
provided the template for “Keynesian” economic management.

A small number of important British economists were active in the MPS,
and Robbins himself drafted its program. During the immediate postwar pe-
riod, neoliberal academic criticism of welfarism and planning could be directed
at the activities of the Labour government; but criticism of the government
from the right became more difficult once Labour gave way to the Conserva-
tives in 1951. Academic opinion instead embraced a muted Keynesian synthesis,
broadly aligning itself with governments of the day through the ensuing three
decades of Conservative and Labour rule. During this period the neoliberal
agenda was instead developed and advanced from new, nonacademic organiza-
tions, of which the Institute of Economic Affairs was the first. Except for a brief
period in the early 1970s, these institutions found themselves firmly on the
fringe of policy and politics. This changed with the election of Thatcher’s Con-
servative government in 1979: what had hitherto been peripheral now became
mainstream. British “Keynesian” academics were locked out of policy formation
by the new government. They looked on as the government shaped an eco-
nomic policy inspired by the ideas of monetarist zealots, journalists, and free
market ideologues who could broadly be considered “neoliberal” in orientation.

This story has to begin with that classical liberalism around which Hayek
buile his critique.
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“Classical” Liberalism

British liberalism—from John Stuart Mill through Thomas Gladstone to Henry
Sidgwick, Lloyd George, William Beveridge, and John Maynard Keynes—had
already by the mid-twentieth century followed an apparently perverse trajec-
tory. Mill had made the argument concerning the boundaries between indi-
vidual and state in his essay “On Liberty,” attacking state education as tending
to establish “a despotism over the mind, leading by natural tendency to one
over the body.”? At the time he wrote this essay, Britain did not have a system
of compulsory elementary education; but less than two decades later this ab-
sence was widely considered a serious deficiency in a world where Britain
faced more “progressive” economic competitors.

Mill’s “On Liberty” is a monument to a classical liberalism that barely out-
lasted the nineteenth century, and whose conception of the relation between
state and individual could not survive the development of parliamentary
democracy based on universal suffrage.’ By the close of the nineteenth cen-
tury, liberalism stood for progressive policies on social reform and Irish inde-
pendence, and labor representatives sat in the House of Commons as Liberal
MPs. This new liberalism of the party elected on a landslide in 1906 coupled
free trade and social reform, but the Labour Party had been formed in the
same year and returned its first MPs in that election. By 1922 British parlia-
mentary politics had been decisively recast as a contest between Conservative
and Labour parties, and the Liberal Party was reduced permanently to a rump.
Its social liberal agenda had developed from new liberalism and had recast
Mill’s demarcation of individual from state responsibility. No longer was the
extension of state control perceived as an encroachment on individual liberty;
instead, each enlargement of the state’s authority and activity was now to be
judged in terms of its positive or negative impact on personal liberty. Further-
more, the liberties that it defended in this way were increasingly conceived in
economic, rather than political, terms: free trade and hostility to the corpo-
ratism of both employers and trade unions. Through the twentieth century the
transition from political to economic freedom became the signature of a ne-
oliberal agenda.

The novelty of Friedrich Hayek’s critique of modernity, 7he Road to Serf-
dom, lay in his argument that the demise of the liberal tradition was due to
“foreign ideas”—extending and generalizing positions he had already ad-
vanced in the mid1930s concerning the impact of centralized planning on
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economic life.? There he had argued against the view, associated with the writ-
ings of Otto Neurath, Emil Lederer, and Walter Rathenau, that “deliberate
regulation of all social affairs” was either practicable or efficient, echoing
points made by von Mises in the 1920s.° The Road to Serfdom was a political
tract for the times, not a work of economic analysis; but as a political tract it
was strangely silent on the contribution of democratic institutional develop-
ments to the demise of classical liberalism. On the first page of the book that
quickly became the canonical work of neoliberalism he warned that Britain,
the country of Adam Smith and John Stuart Mill, was in danger of treading
the same path to totalitarianism that had begun in Germany and Austria dur-
ing the later years of World War I.

This millenarian cast of 7he Road to Serfdom is often overlooked by disciples
and dissenters alike. But it is important for an appreciation of the force of
Hayek’s arguments that we understand the narrative strategy he adopted in this
work. The basic historical development is plainly laid out in the epigraph to
this chapter. In the nineteenth century Britain had set forth liberalism in the-
ory (Mill's “On Liberty”) and in practice (free trade, limited government, par-
liamentary sovereignty). “German” developments—the supremacy of the state
(Hegel), socialism (Marx), economic nationalism (List), German historicism
(Schmoller), cultural criticism of capitalism (Sombart), and the new social sci-
ences (Mannheim)—Dbegan to roll back the diffusion of liberalism in the later
part of the nineteenth century, a process that was accelerated rather than halted
by the defeat of Germany in 1918. Hayek’s tract pointed up in general terms the
dangers inherent in the consequent belief that government could provide for
the welfare of their citizens more efficiently than the citizens themselves.

A great deal of the rhetorical force of Hayek’s book in the English-speaking
world derives from this ostensibly “European” cast. Hayek in Road to Serfdom
appears to defend an essentially English model of classical liberalism against
the corrosive influence of “German ideas.” The road to serfdom, Hayek ar-
gues, is a German road, an idea simple to grasp during the early 1940s in more
ways than one. Read from a German interwar perspective, however, the
rhetorical force of this line of argument collapses. The general principles ad-
vanced by Hayek clearly derive from a body of continental interwar literature
concerning parliamentary democracy and the state in the first German repub-
lic. When placed in this context, the arguments advanced in Road to Serfdom
no longer seem so compelling or cogent. The most prominent, and notorious,

figure in these debates was Carl Schmitt, whose critique of parliamentary
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democracy was all the more devastating for his recognition that classical liber-
alism and its limited state were both gone for good.” Some of the reasons for
this critique will be outlined shortly, but Schmitt’s arguments have survived
into the twenty-first century because he articulated a problem that remains
unresolved: how can political order and liberty be secured if the state has no
limit other than laws passed by whoever controls Parliament and government?
Hayek responds to this problem, but his solution is a purely rhetorical one.
His appeal to a golden age of the English liberal state elaborated in terms of
the distribution of knowledge does indeed possess clarity and simplicity, but
amounts to no more than a wish that the world were other than it is:

The state should confine itself to establishing rules applying to general
types of situations, and should allow the individuals freedom in everything
which depends on the circumstances of time and place, because only the in-
dividuals concerned in each instance can fully know these circumstances
and adapt their actions to them. If the individuals are to be able to use their
knowledge effectively in making plans, they must be able to predict actions
of the state which may affect these plans.®

We can gain some perspective on these generalities by returning to John Stu-
art Mill. Much of “On Liberty” is taken up with the issues of interpersonal
freedom, and it is only in the final chapter, “Applications,” that Mill explicitly
raises the nature of an individual’s relationship to the state. Here, inter alia, he
takes the view that the education of children is a parental duty, specifically
that of the father; but that unfortunately no obligation is laid upon the father
to provide it. Clearly, where such responsibility is breached, the state ought to
see it fulfilled “at the charge, as far as possible, of the parent.” This robust, if
not libertarian, perspective could of course be extended into all the areas of
activity of the modern state. Universal education was generally perceived as a
desirable, modernizing force in all nineteenth-century industrialized coun-
tries, with the development of formal educational structures in Britain lagging
behind those of European neighbors. Not until the later 1930s was a clear dis-
tinction made between primary and secondary education; the school-leaving
age was raised first to 15 in 1947 and then to 16 in 1972;'" only in 1944 were
statutory regulations drafted so that pupils would be instructed according to
their age rather than their abilities.!!

But however slowly state control of education developed in Britain, from a
modern perspective state control of the type so vehemently opposed by Mill
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was but one, apparently inevitable, part of the development of industrial
economies. True, in mid-nineteenth century Britain, liberals were closely as-
sociated with the movement for social reform—in health, housing, employ-
ment, and education. What gave effect to such efforts and rendered their exe-
cution a responsibility increasingly of central, rather than local, government,
was a function of taxation and representation. Universal provision as a right
generally meant centralized administration since there was a clear limit to lo-
cal taxation such as the poor rate, and universal provision implied the stan-
dardized services that only central control could assure.

First, the demand side was driven by political reform. Pressure for the ex-
tension of state rather than voluntary provision, which was a hallmark of lib-
eral politics, came with the extension of the electorate in Britain to include
the majority of male adults by the 1880s. This change not only converted what
was known in continental Europe as the “social question” into a “parliamen-
tary question,” but it also initially conferred on the Liberal Party the votes and
representatives of the newly enfranchised urban working class.'? The subse-
quent creation of an independent Labour Party representative of working-
class interests was made possible with the financial and organizational assis-
tance of the trade-union movement, eventually robbing the Liberal Party of
the critical mass of voters necessary to elect sufficient numbers of representa-
tives to remain a national political force. The party of reform fell victim to the
reforms it had promoted. The year after publication of Road to Serfdom, in
1945, the Labour Party was elected in another landslide, which brought about
the implementation of the 1944 Education Act, the creation of the National
Health Service, together with the provision of universal entitlements for pen-
sions and unemployment.'?

Although the supply side traces a similar chronology, its constraints are not
quite so familiar. The British state was certainly “limited” for much of the nine-
teenth century, but this was of course only true for the inhabitants of Great
Britain, and not for those of India or Australia. There was no especially com-
plicated reason why, in the first half of the nineteenth century, the British
state was domestically a “small” state. The wars of the eighteenth century, cul-
minating in the Napoleonic Wars, all but ruined the state finances. Even if
central government, such as it was, had sought widespread interference in the
social and economic life of the country, it did not possess the financial means
to do so. During the period 18221831, defense consumed 30 percent of central
government resources, while debt servicing took up another 59 percent.!t
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Debt repayment made up almost a half of government spending until mid-
century, falling eventually to around 10 percent at the end of the century."”
Military spending moved in the opposite direction, and in Britain’s case this
meant primarily spending on the navy, which not only secured the seas for
free trade but also enforced the abolition of the slave trade. By the end of the
century, however, gunboat diplomacy had given way to a naval arms race with
Germany, so that in the financial year 1913-1914 from a budget of £197.sm the
navy took £48.8m. and the army £28.3m. Social services of all kinds—
education, health insurance, pensions—took £32.1m. Revenue was overwhelm-
ingly indirect, so that the costs of navy and army together (£79.1m) were al-
most matched by revenues from taxes on the sale of alcohol, tobacco, tea, and
sugar alone (£71.5m).'¢ A fiscal base so heavily skewed to taxation on such ba-
sic items of mass consumption proved unwieldy in wartime;!” British war fi-
nance therefore had once more to borrow heavily in international markets,
with repayment requiring a restructuring toward direct taxation together with
a significant increase in the overall tax burden. The fiscal profile of govern-
ment once again doubled from 1914 to 1920 because of the costs of war.'® De-
fense had taken 44 percent of total expenditure in 1913-1914, debt services 14
percent, and social services (education, health, labor, insurance, and pensions)
19 percent. By 1925-1926 these figures had altered to defense 16 percent, debt
servicing 46 percent, and social services 24 percent."”

All of this is to say that the chronology offered by Hayek for the decline of
the liberal state is broadly correct, but not for the reasons he adduces. It was
not “German ideas” that undermined classical liberalism, but the internal and
external dynamics of industrialization and democracy—what in another lan-
guage used to be called social progress. The state based on the rule of law along
the lines that Mill articulated in 1859, and which underpins Hayek’s critique of
modernity, barely outlasted Mill’s lifetime. Everywhere reform brought costs
that required higher levels of taxation and consequent accountability in the
expenditure of public money. The civil service reforms of the 1850s converted
occasional emoluments to fixed salaries and pensions. The movement for the
incarceration of convicted criminals, rather than their consignment to the gal-
lows or transportation, brought increasing expenditures for both local authori-
ties and central government. The regulation of private enterprise—factory in-
spection, hours of work for women and minors, railway safety, clean water, and
waste disposal—extended the financial commitment of central government.
Local government assumed responsibility for elementary education and from



LIBERALISM AND NEOLIBERALISM IN BRITAIN, 1930—1980 75

the 1890s developed a framework of vocational education in new technical col-
leges. The issue of how liberty and democracy might be secured in the world
that such forces were to create became a critical one during the interwar period.
Hayek was entirely silent on these developments.

The Road to Serfdom was, as noted earlier, a political, not an economic,
tract. Hayek was a professor of economics, but in constructing his argument
he made no use of economic reasoning even in its broadest sense. The classi-
cal liberalism that the book invoked promoted above all a conception of po-
litical freedom, underpinned by a parallel, but weaker, conception of eco-
nomic liberty. Free markets, in this classical view, were a corollary of political
liberty, and not the other way around.?” The universality of political rights
under a rule of law had only slowly been extended into the marketplace, usu-
ally in Britain a narrative related to freedom to participate in trade unionism.
But since manual workers made up the overwhelming majority of the work-
force, legislation on the freedom of association, labor contracts, working con-
ditions, and hours of work was, in the nineteenth century, a very important
part of “economic liberty,” even though such rights are usually understood to
be part of the history of the socialist movement. Even free trade, an interna-
tional hallmark of the liberal state if ever there was one, was in the nineteenth
century primarily a political, and not an economic, idea.?! Although an eco-
nomic argument for the gains from trade had been developed by Adam Smith
and James Mill, cryptically articulated by David Ricardo in 1817, and fully
elaborated by John Stuart Mill in 1829-1830,%% none of these arguments in-
formed the extension of free trade during the nineteenth century. Ricardo’s
argument from what was later known as comparative advantage addressed the
rate of profit, not popular welfare; economic liberty was merely a condition
for the realization of comparative advantages, and, unlike Smith’s argument,
played no special role in Ricardo’s.”> Moreover, Ricardo couched his argu-
ment in terms of the trade between England and Portugal in wine and wool
(the Methuen Treaty of 1703), making it very easy for nonspecialists to con-
fuse comparative with absolute advantage. This confusion has since been in-
trinsic to all public discussion of the gains from international trade.

What distinguishes neoliberalism from classical liberalism is the inversion of
this relationship between politics and economics. Arguments for liberty become
economic rather than political, identifying the impersonality of market forces as
the chief means for securing popular welfare and personal liberty.>* This was es-
sentially Hayek’s argument—that a society in which decision making was in
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large part centralized would undermine the welfare and freedom of its popula-
tion. But just as Hayek failed to consider the developmental tendencies of po-
litical life, he also failed to take account of the changing nature of capitalist
economies from the later nineteenth to the mid-twentieth century. Conse-
quently, the centralization and bureaucratization that he attacks is an outcome
of “foreign ideas,” not the internal dynamic of business, welfare, and politics.
For Hayek, the “market” is an abstract, not a substantive, entity; the “perfect
market” is the counterpart of the liberal state. He appeals to classical liberalism
but argues from economy to polity; his “road to freedom” now ran through the
market to political liberty, and not the other way around. The fact that this ar-
gument was underpinned by a conception of the state borrowed from the nine-
teenth century was of secondary importance, since politics had now become the
corollary of economics.”> By the time Hayek was writing, democratic states
everywhere had already assumed a significant responsibility for the welfare of
their citizens, and governments were increasingly judged by the degree of suc-
cess with which the prosperity of voters was secured. The postwar years were to
reinforce this trend, not diminish it.

Political theory was never widely debated with any great enthusiasm or so-
phistication in twentieth-century Britain, and so this internal disconnection
in Hayek’s argument seems to have gone unnoticed. His work was taken up
by individuals who argued almost exclusively in terms of economic, not po-
litical, liberties. When set against the history of liberalism in twentieth-
century Britain, the placing of such liberal economic arguments within the
political landscape is not a straightforward matter. “Liberalism” was a move-
able feast. In later Victorian Britain, the Liberal Party was identified with is-
sues such as Irish Home Rule, social and electoral reform, and promotion of
the early development of what became the Labour Party, funded by the trade-
union movement. Social welfare in Britain was a Liberal innovation, dating
from the 1906 election following which Winston Churchill became Liberal
president of the Board of Trade. Later on, when the Liberal Party had been
eclipsed by the Labour Party, the figures whom Hayek most closely associated
with the forces of collectivism, Keynes and Beveridge, were Liberals—not
Labour, nor Conservative. The postwar Labour government did of course en-
act the legislation that created the welfare state, but the reflexes of British
business at this time, as of also the Conservative Party, were strongly corpo-
ratist. It was a Labour government that in 1949 created the Monopolies (and

Restrictive Practices) Commission to report on private-sector cartels and mo-
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nopolistic firms, making it the first government in Europe to introduce legis-
lation directed to the ending of restrictive practices and the promotion of
competitive markets.?® The Conservative Party remained the party of corpo-
ratism through the 1950s and 1960s, with the Liberal Party adopting increas-
ingly social liberal policies. This changed first in 1970 with the election of Ed-
ward Heath’s Conservative government on an uncompromising free market
agenda. But Heath was also a supporter of European integration, later anath-
ema to Margaret Thatcher, who in many respects revived the economic senti-
ments of postwar Liberals. In the meantime the Liberal Party, following a tor-
tured chapter of accidents and incidents too arcane to be recounted here,
became briefly the Liberal and Social Democratic Party, before settling upon
its present title of Liberal Democratic Party. In 1997 the Labour Party was re-
elected under the New Labour banner, and in its second and third terms term
began to complete implementation of reforms to health, education, and wel-
fare that Margaret Thatcher had failed to carry through in the 1980s. But the
final execution of centralized state planning for health, education, and welfare
was achieved during the term of New Labour, building on a policy agenda
that was supposedly the essence of Thatcherism. Characteristic of government
policy in health and education in the early twenty-first century is a rolling
program of reform and marketization in which the language of markets and
choice is coupled with micromanagement on the part of central government
departments.?’

And so it is perhaps little wonder that liberalism has been left to econom-

ics, where at least matters seem to be a lot more straightforward.

Liberal Economics in Interwar Britain

The transition in the foundation of liberal argument from politics to econom-
ics outlined above found support in Britain from academic economists able to
articulate clearly these new foundations. This was first made obvious in the dis-
pute over tariff reform leading up to the 1906 election, when proponents of
the “new economics” publicly supported free trade, while those economists
who did not—William Cunningham, W. A. S. Hewins, William Ashley—are
linked by the skepticism with which they viewed the development of contem-
porary economic thinking. During the 1920s a number of academic centers for
teaching and research in economics developed, foremost among them being

the London School of Economics, but also including Birmingham and
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Manchester alongside Oxford and Cambridge. LSE economists stood out for
the clarity with which they linked the economics they taught to liberal ideas.
This tradition goes back to the founding professor of economics, Edwin Can-
nan.”® Representative of his approach is his collection of essays and articles on
the conduct of the economy during World War I and after in which he asserts,
in his typically forthright style, that “Modern civilization, nearly all civiliza-
tion, is based on the principle of making things pleasant for those who please
the market and unpleasant for those who fail to do so . . . ,” adding “. . . what-
ever defects this principle may have, it is better than none.”” The “protest” of
Cannan’s title (An Economist’s Protest) is against economic nationalism and the
delusions of economic management, combining relentless criticism of govern-
ment regulation with support for international government.

Cannan had been an Oxford student in the 1880s, part of a generation that
with Ashley and Hewins had by the early 1900s turned away from the con-
nection of reformist politics to economics.?® But Cannan was a great admirer
of Jevons and sought to apply elementary economic principles to the work of
business and government. Although Cannan’s understanding of economics
was by the 1920s generally regarded as rather old-fashioned, the style carried
over to many of his students, notable among them being Lionel Robbins and
Arnold Plant, two of the later MPS members from Britain. Cannan had upon
his retirement in 1927 been succeeded by Allyn Young, but with Young’s pre-
mature death in 1929 Robbins, a 1923 graduate, was appointed to the chair of
economics. This was part of a clear transition in the school, in which new ap-
pointments were increasingly drawn from its own students. In 1930 Arnold
Plant returned from Cape Town as professor of commerce, and throughout
the following two decades Robbins and Plant were dominant figures at the
LSE. Coupled with a consolidation in the school itself, its students spread out
to other institutions. The Calendar records twelve graduates in commerce and
economics appointed in 1931 to posts in Britain, South Africa, India, New
Zealand, and Japan.?! Robbins, who had visited Mises’s Privatseminar in Vi-
enna during the 1920s (see the Introduction to this volume) also brought
Hayek to London in the same year first as a visiting professor, then as a per-
manent appointment; while Robbins’s presence is suggestive of the school’s
established political character, there is no indication that Hayek had any inde-
pendent impact on the work of the school or on its reputation.*

Robbins had been impressed by the published work of Hayek and von Mises,
and their influence is particularly clear in his notorious account of the depres-



LIBERALISM AND NEOLIBERALISM IN BRITAIN, 1930—1980 79

sion. The American Crash of 1929 had not directly created an international de-
pression, but it undeniably marked the end of a brief period of international eco-
nomic recovery. Britain departed from the Gold Standard in September 1931
and responded to the growing crisis by electing a new national government the
following month. This government proceeded to abandon free trade for protec-
tion, introducing commodity boards to promote and subsidize domestic pro-
duction. These developments led Maynard Keynes to entirely recast his argu-
ments on employment and trade, recognizing that the new policy regime could
not simply be wished away. This was an important element in the drafting and
composition of his 1936 General Theory of Employment, Interest and Money.

Set against this background, Robbins’s Great Depression of 1934 is a doctri-
naire tract lacking engagement with contemporary economic problems. This
disconnect was noted at the time; the reviewer in the Economic Journal opened
by noting that the study was made “from the standpoint of the analytical neo-
individualism which has been developing in recent years at the London School
of Economics” and further suggested that Robbins’s objective was to vindicate
“an elaborate and essentially abstract theory of the conditions of equilibrium.”
Robbins’s general argument was that prosperity would return only if the mar-
ket were permitted to work without hindrance. He argued that central bankers
secking to promote reflation simply created greater fluctuations; and that the
creation of a social insurance system had removed any incentive trade unions
might have had to protect their members by agreeing to reductions in wages.
Hence Robbins’s policy argument was that central bankers should not seek to
manage financial markets and that universal social insurance was a bad idea.
The longest chapter in the book outlines a blueprint for recovery, which em-
phasizes the restoration of business confidence through the stabilization of in-
ternational exchange, hence the restoration of the Gold Standard as the route
to renewed growth and prosperity and the consequent reduction of unemploy-
ment.* Businessmen, Robbins argued, should be freed of regulation as well as
the illusion that the state will prevent their ruin if they make mistakes.

The property owner must learn that only by continually satisfying the de-
mands of the consumer can he hope to maintain intact its value. Only in such
conditions can we hope for the emergence of a structure of industry which is
stable in the sense that it can change without recurrent catastrophe.”

He concluded by calling for limited government, a reflection of the fact that
all over the world parliaments were assuming responsibility for more than
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they could effectively oversee. This was certainly true, but the utopian cast of
this line of argument is plain.

The general character of this line of economic argument is not specifically
“Austrian.” Arnold Plant had constructed similar arguments during the 1920s,
drawing on the economic principles he had learned from Edwin Cannan.
Plant’s first publication concerned the wage differentials secured by a segregated
labor market, whether in South Africa or the American South, translating a de-
nunciation by Lord Bryce of racial discrimination into the language of rent-
seeking behavior. Poor whites, he argued, unable to compete on equal terms
with blacks, employed political means to place blacks at a permanent disadvan-

t.%° He maintained that such impediments to the

tage and hence extract a ren
working of the labor market impoverished black workers and reduced overall
economic efficiency, and hence the welfare of all. Later, during the 1930s, he
wrote two papers on patents and copyrights, which similarly identified these le-
gal instruments as monopolistic in character, secured as a property right created
by statute. This argument would later be translated and generalized into the
language of rights to intellectual property, as Ronald Coase, Plant’s student, was
to point out in his biography of Plant.”” In 1937 Plant took part in a (scripted)
BBC radio discussion entitled “This Planning Business.” John Strachey argued
the case for planning by suggesting that modern capitalist enterprise was char-
acterized by planful activity, which displaced market mechanisms, and that if
modern government wete to follow the lead of modern business this would nat-
urally mean an extension of such techniques to public administration and social
welfare. Plant, an expert on modern business who ran the LSE’s graduate school
of business, and whose knowledge of modern business practice was probably
more extensive than that of any other contemporary academic, would have
none of this.*® He put forward simple free market principles so vigorously that
the third participant, Harold Macmillan, the future Conservative prime minis-
ter, concluded that he had “never listened to a more hard-boiled conception of
free Capitalism than that which he [Plant] advances.”® According to Macmil-
lan, these ideas belonged to the nineteenth, not the twentieth, century.
Macmillan was wrong on this matter. The principles that Plant advanced so
ruthlessly were very much part of the twentieth century. They reflected the way
in which modern economics was evolving into an apparently closed, self-
referring system of thought suitable for teaching to young people and capable of
ever-increasing technical elaboration—rather like Ramist logic in sixteenth-

century France. Plant’s arguments on labor discrimination and copyright em-
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ployed very simple economic principles to great effect. But what distinguished
the exposition of economic principles at the London School of Economics was
a strong normative belief that such classroom principles could be translated un-
mediated into economic argument and policy agendas. What lent this, for the
time, idiosyncratic belief resonance was the school’s position in the expanding
educational system. Alongside its regular daytime students there were also eve-
ning students for whom teaching was duplicated. In addition, as part of the
University of London, the school offered its curriculum and courses to corre-
sponding students throughout Britain and the Empire. Arnold Plant also ran
a well-funded Commerce Degree Bureau that coordinated distance learning
though the circulation of teaching materials and the marking of student essays
by LSE staff. The school’s pedagogic reach was therefore far greater than that of
Oxford, Cambridge, or even Manchester and was aimed at a wider con-
stituency. In the postwar expansion of economics teaching in school and col-
lege, the LSE could capitalize on this influence. The later MPS member Fred-
eric Benham, a graduate who was also on the staff, had published a textbook of
economic principles in 1938 to support its teaching in London and beyond, and
this text remained in print until the 1960s.%’ The eighth edition of 1967 can be
found heading the list of general economics textbooks in a survey of economics
for schools dating from the early 1970s.4! In the 1950s Benham’s text was super-
seded at university level by that of Stonier and Hague, also directed to the Lon-
don economics degree.*> And when the first “modern” British economics text-
book was published by Richard Lipsey, that too was written by a professor of the
London School of Economics.*> During the 1950s and 1960s the London
School of Economics was far more representative of mainstream orthodoxy in
Britain than either Oxford or Cambridge, and it was also able to project its ver-
sion of modern economics to a far wider audience. By that time, however, argu-
ments concerning the deficiencies of planning, together with its consequent in-
efficiencies and infringements of liberty, had moved on, since in the meantime
the experience of the British economy in wartime had displaced that of World
War I Germany, and the postwar welfare state and program of nationalization
presented neoliberals with more immediate targets for their criticism.

Planning the War Economy

Economic advice had played very little direct role in the direction of the war
economy in Britain during World War I; the World War II experience was to
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prove very different. Not only were economists recruited to assist in deter-
mining priorities, gathering information and generating usable statistics, but
it was Robbins who ended up in charge of the main office, the Economic
Section. Furthermore, in the later 1930s the government sought to direct pro-
ductive capacity toward military ends. Aircraft production, for example, was
a complex process, encompassing numerous functions and activities ranging
from ministerial decisions on the types, qualities, and quantities of aircraft
required by the RAF and the Fleet Air Arm, through the design and testing
of prototypes by private companies, the evaluation of competing aircraft, the
placing of orders, and finally the construction of airframes and engines. As
early as March 1938, a formal decision was made to place orders regardless of
financial constraint, seeking direct maximization of existing manufacturing
capacity rather than working to the budgetary constraints that had earlier
hindered the rapid production of modern types.* One month before the war
began, the government created the Ministry of Supply to coordinate wartime
production, and in May 1940 a Ministry of Aircraft Production was formed.
At its peak in 1944 aircraft production employed some 40 percent of Britain’s
industrial workforce.*

Academic economists were quickly recruited to government service. In late
1939 a Central Economic Information Service was established, staffed by John
Jewkes and Harry Campion from Manchester, and Austin Robinson from
Cambridge. Churchill created a Statistical Section at the Admiralty where Roy
Harrod, Tom Wilson, Bryan Hopkin, David Bensusan-Butt, and Douglas Mac-
Dougall worked for Lindemann, Churchill’s scientific adviser. In June 1940
Lionel Robbins, R. F. Fowler, and James Meade were recruited, with further
approaches being made to Richard Stone, Stanley Dennison, and Harold Wil-
son. In early 1941 the functions of the Service were divided between a new
Central Statistical Office, headed by Harry Campion and Ely Devons, and an
Economic Section, headed by Jewkes. When Jewkes left for the Ministry of
Aircraft Production in September 1941, Robbins succeeded him as head of the
Section.“® Key British members of the MPS like Jewkes and Robbins—
Robbins would draft the statement of aims, for example (see Introduction
in this volume)—thus had extensive first-hand experience in government. Fur-
thermore, any list of British economists working for the government during
the war contains a significant proportion of those who, after the war, would
be associated with the MPS, but very few of those younger economists as-
sumed leading positions during the 1950s and 1960s.
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There is now an extensive literature that details the involvement of British
economists in wartime economic administration and the nature of their work.
Two factors are of importance here. First, central direction of the UK’s wartime
economy did not seek to displace the private sector,¥” but as the major pur-
chaser of goods and services the government assumed de facto direction of in-
dustrial output. This was especially clear in the work of the Ministry of Aircraft
Production, which coordinated service demands with both the existing and
new manufacturing capacity available to it. Second, those working in eco-
nomic administration gained a unique insight into the varied problems of de-
mand and supply that had for most of them previously been a purely abstract,
theoretical matter. Their skills found new outlets. Bensusan-Butt studied the
impact of air bombardment and concluded that in 1941 only one in five sorties
got within five miles of the target. MacDougall devised a graphical representa-
tion of the phases of the moon coordinated with convoy routes to predict the
nights when convoys would be most at risk from attack. Tom Wilson, aware of
transport constraints, suggested that vehicles be shipped in a partially disman-
tled state to increase the flow of supplies to the Middle East and India without
requiring more shipping space. The literature is full of similar examples of the
government’s very practical economic management activities in wartime in the
early 1940s. Economists wrestled with mundane but intractable problems such
as what to do with 300 Wellington bombers parked on Blackpool beach with-
out propellers.*® However doctrinaire academic economists might have been in
peacetime, under wartime conditions they demonstrated a clear understanding
of the complexity of economic administration and the delicacy of the interface
between the work of government administration and the efficiency of the
economy as a whole. Aircraft production in Britain was completely trans-
formed as a result of their efforts, but not unfortunately its business struc-
ture.??

Before the war, aircraft construction had been essentially a craft industry.
Part of the prewar program of expansion was aimed simply at the extension of
production capacity, so that even obsolete types were turned out so that mass
production techniques might be developed in a hitherto craft-based industry.*
Car firms became component suppliers, and in this way over time familiarity
with mass construction to higher engineering standards was transferred to post-
war civilian consumer production. That this experience was not then translated
into the postwar modernization of British consumer industries is a complex

story involving the return of loaned American machine tools, depleting British
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plants of the only modern equipment they had,’! the limited purchasing power
of the British public, the diversion of the majority of scientists, engineers, and
technicians to employment in the government sector, and, not least, the sheer
inability of British management to innovate in the way that their German,
French and Italian counterparts did—all of which countries still have domesti-
cally owned car firms.>?

The British wartime economy was run with the assistance of many senior
British economists, but the great majority returned to academic life in 1945
and 1946 to rebuild their departments and extend the discipline. Ely Devons
returned to teach in Manchester but wrote up his four years’ experience in the
planning department of the Ministry of Aircraft Production as Planning in
Practice.>® This fascinating work details the increasingly complex business of
building aircraft, which, throughout the war, “competed” in a very direct way
with German, Japanese, and Italian products.

John Jewkes, Devons’s Manchester colleague who had also spent over a year
as director of statistics and programs in the Ministry of Aircraft Production,
also produced his “memoirs,” but his recollections were very different. Ac-
knowledging Hayek’s Road to Serfdom, he opened with the following parti pris:

The fall in our standard of living to a level which excites the pity and evokes
the charity of many other richer countries, the progressive restrictions on
individual liberties, the ever-widening destruction of respect for law, the
steady sapping of our instinct for tolerance and compromise, the sharpen-
ing of class distinctions, our growing incapacity to play a rightful part in
world affairs—these sad changes are not due to something that happened
in the remote past. They are due to something which has happened in the
past two years. At the root of our troubles lies the fallacy that the best way
of ordering economic affairs is to place the responsibility for all crucial de-
cisions in the hands of the State.”

So what had happened in the preceding two years, 1946 and 1947, to bring about
such a catastrophic state of affairs? The Bank of England was nationalized
(March 1946), plans for a National Health Service were announced, the inten-
tion to nationalize the steel industry was made public (April 1946), plans for a
united, independent India had begun (May 1946), bread rationing was intro-
duced (May 1946), the King David Hotel in Jerusalem was blown up (July 1946),
the Muslim League demanded a separate “Pakistan” (May 1946), nationalization
of railways, ports, long-distance transport ,and canals was announced (Novem-
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ber 1946), the coal industry was nationalized (January 1947), the meat ration was
reduced (January 1947), and later that same year the Town and Country Plan-
ning Act was introduced to place the regulation of land use in the hands of local
authorities. Though very selective, this list serves to draw attention to one im-
portant fact: owing partly to the experience of the war economy and partly to the
international challenges presented by a declining empire, the British postwar
government certainly did have an agenda for the extension of the public sector,
but it was also faced with managing several other major and intractable prob-
lems. For one thing, the occupation of Germany brought with it a responsibility
to feed the German population in the British Military Zone. Hence it became
necessary to continue and even sharpen wartime rationing in Britain and re-
duce the daily caloric intake of the average German adult below 1,000 calories.
The Palestine Mandate brought its own problems, and in India independence
turned into a bloodbath, with 1,200 Muslims killed in the worst single incident
in September 1947. And underlying all these problems was the fact that the clock
was ticking on the American loan negotiated by Keynes, which had provided
Britain with the dollars to continue its international trade following the abrupt
cessation of Lend Lease one week after Japan surrendered. Parliament accepted
the terms of the fifty-year loan in December 1946, obliging the British govern-
ment to return sterling to convertibility within two years.”® This was duly done
on July 15, 1947, and then suspended once more on August 21, 1947 because most
of the loan had by that time been expended defending sterling’s parity.*®
Reading through even a selection of such political and economic events
and issues is sobering, even today. Jewkes spent several years during the war
grappling with analogously intractable problems but appears to have learned
lictle from the experience. The few substantial remarks in his broadside
against “planning”—concerning, for example, the technical development of
tanks and aircraft™’—are highly tendentious, uninformative, and seemingly
uninformed, especially when set against Devons’s book. The writings of Peter
Bauer, who would become a leading MPS development economist (see Ple-
hwe, Chapter 7 in this volume), betray similar failings to those of Jewkes.
During 1946 Bauer visited Malaya on behalf of the Colonial Office, and in
1948 he published a detailed study of the rubber industry.’® In 1949 he moved
on to study West African overseas trade, writing up his findings in a detailed
monograph.”” Common to both Bauer’s and Jewkes’s works is a detailed un-
derstanding of the impact of a regulated international trading system on do-

mestic production structures and output, an understanding that is used to
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demonstrate the unanticipated problems created by regulation. But Bauer did
not become well-known because of these works, nor did he refer to them later
when arguing against state-directed development aid. Instead, he became fa-
mous as a critic of overseas aid in a series of essays and books published from
the 1960s to the 1980s whose generality and sheer repetition belies the careful
argument of his earlier work. Like Jewkes, the forcefulness of his critique of
state and economy is inversely proportional to its substantive merits. This cri-
tique resonated outside the academy, but their colleagues did not take it with
any particular seriousness. Nevertheless, Bauer was subsequently awarded a
life peerage in 1982 by Margaret Thatcher, and in 2002, shortly before his
death, he was the first recipient of the Milton Friedman Prize for Advancing
Liberty, a biannual prize of $500,000 given by the Cato Institute.

Postwar Liberalism as Neoliberalism

Jewkes and Bauer might have expressed themselves with some stridency, but
in the 1940s and early 1950s their basic argument was one shared by many ac-
ademic economists, especially at the London School of Economics.®® In his
1947 Marshall lectures, Robbins reflected on the lessons that might be drawn
from wartime experience, or “what economic policy can do for the advance-
ment of human welfare.”! Noting that free prices had been abandoned early
in the war, he nonetheless expressed his belief in the efficacy of free markets in

terms that recall Cannan’s remarks some twenty years earlier:

I am inclined to think that the experience of war vindicates completely the
doctrine of the textbooks, namely, that with given goods and a given distri-
bution of income and capital—please note this second qualification—there
is nothing like the market mechanism for getting the goods into, roughly
speaking, the right hands.®?

The conclusion that he drew from his wartime experience was not that the mar-
ket was an ineffective mechanism for distributing goods, but that the problem
lay in the “configuration of power to demand to which the market responds.”®
Inequities should be remedied not by interference with the market, but by act-
ing directly upon them through taxes and subsidies. In this way freedom of
choice in the market might be maintained, for “good government is no substi-
tute for self-government and it is an essential function of the state to make as

much self-government as possible available.”®* Robbins drew a clear line be-
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tween the necessity of wartime regulation, where there was a pressing and an ob-
vious objective, and the functioning of a peacetime economy, where no such ob-
jective existed and it was not government’s place to choose one. He was, how-
ever, moderate in his assessment of the strains of a transition period, and also in
passing disavowed more extreme views expressed in his Grear Depression, in
which he had overlooked “deep-seated possibilities of disharmony.”®

But at about the same time that Robbins had delivered this recantation,®
the first meeting of the Mont Pélerin Society took place, and it was Robbins
who drafted the final version of its statement of aims. The initial draft from
which he worked (considered by those assembled to be too long) strongly as-
serted the centrality of competitive markets to the preservation of individual
freedom, moving through ten points from this principle to general remarks on
the need to strictly limit government activity.*” It would not be unfair to say
that this bald assertion of the centrality of free market mechanisms to political
liberty is closer to the spirit of the Society than Robbins’s subsequent more
general statement where he instead emphasizes the “central values of civiliza-
tion” and “the conditions of human dignity and freedom.”®® In that version,
the market mechanism does not have pride of place in the defense of human
freedom; instead, Robbins argues from traditional liberal values, but with one
small exception: democratic political values do not have pride of place either.

Robbins, Plant, Stanley Dennison, and Jewkes were listed as members of
the Society on its incorporation, although Plant attended neither the first nor
any further meeting. If we examine the composition of British Mont Pélerin
Society membership, a background in academic economics dominates those
British members with current university appointments, and the LSE and
Manchester account for the majority of the economists.”” Only a few of these
British economists appear to have been especially active in subsequent MPS
meetings. In 1950 Ronald Coase attended and addressed the membership on
“Broadcasting in a Free Society”; in 1951 T. S. Ashton outlined his criticisms of
the treatment of capitalism by historians, a meeting also attended by Benham
and Bauer. Bauer attended many more meetings and delivered no less than six
papers on development economics (crusading against foreign aid) at MPS
conferences (see Plehwe, Chapter 7). British members who associated them-
selves most closely with the Society’s activities were not younger academics,
but chiefly employees or consultants linked to pressure groups or think tanks,
such as Arthur Shenfield,”® who in 1954 gave a paper on “Democracy, Social-
ism and the Rule of Law.””!
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Part of the reason that British economists played a relatively muted part in
the early work of the MPS can be attributed to the time of its foundation.
British academic economists were as a whole broad supporters of government
policy in the 1950s, during the greater part of which the Conservative Party
was in power. Given that political life was configured around business and la-
bor, the only established position from which the Conservative government’s
policy could be publicly criticized was already occupied by the Labour Party.
Each party of course had its shadings, from right to left. But militant criticism
of state activity from any other direction would automatically place the critic
on the fringes of the existing political spectrum. It was difficult to reconcile
such a stance with an academic reputation in the postwar world. Ronald
Coase (who by then was in the United States), for example, was known to be
no socialist, but his general reputation has always been primarily that of an
author of carefully argued and prescient articles on topical issues such as
broadcasting rights, while the novelty of his arguments on social cost derived
in great part from how he made use of actual legal disputes in studying the al-
location of costs. Coase’s writings lack the rhetorical flourishes typical in
Bauer and Jewkes, and stand out for the precision with which argument is
constructed and advanced.

Consequently, those who did adopt the role of “free market critics” did so
from the margins, if not from outside the academy. Bauer’s international rep-
utation was as a propagandist for economic liberalism, not as an eminent
economist; which was why he became Margaret Thatcher’s favorite econo-
mist. Arthur Shenfield is presented by Hartwell as an “eminent economist,”
but in the postwar period the measure of eminence had become publication
in the leading English-language academic journals, and there is no trace of
this achievement for Shenfield. British economists generally adhered to the vi-
sion of peacetime market structure and function that Robbins had outlined in
his 1947 lectures, but as economics became a more technical enterprise, so the
linkage of economics to political liberty became a commonplace assumption
that was considered unworthy of serious discussion.

British neoliberalism therefore became a current of thinking nurtured out-
side the academy and was not taken very seriously within it. Most significant
for the subsequent development of neoliberal thinking was the creation of the
Institute of Economic Affairs (IEA) in 1955. The moving spirit behind this or-
ganization was Antony Fisher, an entrepreneur and strong believer in free
markets who had first attended a meeting of the Mont Pélerin Society in 1951
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and who in 1954 gave a paper on “The British Farmer and the Government.””?

The work of the Institute was chiefly in the field of economic journalism,
publishing pamphlets and seeking influence on public opinion, opinion for-
mers, and politicians. Critical to the success of the Institute, however, was
the joint activity of Ralph Harris, sometime lecturer in economics at St. An-
drews,”® and Arthur Seldon, Plant’s research assistant from 1937 to 1939.7% For
the first ten years of its existence, Harris and Seldon to all intents and pur-
poses were the IEA. While developing a public profile through the later 1960s
and 1970s, and gaining some influence over the returning Conservative gov-
ernment of 1970, their public reputation was unrelated to these academic
roots. Instead, they foreshadowed the emergence of a new wave of journalists
and commentators with connections to government, the prime example being
Nigel Lawson, Thatcher’s chancellor during the 1980s, whose career had be-
gun during the 1950s in financial journalism.

The Conservative Party continued in power until 1964, so that the advo-
cacy of markets and economic liberty cultivated by Harris and Seldon placed
them on the fringes of British politics—perhaps not quite like the League of
Empire Loyalists or Moral Rearmament, but not far off.”® Fifteen years later
this picture would dramatically change, of course. But in 1968 a young David
Collard of Bristol University had already noted the rise of a new right:

Hardly a week goes by without some conference of teachers, social workers
or medical men being told that, for economic reasons, consumers must be
charged directly for welfare services. . . . bits and pieces of the New Right’s
doctrine appear in various places, from the writings of Enoch Powell or the
Bow Group to the propaganda of Aims of Industry, but it is most coher-
ently expressed in the publications of the Institute of Economic Affairs
(IEA). The IEA’s output has been considerable.”®

Collard was prescient indeed in his public warning that a “collective view can be
discerned.” He emphasized that the IEA’s publications were directed against the
welfare state, that they had been written by respected economists, and that they
had begun to find a receptive audience among various professions closely linked
to the welfare state—such as teachers, doctors, and social workers. He warned
his academic colleagues against underestimating the new right and cautioned
against a tendency to discount its significance, for “on the left . . . counter argu-
ments have been based on instinct, sentiment and a vague distaste for the profit

motive. In terms of economic theory there is a worthwhile piece of demolition
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work still to be done.””” Collard clearly identified a central feature of neoliberal
argument, the redefinition and reorganization of state functions:

The market system is a spur to efficient production. Liberty itself depends
on the free choice offered by market institutions and each advance of the
public sector is a step along Hayek’s “road to serfdom.” The public sector is
clumsy, inefficient and bureaucratic. Its pricing policies lead to shortages
(and restrictions of choice) which can be remedied only by pushing taxa-
tion to unacceptably high levels. As far as possible, state-provided services
should be taken into the private sector on normal market principles except
for those hard cases really needing direct state intervention.”®

Although the academic mainstream may not have been wrong to regard much
of this argument as highly problematic, the left chose to ignore Collard’s early
recognition of the considerable influence of neoliberal doctrine forged jointly by
British and foreign MPS members. The principal British economic events of the
1970s—the oil-price surge, inflation, entry into the European Community—
coincided in the main with Labour governments, and in opposition the Con-
servative Party saw no need to set a new agenda for confronting government
policy. Radical criticism of the Labour government came from the left, not the
right. Such criticism ultimately served to unseat it, while also opening the Labour
Party to an internal radicalization that was to render it unelectable for almost
twenty years.

The defeat of Labour in 1979 by a Conservative Party led by Margaret
Thatcher altered the terms of public debate. Perceiving the academic estab-
lishment to be arrayed on a spectrum from left-liberal to socialist, the Conser-
vative government now turned for advice to individuals associated with the
Institute of Economic Affairs and the Adam Smith Institute.”” Think tanks
and external advisers became a fixture in public administration, cutting out
academic economists and diminishing their authority. In March 1981 when
364 economists signed a letter to The Times arguing that current government
policy would further sharpen the rising rate of unemployment and factory
closures, the outcome was a polarization of university and government to the
lasting detriment of the university. At the same time, academic economics was
transitioning into a formalized neoclassical orthodoxy whose purchase on
public argument was increasingly at a discount.®® Neoliberal “economism” in-
creasingly dominated the public domain, a discourse of markets and liberty
whose lack of intellectual credibility was no obstacle to its propagation and
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execution. When a New Labour government at last returned in 1997, it would
extend and deepen this trend.
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Neoliberalism in Germany

Revisiting the Ordoliberal Foundations
of the Social Market Economy

RALF PTAK

Germany’s economic model has been frequently described as a coordinated
market economy juxtaposed against the Anglo-Saxon /iberal market economies
of the UK and the United States. For many, Germany’s post—World War II “so-
cial market economy” in particular constitutes an alternative model to harsher
neoliberal systems (Nicholls 1994). A high degree of state interventionism is al-
leged to be strongly rooted in the history of Germany, which is also frequently
held to be deficient in the cultural values of liberal individualism. Indeed, the
origins of modern social security systems can be traced back to Bismarck’s ef-
forts in the late nineteenth century to protect workers from old age poverty and
health-related risks not meliorated by market forces. But the promise of pen-
sions and health insurance was at the same time meant to undermine the rapid
rise of the Social Democratic Party in that era. Previous efforts to outlaw the
first modern mass party had proved ineffective. Since the strong police state
(and the military) were incapable of solving the problem, other means had to be
found to limit the appeal of a working-class mass movement, which propagated
revolutionary socialism at the time. Half a century later and after two devastat-
ing wars, the original model of a social market economy continued to display
these ambiguities: ordoliberal economists, the German members of the larger
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neoliberal family of thought, conceived the social market economy in order to
offset what they considered to be dangerous trends in the postwar economy. In
light of the contemporary misunderstanding of the character of the original so-
cial market economy; it is difficult to explain why German trade unions, Social
Democrats, and communists fought Ludwig Erhard’s efforts to institutionalize
the social market economy, why Margaret Thatcher propagated the German
model on her way into Downing Street (Cockett 1994), and why Milton Fried-
man recommended the German model to Chile’s dictator Pinochet after the
coup (see Fischer, Chapter 9 in this volume).

A closer look at the history of German neoliberalism helps to clarify the
puzzle. Ordoliberalism is substantially less different from other streams of
neoliberal thought than many have thought, although the German tradition of
a strong state certainly extends throughout the history of German ordoliberal-
ism. But ordoliberalism had more to offer to the international evolution of
neoliberalism than mere reiteration of a parochial German understanding of
the state.

Many intellectual histories of neoliberalism tend to juxtapose German
ordoliberalism and Austrian neoliberalism in order to emphasize the Ger-
manic state tradition, which is difficult to reconcile with the market radical
individualism that has been inspired by the marginalist revolution (most re-
cently, Foucault 2004). A leading German ordoliberal, Hans Willgerodyt,
alerts his readers to the dangers, when considering the differences between re-
lated neoliberal concepts, as more important than what is common to all of
them. According to Willgerodt, neoliberals acknowledge the need to comple-
ment traditional liberalism with important external alien elements, correct
mistakes of the past, and transform doctrine in light of new insights and con-
victions. A better understanding of the role of the state is considered a key
task on which true neoliberals would agree. While competition between lib-
eral convictions may suggest a separation of ordoliberalism from related ap-
proaches, Willgerodt maintains that “in reality there exists only a difference in
emphasis, and opportunities for an academic and political division of labor”
(Willgerodt 2006, s5). Foucault (2004) correctly emphasized that German
ordoliberals were indeed the avant garde, and they went further than other
members of the neoliberal family in addressing the shortcomings of tradi-
tional liberalism. The ordoliberals collaborated in developing a new social the-
ory of the economy, and strongly redoubled efforts to understand the relation

between law and economics, for example. But Foucault underestimates the
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extent to which both German and Austrian neoliberal economists shared a
particular (sociological) understanding of economics and fought a narrow
econometric /technical understanding.

In order to substantiate this argument, we need to subject the historical
origins and the evolution of ordoliberalism' to greater scrutiny. Even though
some of the leading ordoliberals (Alexander Riistow, Wilhelm Répke, and Al-
fred Miiller-Armack, for example) were more often than not located elsewhere
than Freiburg, Walter Eucken’s Freiburger Schule deserves special attention.
English-language contributions to the history of German neoliberalism (and
its impact on the social market economy) are rare. Most of the few contribu-
tions that exist have been written by German neoliberals in order to positively
affirm their theoretical perspectives, and all fail to critically examine the hos-
tility of key ordoliberals to parliamentarian democracy and their entangle-
ments in the Nazi regime (Hutchison 1979; Watrin 1979; Giersch 1988; Van-
berg 1988; Peacock and Willgerodt 1989a, 1989b; Leipold 1990; Nicholls 1994;
for a notable exception, see Tribe 1995). Although German ordoliberals like to
congratulate themselves on their defense of individual freedom and liberty,
the history of German neoliberalism clearly reveals the limited, primarily eco-
nomic understanding of freedom that is the common denominator of the dif-
ferent schools of neoliberal thought. Even so, conservative patriarchal ideas of
society are more explicitly integrated into the German contribution.” A de-
tailed account of the different stages in the evolution of German ordoliberal-
ism (from the time of the Great Depression onward) will also clarify why and
how German neoliberals, rather than the potentially more compatible social-
ists, conceived and promoted the social market economic model. Outside
observers frequently fail to see the extent to which German exceptionalism
has been a peculiar combination of both strong and yet limited state interven-
tion. Privatization was high on the German agenda after World War II when
many other countries were experimenting with nationalization, for example.
Although comparative research on the post—World War II rise of Keynesian-
ism has attempted to explain German exceptionalism in this regard (see Hall
1989), the rise of German neoliberals to key positions of power during the
early years of the Federal Republic of Germany cannot be understood without
taking a closer look at their previous intellectual, economic, and political ac-
tivities.

This chapter is organized as follows. It starts with a discussion of some of

the peculiarities of ordoliberalism in order to provide a better picture of
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specifically German neoliberal developments. Next follows a detailed exami-
nation of the genesis of ordoliberal ideas during the Great Depression and
the subsequent developments leading up to a self-conscious ordoliberal doc-
trine (during the Nazi era and during the early years of the Federal Republic)
(the second through the fifth section). Owing to the importance of debates on
the relationship between ordoliberalism and the Nazis, an entire section (the
fourth) is devoted to this topic. Once the backdrop of the historical stages of
the development of ordoliberalism is in place, I will proceed to clarify how the
social market economy was conceived as a vehicle to implement ordoliberal

ideas (the sixth section).

Some Peculiarities of Ordoliberalism
(in Comparative Perspective)

Along the spectrum of neoliberalism, ordoliberalism is found at a range of
frequencies that owes some of its peculiarities to the specific German condi-
tions encountered during the Weimar Republic and under Nazi rule. In con-
trast to the Austrian and Chicago emphasis on the rather abstract rule of the
law, the ordoliberals grant the visibly strong state a much more prominent
role in establishing and securing the capitalist market economy. This recogni-
tion of the role of the state is at the very center of ordoliberal efforts to theo-
rize an ideal social order of capitalism and to design public policy to this end.
The specific term policy of order (Ordnungspolitik) was coined by the Freiburg
school, led by Walter Eucken and Franz Bshm, during the second half of the
1930s. Members of this school conceived of the need to theorize the frame-
works that effectively structure the relationship between the state, the econ-
omy, and society in general. They thereby fostered an early understanding of
the important relationship between law and economics, relative to their neo-
liberal comrades. Their central goal in this task was to secure a socially em-
bedded and well-functioning competitive order.

Other schools of neoliberalism do, of course, assign the state a highly signif-
icant role in ensuring a free market economy. Examples are the Central Bank
Authority, exercised in monetarist perspective; regulatory reform activities ded-
icated to promote privatization, such as the provision of school vouchers; and
deregulation and liberalization policies inspired by public choice theory. Yet in
the original conception of ordoliberalism, the theoretical understanding of the
state is far more explicit. As a result, important differences between factions
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with regard to the neoliberal understanding of specific state functions persist
to this day, say, with regard to antitrust conceptions featured in Freiburg as
compared to the essentially pro-trust arguments from Chicago (compare Van
Horn, Chapter 6 in this volume). Ordoliberalism ventured beyond a limited
safeguarding and correcting role for the state in an effort to prevent abuse of
monopoly power or to promote and stabilize competition. The state is instead
employed to initiate and comprehensively ensure a competitive order. In the
very first systematic ordoliberal book on competition theory (Miksch 1937),
Leonhard Miksch, Eucken’s most prominent student,? classified market com-
petition as an “event” (Veranstaltung) to be organized by the state. The result-
ing mode of “liberal interventionism” (Riistow 1932, 170) required the state to
take active measures to establish a concrete system of competition and thereby
translated theoretical models of a competitive market for practical purposes
(Eucken [1952] 1990, 254). The static perception of perfect competition—
informed by neoclassical equilibrium theory—manifestly differs from the
dynamic understanding of competition that was later developed by Ger-
manophone economists (including neoliberals), taking off from Hayek’s con-
cept of “competition as discovery process” (1968) in particular.*

The second peculiarity of Germany’s ordoliberal contribution to neoliber-
alism was a dedicated effort to resolve what the German ordoliberals them-
selves conceived as “the social question.” German neoliberals attempted to
address issues of social cohesion in direct competition with widespread confi-
dence in the efficacy of the welfare state, and they offered an alternative solu-
tion: the social market economy. They provided a theoretically grounded
political program, and they elevated their concept into a significant point of
reference in postwar Germany. A concerted campaign of neoliberal and busi-
ness forces promoting Ludwig Erhard’s social market economy started in
1945-1946, when the public debate addressed the question of how Germany’s
economy and society should be arranged. Initially, even the Ahlen program
of the conservative Christian Democratic Party (CDU) featured socialization
strategies (Ptak 2004). In this context, as early as 1953 Alexander Riistow
stressed that “the only consequent, properly thought-out, unified and inde-
pendent program of economic policy from our side known to me is the one of
so-called neoliberalism or ‘Social Market Economy,” according to the fortu-
nate coining of my colleague Miiller-Armack who has just recently been ap-
pointed to the Federal Ministry of Economics. It is a program my friends and
I, a group whose acknowledged mentor in Germany, Walter Eucken, died far
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too soon, have been working at for years” (Riistow 1953, 101). Certain conces-
sions to competing visions of universal welfare were made in theory, and more
concessions had to be made owing to prevailing political power constellations.
But even if the pragmatic flexibility of neoliberalism Hayek had stressed’ re-
quired a stronger dose of social liberalism in practice than most neoliberals
were willing to swallow for political reasons in postwar Germany, early on
ordoliberals were able to limit the welfare state, compared with other coun-
tries until the late 1950s. The ordoliberals were successful because of their own
special social scientific understanding of economics and their readiness to
cross disciplinary boundaries. To appreciate both the success and the limits of
their emphasis on social cohesion, we have to consider two prominent ordo-
liberals in particular.

It turned out to be of signal importance for neoliberalism that Wilhelm
Répke and Walter Riistow (both exiled from Germany by the Nazis) violated
disciplinary boundaries in an effort to provide the sociocultural foundations
necessary for a liberal economic order. They argued persuasively that a regula-
tory order comprised of legal and state institutions was not sufficient to prop-
erly embed the market economy in society. In order to give such an order fur-
ther stability, a more comprehensive complement of sociopolitical concepts
was needed. German neoliberals, insistent on the need to pay strict attention
to questions of sociopolitical integration, deserve credit for acknowledging
the destructive potential of the market economy. At the same time, this debate
reflects a strange mix of steadfast belief in the market on the one hand and of
reactionary pessimism with regard to progress and the future on the other.
The pure ordoliberal design of a market society was ultimately doomed to fail
given these inherent contradictions, which resulted from the combination of
economic modernity and antimodern political, social, and cultural ideas.

Wilhelm Répke had launched broadsides against classical economic liberal-
ism since the early 1940s. He claimed that classical writers had ignored the fact
“that the market economy constitutes a narrow sector of societal life only.” Al-
though the market economy was “simply [an] indispensable configuration” in
the economic sphere, where it would manifest itself in an “unadulterated and
genuine” way, on its own, it would be dangerous, if not indefensible, because
for all intents and purposes it would reduce humans to an unnatural existence:
“The market economy thus requires a firm framework, which we shall call in
short an anthropological-sociological frame” (Ropke 1946, 82f).” It would
prove difficult to capture the full outlines of this frame, however. Both Riistow
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and Ropke addressed the perceived societal crisis from a perspective of funda-
mental cultural pessimism, along the lines Spengler had presented in his De-
cline of the West at the end of World War L.

One way to examine the ordoliberal effort to understand social reality in
that era is to recognize that it constituted a mix of social scientific observa-
tion and metaphysical speculation, which operated on three levels: First, the
spiritual-moral crisis was held to have caused the degeneration and structural
disintegration of society (Répke [1942] 1979, 22ff.). Second was the crisis of
development of the mass society, which Ropke and Riistow, but also Eucken,
as early as the beginning of the 1930s, had identified as the central reason for
the demise of the Weimar Republic. This phenomenon gained new promi-
nence in the structural analysis of society under the label of so-called proletar-
ianization (Ropke [1942] 1979, 30). Third, the ordoliberals posited a crisis of
gigantism and bureaucracy (Ropke [1942] 1979, 103{f; Riistow 1950, 71) in ad-
dition to the critique of the central state, making reference to it in order to
harshly attack the impact of technical progress (Riistow 1951), the develop-
ment of large-scale enterprises (Ropke 1948a), the rapid urbanization of life
(Ropke 1946, 287), and the alleged overpopulation (Riistow 1951, 389; Ropke
[1942] 1979, 28).

Both the thrust and the passion of this critique of what the ordoliberals per-
ceived to be the disintegration of the modern capitalist society had a greater
affinity with conservative than with classic liberal positions. Répke (1948b, 226)
himself acknowledged the relationship of his thought to “religious-conservative
streams.” But even if it seems absurd that the prophets of market economic
forces of innovation would castigate the results of the economic dynamism, the
antimodernism evident in their social and cultural critique provided the basis
for one of the pillars of the ordoliberal program: stability and security for the
working class was prerequisite to securing the market economy. This program
fundamentally differed from left-wing calls for egalitarian redistribution.

Behind the ordoliberal analysis lurked the promise of a hierarchically struc-
tured society, a “natural order” that Eucken, Bohm, and Répke had all evoked
and that had become a quasireligious Ordo talisman of the “new” liberalism
in Germany. The basic Ordo mind-set served not only as an ideological back-
drop for a hierarchical social model,® but also as a way of providing legitimacy
for its supposedly irrevocable character. Ordo was regarded as the culmination
of Western high culture, defined in classically Eurocentrist fashion as the
zenith of human development. Eucken ([1952] 1990, 372) argued that Ordo
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represented an “order, which accords with the essence of humans; this means
an order in which proportion (measure) and balance exist.”

But a number of problems arose as to how this general idea could be trans-
lated into concrete political concepts. A few cornerstones of Eucken’s Ordo
ideas, such as an estate model of social stratification,’ elite rather than mass
influence with regard to political decision making, protection and expansion
of private property, and decentralization and subsidiarity as primary princi-
ples for the political and social structure, can be readily recognized in terms of
basic doctrine. However, the rather metaphysical Ordo idea did not easily
lend itself to use as a model for the implementation of a neoliberal political
program in post—World War II Germany for reasons that are fairly obvious.
According to Otto Veit (1953, 32), in a contribution to the Ordo Yearbook, it
was nevertheless imperative to “achieve something that claws at metaphysics:
to approximate the order of this world to the Ordo of the world of ideas.” Or-
doliberalism was challenged to bridge the gap between utopian ideals and the
sordid facts on the ground, even when the facts were so unpleasant that
many preferred to be dreamers.

Répke and Riistow made it their task to translate the metaphysic of Ordo
into a concrete political program. They complemented the normative frame-
work of the ordoliberal economy with an analysis of the transition from the
present to the ideal future. Ropke (1946, 79 and 8s; emphasis in original)
called this dimension of the ordoliberal program “structural policy” designed
to “no longer assume the social preconditions of the market economy . . . as
given, but to modify them with a specific intent.” Thereby a “countermounted
socio-political effort” (widergelagerte Gesellschafispolitik) was conjured to con-
tribute to the stability of the market economic order. Riistow conceptualized
his sociopolitical aspirations as “Vitalpolitik’—emphasizing the ideological
function of the “supra-economical” beyond concerns about the structural im-
print of society. Riistow (1950, 91) considered it of utmost importance to rec-
ognize “the superior importance of the vital and the anthropological, even
within the economy, compared to technically economic aspects, which can be
quantitatively measured.”

While attending to the sound of a humanistic critique of narrow econo-
mistic thinking, it is important not to overlook the fact that the attacks were
directed mainly against redistributive social and wage policies. Riistow (1957b,
235) stressed “the origins of the term Vitalpolitik in opposition to a purely ma-
terial social policy.” It was not the demand for higher income, better working
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conditions, or shorter work time—classical labor movement demands, in
short—that was considered to yield the determining indicator of the positive
life situation of the “mass,” but rather a policy “with an impact on the well be-
ing, a feeling of content of the individual human” (Riistow 1957b, 235).1% It
was possible for Ordos to conceive of a sort of social subjectivism, according
to which feelings of satisfaction (to be generated) would replace more mun-
dane material solutions of the social question.

Taken together, Riistow’s social-psychological and ideological approach
embodied in his concept of a Vitalpolitik, and Répke’s sociological “structural
policy,” were the linchpins of the ordoliberal political project. Central to both
was an imperative to strengthen the capitalist social structure with the provi-
sion of determined and sustained support to small and medium-size enter-
prises and to family agriculture.!' The members of the independent middle
strata of society were considered the most important recruits for the ordolib-
eral policy project. They were to constitute the fertile soil (“Mutterboden,”
Répke 1946, 224) of the desired order. Although they were extolled as the
“healthy” core of an ailing society threatened by industrialization and mass
culture, curiously, they were also considered an apolitical and uncompromised
quantity still cognizant of “rendering to the king what is owed to the king,
but also giving to god what belongs to god” (Répke 1946, 223). In addition,
the function of the middle strata as intermediate rungs in the climb up the so-
cial ladder was stressed time and again, not least by Miiller-Armack (1947,
127), who referred in a more pragmatic manner to the reconciliation function
of the “tremendously important intermediary and middle strata” of society.
Thus, liberal ideas about social advance due to meritocracy were to some ex-
tent reconciled with considerations of natural hierarchy.

The reliance on a visibly strong state as evidenced by Ordnungspolitik (akin
to Nazi ideology based on Carl Schmitt, as discussed later in this chapter) and
an emphasis on the sociocultural foundations of individuals in the market
economy (a key divergence from the anti-individualism of Nazi ideologies)
became constitutive elements of Germany’s “new” liberalism. The German
ordoliberals sought their own response to the Social Question, in constant
fear of what they regarded as the ultimate destructive powers of socialist or-
ganizing in mass production and society at large—exemplified by trade-union
“monopolies” and the welfare state. They incessantly stressed the importance
of sociopolitical integration, which was intended to mitigate the centrifugal

forces of a market-oriented organization of society, by offering all and sundry
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alternatives to the proposals of social liberals and socialists. Whereas authori-
tarian elements of compulsory integration were emphasized in the first papers
written by ordoliberals in the 1930s, this approach had to change after 1945—
postwar circumstances no longer allowed embracing national-authoritarian
approaches to sociopolitical integration. Conjuring an original neoliberal in-
terpretation of the perennial Social Question thus became increasingly ur-
gent: the critique of capitalist dynamics had moved to center stage in politics,
while the trade unions and Social Democrats could no longer be prevented by
force from competing in this field.

Without a doubt, early Anglo-Saxon neoliberal thought was inclined to-
ward a more brazen individualism and tended to impose stricter standards as
far as the government’s concrete tasks of social policy were concerned, in com-
parison to German ordoliberal theory and practice. However, neither Hayek’s
sharp criticism of the frequently quoted weasel-word “social,” nor his skepti-
cism about the term social market economy,'* should rashly be interpreted as
mounting an implacable opposition toward the approach developed by Ger-
man ordoliberals. Hayek certainly was afraid that using the term socia/ would
lead to a tendency to fortify the welfare state against the ordoliberal intention.
On the other hand, Hayek and even his “Spiritus Rector,” Mises, were keenly
aware that the implementation of the market economy in Germany as a social
market economy was a function of the specific political circumstances in West
Germany after 1945. For without a flexible and pragmatic political approach,
the reintroduction of a market economy would arguably have not even been
feasible in the immediate aftermath of the war given widespread public
awareness of and concern about the cooperation of capital, academia, and the
Nazi rulers. Hayek biographer Alan Ebenstein (2001, 242), in contradiction to
many attempts at cleanly separating Austrian and German versions of neolib-

eralism, notes:

Hayek’s discussion of the West German “social market economy” sheds light
on his conception of optimal, or at least adequate, societal order. Relating a
story about Erhard, Hayek recalled that “we were alone for a moment, and
he turned to me and said, ‘I hope you don’t misunderstand me when I
speak of a social market economy (Soziale Marktwirtschaft). 1 mean by that
that the market economy as such is social not that it needs to be made so-
cial.” In Law, Legislation and Liberty, Hayek commented on the term “so-
cial market economy” that “I regret this usage though by means of it some
of my friends in Germany (and more recently in England) have apparently
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succeeded in making palatable to wider circles the sort of social order for
which I am pleading.

As German economic historian Knut Borchardt (1981, 36) pointed out, es-
pecially with regard to the flexible conceptual approach of the social market
economy, the basic agreement of the German ordoliberals with the ideas of
Hayek (and vice versa) is mostly underestimated.

The Historical Origins of Ordoliberalism:
The Great Depression

The emergence of ordoliberal theory and its relevance as the basis of the social
market economy can be factored into different stages of development: The
Great Depression, the period of Nazi rule, and postwar reconstruction—
stretching from the late 1920s to the early 1950s. Not until the 1950s can one
speak of a more or less coherent theory and practice of “new” liberalism in
Germany, expressed by the special relationship between ordoliberalism and
the social market economy. Even the term ordoliberalism occurred for the first
time in 1950 and has been used as a widely accepted self-description since the
late 1950s (see note 1), whereas the term neoliberalism originated in the 1930s
and has been used only intermittently and ambiguously ever since (Walpen
2004, 73t.).

Not unexpectedly, some vital roots of this new liberalism can be recognized
in earlier lines of economic thought. Different versions of liberalism were pres-
ent and influential during the nineteenth century in the German world (Raico
1999). During Wilhelminic Germany and the Weimar Republic, German so-
cial liberals like Friedrich Naumann and Walter Rathenau attempted to inte-
grate Social Democrats into the ruling structure of the political system in or-
der to broaden support for their global ambitions. The economic base of the
Weimar liberals was grounded in competitive new industrial sectors in chem-
icals and electronics to which the center-right liberal parties were closely al-
lied. A broader political alliance was considered necessary at that time to cur-
tail the economic and political power of the old, primarily inward looking and
monopolistically organized steel and coal industries, which generally backed
reactionary right-wing parties. Leading steel and coal magnates maintained
monarchist and militaristic perspectives, and consequently supported a vari-
ety of anti-Weimar movements of the radical right. The political battles
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between the liberal and reactionary forces were bound up with numerous eco-
nomic issues. State regulation of prices for coal and steel was proposed by lib-
erals to limit what was regarded as an economic and a political abuse of the ex-
isting market conditions, which allowed economic monopolies of Germany’s
old industrial core to control prices (Opitz 1973). Rathenau’s arguments in fa-
vor of a public economic sector (Gemeinwirtschaft) were specifically aimed at
integrating Social Democracy into the world market-oriented political coali-
tion. His ideas had become targets for the early right-wing liberal attacks on
social liberal “socialism,” as in von Mises’s major work Die Gemeinwirtschaft. In
any case, the linear history of a continuous development from “old” to “new”
liberalism as presented in many neoliberal histories of economic thought!?
misses a complicated process of conflicts and shifting alliances, in spite of all
the efforts to trace the lineage of neoliberalism straight backward to one ver-
sion of nineteenth-century liberalism.

The world economic crisis unfolding between 1929 and 1932 marked the
explicit starting point for ordoliberalism in Germany, at a time when liberal
economists in other countries did not have much reason to expect many lib-
eral impulses from German academic economics. “The only influential and
active circle of theorists that until 1933 struggled with great effort, yet to no
avail, for a free economy” (Hayek 1983, 12) had been the group of the so-called
Ricardians in support of “free trade” who were organized in and around the
Verein Deutscher Maschinenbau-Anstalten (VDMA), the lobby of the export-
oriented engineering industry. This group, which centered around Riistow,
who had led the VDMA'’s Department of Economic Policy since 1925, can be
described as the nucleus of the new liberalism in Germany upholding free
trade perspectives against the rising sentiment of regionalism and autarchy.
Scholars like Hans Gestrich, Otto Veit, Hans Ilau, and Friedrich A. Lutz con-
tributed to the reform of economic liberalism and held influential positions
both in business associations and academia. They were to become leading rep-
resentatives of German neoliberalism after 1945.

In the immediate aftermath of the Great Depression, essays written by Eu-
cken, Riistow, Ropke, and Miiller-Armack in 1932 and 1933 had a remarkable
impact on nascent ordoliberal thinking. Although these basic writings'®
covered different topics and emphasized alternative rationales, they marked
the contemporary upheaval of liberal thinking. Eucken, Riiscow, Répke, and
Miiller-Armack characteristically referred to the significance of the world eco-

nomic crisis as the turning point of economic liberalism in Germany.
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Without initially taking too much notice of each other, each of these au-
thors tried to analyze the “crisis of capitalism” that had erupted since the late
1920s and announced a quest for a “new liberalism” (Riistow 1932, 172). Their
discussion focused on revision of liberal approaches to the state. The state was
now newly identified as the momentous instrument needed to achieve the
principles of a market economy. Despite significant differences in their ana-
lytical approach, all the authors were united in their effort to reject the com-
mon interpretation of the hitherto most severe crisis of the capitalist economy
as proof of the failure of capitalism. However, they also regarded the world
economic crisis as a wake-up call to search for a new theoretical and ideologi-
cal justification for a free market economy, which all of them never doubted
was the most effective economic system despite the Great Depression.

These early writings all made the explicit admission that classical theory
had underestimated the necessity of a state taking active measures in ideal
market economies, combined with scathing attacks on the actual political sys-
tem of the Weimar Republic. It was largely the tendency toward the so-called
Wirsschafisstaat (Eucken’s “economic state”) that was harshly criticized and
blamed for shifting political and economic power to various organized inter-
ests. Owing to the rise of powerful special interests, the state was considered
the easy prey of political parties (“Staat als Beute”: Riistow 1932, 171). As a
consequence, the state was rendered incapable of acting independently for the
larger good, at least according to the early ordoliberals. They argued in favor
of resurrecting the classical liberal dualism of state and society, but conceived
of the need for a positive state authority superior to all the powers present in
society. To posit “independent” state authority favorable to the functioning of
the market thus required an active role in institutional design, one that re-
sembles the subsequent efforts of public choice theory and rational choice-
based neo-institutionalism.

Particularly during the early period, we have ample evidence that the
emerging ordoliberal camp was not ready to accept public opinion formation
under conditions of parliamentarian democracy, with people freely expressing
and mediating diverging interests and economic positions (Ptak 2002). The
ordoliberals’ prescriptions were constructed according to the ideas of Ord-
nungspolitik: societal participation in decision making was to be reduced so as
to affirm decisions taken on behalf of the public, all in the name of freeing the
market economy from destructive group interests, turning it toward a compet-
itive order, and letting it thereby realize its alleged inherent social potential.
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The main pillar of ordoliberalism became the “strong state,” which would
supersede the weak party and intervention state. At the end of the Weimar Re-
public, those who would later became leading ordoliberals stood shoulder to
shoulder with other reactionary and Nazi forces who sought a restriction of
democracy as an absolute precondition to solve the economic and social crisis.
In doing so, Riistow and Miiller-Armack in particular referred affirmatively to
Carl Schmitt’s theory of the state (Ptak 2004). The Schmitt notion that they
found useful was that of the total state, which was considered weak rather than
strong. Both the early ordoliberal writers and Schmitt'® (to whom the ordolib-
erals unself-consciously referred during the Weimar years) maintained that
such a weak state was the result of welfare state interventionism legitimated by
parliamentarian democracy. This state was weak because it was at the mercy of
the interest groups of the plural society. “The appearance referred to by Carl
Schmitt with reference to Ernst Jiinger as the ‘total state,” ” Riistow explained
at the Dresden meeting of the Vereins fiir Socialpolitik, “actually is the oppo-
site: not state omnipotence, but state impotence. It is an indicator of pitiful
weakness of the state, a weakness incapable of defending against the united on-
slaught of interest crowds. The state is pulled to pieces by avaricious interests”
(Riistow 1932, 171; compare Miiller-Armack 1932, 196f.).

Neither Riistow nor Eucken was keen to repress or disguise their critique of
the democratization of the economy and society following the events of
1918-1919 and encapsulated within the Weimar Constitution.'® Both blamed
the introduction of parliamentarian democracy for destroying the dualism of
state and society, which in the past had secured a balance between state author-
ity and free individuals. They also contended that through its dependence on
political parties and the popular vote the government lost authority and the
ability to exert leadership in society. After 1919, government authority was based
on the “principle of horse trading,” according to Riistow ([1929] 1959, 91). He
regarded the search for political compromise in the context of the Weimar con-
stitutional state as an effort to evade political responsibility, which deprived the
state of its capacity to act. As a result, “things move for ages and ages . . . as if
Germany is the country of unlimited political impossibilities” (Riistow [1929]
1959, 94). In this paper delivered to the Deutsche Hochschule fiir Politik in
Berlin, Riistow also discussed the question of how to strengthen state leadership
against parliamentarian democracy while respecting the Weimar Constitution.
Once again referring to Carl Schmitt,'” Riistow suggested a version of chan-
cellor dictatorship, which would open up the opportunity to “within certain
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limits implement measures first, but later-on subject them to discussion in or-
der to maintain democracy.” At this point, Riistow was apparently convinced
of the principle of plebiscitary leadership, although at the same time he did
emphasize a temporal character of dictatorship, “so to say a dictatorship on
probation” (Riistow [1929] 1959, 99).

In addition to this display of an authoritarian bent, the early writings of Eu-
cken, Riistow, and Miiller-Armack demonstrate that ordoliberal identity was
mainly fueled by an opposition to major contemporary economic and political
ideas, primarily against Marxist positions in general, but also against Keynesian
economic theory, which had emerged alongside neoliberalism. “This frontal
opposition explains its aggressive element” (Riese 1972, 27)—and has remained
inherent in ordoliberalism up until the present day. By masking this negation
as the starting point of building a theory, ordoliberalism eventually gained no-
toriety as a rather dogmatic theory designed to reassign legitimacy to the ideas

of competition and the market.'8

The Nazi Era: Working on the Theoretical
Foundations of Ordoliberalism

After its early formulations of culturally pessimistic perspectives during the
early 1930s, German ordoliberalism assumed the format of an economic school
of thought during the Nazi era. Its ambitions were to formulate universal eco-
nomic policy principles with an eye to the whole of society. The circle around
Eucken in Freiburg came to be considered both the point of departure and
the theoretical backbone of later German ordoliberalism.

The work done by Eucken’s group between 1933 and 1945 fostered the pre-
conditions for the Freiburger Schule, which became the most highly regarded
academic institution of ordoliberalism after World War II—despite the rather
close entanglement of many of its members with the Nazi regime. The most
relevant basic texts and the preliminary work for subsequent manuscripts
came out of this period, yielding the broad theoretical foundation of ordolib-
eralism immediately after the end of World War II. Eucken succeeded Gétz
Briefs as professor of economics at the Faculty of Law and State Sciences at
Freiburg University in 1927." Once established there, Eucken began to lay the
groundwork for his own school of thought. His closest collaborator was an ex-
pert in business law, Franz Bshm, who taught in Freiburg between 1933 and
1936, at which point he was offered a visiting professorship in Jena. Bohm was
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eventually deprived of his teaching privileges after he openly opposed the
Nazi race policies. The core group of the early Freiburg school included an-
other legal scholar, Hans Groffmann-Doerth, who joined Eucken and Bshm
in publishing the series Ordnung der Wirtschaft beginning in 1937.

During the Nazi period four volumes were published in this series, with a
number of other manuscripts in various stages of preparation (Krause 1969,
191). The prime objectives of these works, as expressed by the title of the se-
ries, were, first, to establish a clear understanding of the fundamental regula-
tory principles conducive to order for the government’s economic policies;
and, second, to reveal the negative economic and social consequences of eco-
nomic development based on previous liberal economic policy principles,
which were subject to so much criticism following the onset of the Great De-
pression. Eucken’s group was convinced that these negative effects could be
controlled if the fundamental economic order principles the group advocated
were honored. Bshm’s volume, written to establish the political perspective
on order (Die Ordnung der Wirtschaft als geschichtliche Aufgabe und rechiss-
chipfende Leistung), was first published in 1937. This book assumed an impor-
tant place in the later discussion on the social market economy (Haselbach
1991, 93), as did another volume on competition theory written by Miksch in
the same year, but rewritten and published in 1947 under the title Werzbewerb
als Aufgabe—Die Grundsiitze einer Wettbewerbsordnung. Two books on mone-
tary theory also published in the series were written by Lutz and Gestrich.

Arguably the most important book on the development and professional
acceptance of ordoliberalism was Eucken’s textbook Grundlagen der Nation-
alikonomie (1940/1943). His earlier (and less technical) book titled National
Economics—For What Purpose? (Nationalokonomie—uwozu?), published in 1938,
already had contained a summary of the basic ideas of the Grundlagen. After
concluding his long-standing studies on capital theory (taken up in the 1920s)
with an article on temporal aspects of the production process that was pub-
lished in 1937, Eucken started to expose historical school scholarship to a fun-
damental critique (Eucken 1938b). The Nazi regime had once again allowed the
influence of the historical school to expand in German economics. Eucken’s
Grundlagen book focused on method and sought to produce a new synthesis of
the “great antinomy” of historical and theoretical economics in Germany. Eu-
cken developed pointed abstractions from which he derived ideal types that
would help him develop a general theory of economic order, to “recognize the
system of order and thus the structure of the economic order of each epoch and
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every people (Volk).” He believed his method would yield “useful tools”
needed to describe the “concrete every day life . . . of every concrete economic
order” (Eucken 1940/1943, 254f.; emphasis added). Eucken thus developed his
theory of market forms by leaning heavily on Stackelberg, who juxtaposed two
basic types of economic systems—a centrally directed economy and a market
economy—with a large number of theoretically possible variations. However,
Eucken only posited a market economy framed by a political order that he
considered economically viable and amenable to human beings.

Eucken’s core argument went as follows: Approaching a state of full com-
petition was made possible by relying on an economic policy formulated by
the state to destroy economic concentrations of power and the resulting
dysplasias of the free economy. This liberal version of antitrust was a cor-
nerstone of the ordoliberal program for the postwar period (Ptak 2004). For
practical purposes, the concept of an order of workable competition had
been further developed in Eucken’s posthumously (1952) published Grund-
siitze der Wirtschafispolitik. Eucken’s wife, Edith Eucken-Erdsiek, and his as-
sistant, K. Paul Hensel, completed that book in 1950. This work defined or-
der as the realization of an economy characterized by the absence of power
due to a consistent employment of constitutional and regulative principles
in economic policy (Eucken [1952] 1990, 254{f.) This particular orientation
would lead to serious conflicts among neoliberals with regard to the under-
standing of competition, the question of monopoly, and the relation be-
tween the state and the economy—a discussion that remains of vital impor-
tance today (see Lutz 1989 and Méschel 1989; compare Van Horn, Chapter 6
in this volume).

Apart from the positions held by Eucken and other members of the
Freiburg group, we cannot neglect certain contributions of Ludwig Erhard, if
only because he has been called the “father” of the social market economy.
Erhard was both a key political broker with regard to implementation of the
social market economy and helped pave the way for this theoretical model.
Erhard, a Ph.D. recipient in microeconomics, worked in various fields of ap-
plied market and consumption research and consulting during the Nazi pe-
riod. He also wrote a few theoretical pieces on fundamental questions relating
to economic policy and order and was particularly interested in the impact of
general political frameworks on price formation (1939a, b; 1942). These publi-
cations already display a close affinity to the emerging ordoliberal perspective,
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an affinity that becomes even more pronounced in Erhard’s subsequent writ-
ing and is especially evident in his expertise on war financing and the consol-
idation of war debt ([1943-1944] 1977). Erhard’s last personal academic assis-
tant, Horst Friedrich Wiinsche (1997, 155), claims that the ordoliberals had no
direct impact on his political thought, but this disclaimer is hardly convincing
given Erhard’s rather close personal ties with many ordoliberals and the extent
to which his theoretical position overlaps with their work. If the theoretical
development of the “new” liberalism is fully documented, it is impossible to
view Erhard’s concept of a social market economy in isolation. Erhard was an
avid participant in the ordoliberal mainstream, although his orientation and
focus were geared toward the more practical side.?

Articles published by Bohm, Eucken, and Miksch in a 1942 book, Der Wet-
thewerb als Mittel volkswirsschafilicher Leistungssteigerung und Leistungsauslese
(Competition as a means to increase and select national economic efficiency), ed-
ited by Klasse IV der Akademie fiir Deutsches Recht (AfDR),?! took up a va-
riety of topics closely connected to the Freiburg school’s perspective on com-
petition theory and policy. These contributions did not cover new ground in
terms of theory, but they were nonetheless politically important. The involve-
ment of ordoliberals in Nazi Germany’s most important academic institution
has been a subsequent topic of heated discussion in the historical literature.
The ordoliberal contributions did indeed discuss the Nazi regime’s economic
policies in the most concrete ways, but they show no evidence for the frequent
claims*? that they were in fundamental opposition against the Nazis. Their
contributions, rather, provide evidence that the ordoliberals constructively
contributed to solutions of specific problems of the war economy, and they
even seem to indicate their ability to grasp an opportunity “to gain influence
on the programmatic efforts to plan for a post-war economic policy” (Hasel-
bach 1991, 95). Arguments claiming that their activities in these circles should
be regarded as secret resistance efforts and promotion of an “underground
economy” (Schlecht 1981, 15) are unconvincing. Because of the importance of
the issue, we will present a separate discussion of the relationships between
ordoliberals and the Nazis in the next section.

During the same period, Répke, Riistow, and Miiller-Armack further de-
veloped the groundwork for the “new” economic liberalism from a sociologi-
cal point of view. The cultural turn of ordoliberalism (Haselbach 1991, 1591T.)
was triggered by social, cultural, and philosophical currents that were held to
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cause the impasse seen in modern society. To meet this challenge, a phalanx of
right-wing thinkers, including the ordoliberals, responded to the need to the-
orize culture from within their own reconstructive missions.??

As early as 1932, in his book Enswicklungsgesetze des Kapitalismus, Miiller-
Armack had contrasted capitalism with Marxist developmental theory, pre-
senting capitalism as a process open to influence by “action” (7a#) and “will”
(Wille). Decisive voluntarism could and would suffice to overcome the mount-
ing crisis of capitalism. Not having published for some time thereafter, in 1941
Miiller-Armack submitted his Genealogie der Wirtschafisstile, a work on reli-
gious sociology dealing with the history of capitalist ideas. Following Max
Weber, Miiller-Armack analyzed interdependencies among religious-
denominational developments and economic processes ranging from the six-
teenth to the eighteenth century. In subsequent years he broadened his stud-
ies to the nineteenth and twenteth centuries, though these works were not
published before 1945. His Das Jahrhundert ohne Gott (Century without god)
eventually appeared in 1948, and his Diagnose unserer Gegenwart (Diagnosis of
the present time) was published in 1949. The two books marked the timely
completion of his transition from a fervent supporter of Italian fascism and
Nazi Party membership in Germany during the 1930s to a proselytizer of
(Protestant) Christianity as a key source for the postwar value orientation.
Miiller-Armack’s studies as well as Répke’s and Riistow’s writings on cultural
theory reflected their search for a philosophical foundation and for additional
legitimacy in social theory for the economic orientation of ordoliberalism.
Their joint efforts amounted “to nothing less than a plan to draft a social and
cultural organization of society adequate for a capitalist market economy”
(Haselbach 1991, 71). Ropke’s trilogy—Die Gesellschafiskrise der Gegenwart
(1942), Civitas humana (1944), and Internationale Ordnung (1945)—along with
Riistow’s three-volume edition Orusbestimmung der Gegenwart (1950, 1952,
1957), and last but not least the works by Miiller-Armack, all located their re-
search in the tradition of the Western world of Christianity. Supplemented by
an austere conservative critique of culture, which was most evident in Répke’s
work, the tradition of Christian culture was to become the lowest common
denominator of an ordoliberal system that insisted on a foundation in strong
moral standards. Christian values were thought to enable individuals to resist
the temptations of planning. A new moral basis for economic action was
deemed necessary for both ordoliberals and other people—not the least be-
cause of their entanglement in the Nazi regime.
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Ordoliberalism and Nazism

The very fact that ordoliberalism developed a large part of its theoretical foun-
dations within the temporal and geographical bounds of Nazi Germany raises
the important question, If and to what extent were ordoliberals influenced by
Nazi Germany in general and by Nazi economic policy considerations in par-
ticular? Repeated claims that the Freiburg school and Ludwig Erhard were a
staunch part of the opposition to the Nazis—claims that buttressed the legiti-
macy of the social market economy—deserve closer scrutiny.?

What certainly can be rejected as a mere cover-up is the claim that the ordo-
liberals who did not emigrate from Germany opposed, or even persistently re-
sisted, the national socialist regime (e.g., Willgerodt 1998; Wegmann 2002,
55—72; Goldschmidt 2005). With the exception of the documented emigrants
(Wilhelm Répke and Alexander Riistow), such a revisionist history of the war-
time ordoliberals is not supported by facts. Papers published in Freiburg be-
tween the mid-1930s and the beginning of the 1940s unquestionably reveal that
ordoliberal concepts were designed to be implemented under the auspices of a
Nazi government. In particular, Bhm’s book on the order of the economy (Die
Ordnung der Wirtschaft als geschichtliche Aufgabe und rechtschipferische Leistung),
published in 1937, leaves no room for speculation in this regard (Abelshauser
1991; Haselbach 1991, 84f;; Tribe 1995, 212; Prak 2004, 90f.). The very lack of a
consistent economic policy under the Nazis—the Nazis’ economic policy oscil-
lated wildly between planning and competition at least until the war—reinforced
the ordoliberals’ hope of finding a sympathetic hearing for their authority-
supported model of competition (Herbst 1982; Abelshauser 1999).

At the same time, the economists who were on the road to ordoliberalism
were not (necessarily) National Socialist economists. In spite of the totalitar-
ian character of Nazi-Germany, it is very important to recognize and under-
stand that different lines of economic thinking coexisted in Nazi Germany.
Any analysis should therefore address the question of economics in Nazi-
Germany in order to adequately address distance from and complicitness with
the ruling powers and philosophies, as well as the changing perspectives and
fortunes of individual economists over time. One must consider the multi-
form ways of relating to the Nazi regime (1) before and after 1933, when par-
liamentarian democracy and labor movement opposition were eliminated;
(2) before and after 1938, when the pogroms against the Jewish population
started in earnest; and (3) before and after 1942, which marked both the year
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when the Holocaust decision was taken and when the war fortunes turned
against the Nazis in Stalingrad (Walpen 2004, 93f.).

After 1942, many people in Nazi Germany recognized that the war was lost
and so attempted to distance themselves from the ruling Nazis (Roth 2004).
Even if this was in a sense opportunistic, moving into opposition against the
regime at that juncture did cost many lives, including the liberal economist
Jens Jessen. Several members of the Freiburg school were questioned by the
Gestapo, and some were imprisoned. However, any late participation in op-
positional activities can hardly exonerate those right-wing liberal economists
who had accommodated themselves to the regime before 1942 and deliber-
ately lent their economic expertise to the Nazis for the bulk of the era. While
early theoretical considerations of ordoliberalism were congenial to Nazi ef-
forts to curtail certain special interests and trade unions in particular, the
ordoliberal framework that promoted a strong and independent state could
just as well be turned against the Nazi usurpation of power. This perspective
was easier to articulate after the Nazis were toppled, but it should be noted
that few expressed it before 1942.

With regard to more narrowly defined economic issues, the early ordoliber-
als were continually at odds with other schools of economic reasoning that op-
erated during the Nazi era. As a rather coherent theoretical circle within the
ordoliberal spectrum, the Freiburger Schule particular tried to promote a com-
petitive order before and even during wartime. By developing policy advisory
roles, they saw a chance to fill the economic theory vacuum in Nazi Germany
with an authoritarian competitive order. Even though one cannot assume a
broad, overall congruence between ordoliberal positions and National Socialist
ideology, the authoritarian element, which Bshm characterized as kombinierze
Wirtschaftsverfassung” (“combined economic constitution”) (1937), represents
a much visited point of intersection with National Socialist ideology regarding
regional self-sufficiency. Despite the ordoliberals’ growing skepticism about
Nazi Germany during the later phases of the wartime economy in particular,
hope remained that the residual market economy could be preserved to create
pro-market conditions that could be implemented after the war. Miksch as a
journalist and Miiller-Armack and Erhard as political advisers directly dealt
with issues concerning the wartime economy and planning for the postwar pe-
riod, and like many other economic professionals were at least indirectly en-
tangled in National Socialist policies of expansion during much of the 1930s
and 1940s (Ptak 2004). Tribe (1995) has mapped the respective attitudes of
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neoliberals ranging from Republican resistance (Ropke) to staunch conser-
vatism (Eucken) and active Nazism (von Stackelberg). Other researchers try to
excuse cooperating ordoliberals by speaking in rather obscure ways of exiles
and “half exiles.”?® In any case, Wegmann (2002) and others who insist that a
huge distance be maintained between ordoliberals and the Nazis fail to under-
stand the considerable overlap of ordoliberal and Nazi critiques of parliamen-
tarian democracy, trade unions, and the Communist Party in particular.?’

Reading the early critiques of parliamentarian democracy in the oeuvre of
German ordoliberals and Austrian school neoliberals reveals the obscure au-
thoritarian tendencies that were operating just beneath the surface of many
neoliberals. These tendencies have reemerged time and again in eras of per-
ceived danger to the neoliberal cause. These weaknesses for repressive regimes
recur in the history of neoliberalism, as evidenced by Hayek’s and Friedman’s
support of “free market economic policies” under the leadership of Pinochet
in Chile, for example (see Fischer, Chapter 9 in this volume).

The Early Triumph of Neoliberalism: Ordoliberalism
in the Era of West German Reconstruction

The third stage of ordoliberal theory construction began in the immediate post-
war period. Strictly speaking, it involved a debate about rebuilding a capacity
for governance toward the end of the devastating war. Therefore, a priority for
this stage was to put implementation back on the agenda, not least in concrete
terms of pragmatic accommodation. Despite Allied reservations about a liberal
economic and social policy and a widespread consensus supporting comprehen-
sive economic planning, proponents of ordoliberalism succeeded in gaining
lasting influence on the economic and social order of postwar Germany. Their
decisive advantage over other intellectual trends in the immediate postwar pe-
riod lay in the ordoliberal nucleus, namely, the Freiburger Schule, which had
been able to continue their work during the National Socialist era. Left-wing
oppositional economists either had emigrated or been eliminated.

Supporting the ordoliberals’ efforts in Germany were neoliberal refugees
who had obtained powerful academic positions in the UK (Hayek), the United
States (Karl Brandt, Gottfried Haberler), and Switzerland (Répke). The in-
volvement of prominent ordoliberals (Eucken, etc.) in the post—1942 opposi-
tional activities of national conservative forces provided legitimacy for the

cadres, despite their considerable roles in economic policy making during the
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Nazi era. It was the Cold War constellation, however, that cleared the way for
the prevailing one-sided representation of ordoliberal opposition to Nazi rulers:
nearly everyone was welcome in the alliance against the widely perceived com-
munist threat.

Ordoliberals had occupied themselves with questions of postwar planning
from 1942 to 1943 (Ptak 2004, 136ff.), Although few in number, they knew
how to take advantage of the institutional vacuum of those chaotic days and
rapidly gained influence over the elites in economics, politics, and academia.
The extensive ordoliberal literature produced between 1945 and the founding
of the Federal Republic in 1949 addresses five main themes: first, building an
ideological front against collectivism in the form of the Soviet Union and its
various Western varieties of economic democracy and planning; second, dis-
sociating ordoliberalism from laissez-faire principles; third, justifying, modi-
fying, and stating more precisely the principles of ordoliberalism (Ordnungspoli-
tik), and applying these economic policies (“arranged” market economy);
fourth, developing a frame in search of a community of people directed by
market economy principles; and fifth, producing a constructive draft designed
to combine society and economy in terms of a third way between capitalism
(as a historically outdated order) and socialism (as a current threat), which fi-
nally materialized in the social market economy.

Various reasons explain the success of the ordoliberals in influencing the pub-
lic economic debate. First, the ordoliberals came up with a culturally coherent
concept of economic theory at a time characterized by political, economic,
and social turbulence. The normative character of the Ordo doctrine sketch-
ing a prospective harmony of economy and society was attractive to a largely
insecure population; despite their sympathy for anticapitalist positions, peo-
ple were reluctant to become part of any new experiments. The popularity of
ordoliberal concepts was particularly based on an ingrained mistrust of
laissez-faire capitalism and partly on a stance that was politically favorable to
strict antimonopoly policy. But the popularity was also due to the absence of
coherent and persuasively elaborated rival concepts of Keynesian provenance
in support of democratic socialism in Germany. After distancing themselves
to certain degrees from the ruling strata in the late Nazi regime, ordoliberals
endeavored to cooperate with Western Allies at an early stage—before the end
of the war (mainly through international contacts in Switzerland). The ordo-
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liberal circle could also take advantage of the clean reputations of Répke and
Riistow, both of whom had gained international respect as antifascist scien-
tists. Capitalizing on Ropke as one of Erhard’s and Adenauer’s most influen-
tial advisers, but also on Riistow, who as chairman of the Aktionsgemeinschaft
Soziale Marktwirtschaft represented German neoliberalism in public, the
Freiburg school benefited from earlier connections. Legitimacy provided by
the exiled economists for this line of thought extended to the scholars who
had stayed behind in Germany.

Probably more significant for the type of economics that came to dominate
the German scene after the war was the actual balance of power that existed
until the Federal Republic of Germany was founded. The most important
economic and political decisions were taken between 1946 and 1948 during
Allied occupation and before West Germany as an entity (including its new
democratic institutions) was proclaimed and established (Abelshauser 2004).
Even what it meant to qualify as a capitalist firm was redefined in this period
(Djelic 1998). As a representative of the new liberalism and as head of the Ver-
waltung fiir Wirtschaft (V/W, meaning administration for the economy), it was
up to Erhard to organize the transition from a wartime economy to a new
civilian economic system. Ordoliberal positions on the VW advisory board
far outweighed representatives of other postwar models. Both the occupation
law and the generous American sponsorship provided Erhard with tremen-
dous power that enabled him and Miksch to achieve the “double market-eco-
nomical reform” in 1948 (namely, currency reform and the end of price con-
trols, the famous Leitsiitzegesetz) almost singlehandedly. Parliament had hardly
any control or oversight. The conservative political scientist Werner Kalte-
fleiter (1989, 68) describes Erhard’s room to maneuver before 1949 as “dictator
like power base” (compare Hayek 1983, 20, Schwarz 1992, 68; Hartwell 1995,
214), while Hirschman (1989) has stressed the role of U.S. occupation forces in
Germany in keeping the advocates of Keynesianism repressed in Germany.

The disastrous postwar situation regarding food and health colored the en-
tire situation in Germany, and an enormous shortage of supply would have
been deciding factors in implementing domestic reforms after 1948. For Phillip
Herder-Dorneich (1993, 13), the success of liberal reforms goes back to the Ger-
man people, “who had experienced three years of social learning while almost
starving to death.” Economic planning experienced #hen reflected a kind of
“children’s fear” (Wallich 1955, 13). But the reforms were also facilitated by

massive neoliberal propaganda, which denounced a// manner of economic
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planning as another step toward poverty and deprivation. The Ordo postwar
propaganda campaign succeeded in opening space for capitalism in the refined
shape of the social market economy.

After the currency reform and the Leirsitzegeserz dating from 1948, ordolib-
eral implementation strategies with their veiled multilayer networks turned out
to be quite effective. These strategies involved founding market-oriented think
tanks at universities, intensifying international political networks via the Mont
Pelerin Society, and supporting economic journalism in the mass media.
Ordoliberalism was avidly promoted in the pages of Frankfurter Allgemeine
Zeitung, whose publisher, Erich Welter, had been Miksch’s superior at the
Wirtschafiskurve journal during the war. Many of the Ordos were swiftly inte-
grated into the neoliberal thought collective. Practically all the leading ordolib-
erals, including Welter, Miksch, Ropke, Eucken, Miiller-Armack, Bohm, Pfis-
ter, Dietze, K. E Maier, E W. Meyer, Ilau, Hensel, and of course Erhard, joined
the Mont Pélerin Society. Ultimately, ordoliberal positions on economic policy
were significantly reinforced by the rapid increase in prosperity from the late
1940s onward.?® The market-oriented reforms in postwar Germany were to a
great extent stabilized and politically accepted because they were intellectu-
ally wedded to the concept of the social market economy. This concept was
launched, not least as a result of the campaign launched by the dedicated em-
ployer organization Die Waage. Between 1952 and 1965, large West German
enterprises channeled DM 16.11 million for a political publicity campaign,
with the purpose of establishing the social market economy according to
ordoliberal principles. The campaign proved quite successful, contributing to
general election results that were highly favorable to the conservative-liberal
parties, which were closely tied to the corporate sector (Schindelbeck and Il-
gen 1999; Prak 2004).

The Social Market Economy as the Launch Vehicle
of Ordoliberal Concepts

The German neoliberal school managed to distance itself from classical liberal-
ism by accepting authority for the shaping of economic policy, and by having
the resources and capacity for design of a postwar new liberal policy for society
at large. As far as economic theory was concerned, German ordoliberalism, un-
like the Austrian school that emerged around Mises and Hayek, maintained
a strong attachment to the neoclassical equilibrium model, as evidenced by
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Eucken’s formalistic market model. This situation may also have been overde-
termined, since the American victors were busy inserting “good” neoclassical
economics into the reconstructed German universities (Bernstein 200r1). In ad-
dition, the newly established liberal interventionism was promoted because it
was supposed to be aligned with timeless principles of market conformity.’
When the doctrine was actually deployed, however, what this basically meant
in practice was that political measures encountered their limits wherever they
undermined the formation of what was perceived as an equilibrium price
(Schiller 1958, 17).

The ordoliberal ideal of a competitive order deprived of political power and
working in a steady state of perfect competition could never have served as
a blueprint for postwar reconstruction. Ordoliberals perceived neoclassical eco-
nomics to be in need of further amendment in order to be translated into prac-
tical experience. How could the imposition of a free market compel or encour-
age already existing monopolies and oligopolies to give up their dominant
economic position? For that reason, one of the central questions of the social
market economy languished unanswered: Which societal groups and social
forces should be charged with the mandate to secure a competitive order com-
mitted to ordoliberal ideas, given the already existing pluralistic structures, par-
ticularly in parliamentary democracies? The ordoliberal model of a market em-
bedded in various social and political institutions largely failed because of highly
unrealistic expectations. Instead of tackling the current societal, social, and po-
litical conditions, it remained oriented toward an abstract ideal of society that
displayed features of enlightened absolutism and preindustrial social structures.

At this point, the real functional significance of social market economy as a
concept comes into play. Bridging the conceptual/practical divide was largely
left to Miiller-Armack, who turned this seeming deficiency into a thorough
practical strategy of implementing a new liberalism in Western Germany.
With hindsight, we have to acknowledge that Riistow was correct when he re-
ferred to the “Social Market Economy as the realization of the neoliberal pro-
gram” (Riistow 1957¢, 76). Miiller-Armack’s aim was to promote the social
market economy as a strategy for transferring the principles of new liberalism
into potentially hostile political and societal spheres without neglecting the
ultimate neoliberal objective of creating a new kind of strong state. Miiller-
Armack was unabashed in paying tribute to the ordoliberal formation and
giving advice to the political leadership. “Our theory,” he explained at the 1953
annual meeting of the Mont Pélerin Society, “is abstract; it can only gain



124 ORIGINS OF NATIONAL TRADITIONS

broad public acceptance if it gets a concrete meaning and demonstrates the man
in the street that it will redound to its advantage” (quoted from Roth 2001).

The fact that the social market economy was first and foremost a tool to at-
tain a certain political objective, rather than a scientific theory per se, reveals
why there is (still) no closed theory of the social market economy comparable
to the older elaborate ordoliberal system. Aims and objectives were developed
step by step in response to concrete political developments, rather than ac-
cording to logical extrapolations and derivations from ordoliberal theory.
Consequently, these aims and objectives display to a large extent flexibility
and adaptability toward changing economic, political, and sociocultural con-
ditions in society. Thus, it was because of the evolutionary character of Miiller-
Armack’s approach that over the years tensions would arise relative to the dog-
matic and normative character of ordoliberal theory in practice. “Whilst the
ordoliberal concept provides a concrete program for the political caste, Miiller-
Armack’s concept of Social Market Economy can, in a nutshell, be understood
as a methodical principle” (Starbatty 1986, 16).

Indeed, two methodical principles determined the ultimate conceptual de-
velopment of the social market economy: its evolutionary moment and the
so-called irenic (meaning placatory or conciliatory) formula.’® In this sense,
the original version of the social market economy represents an economic
concept based on the German variant of neoliberalism, but yielding to politi-
cal exigencies all the way down its historical path. The irenic formula pro-
vided the ideological support deemed necessary to pacify looming class con-
flict. Yet, Miiller-Armack was well aware that the irenic formula would not
endure forever as a general conception without continuous adaptations to
changing socioeconomic realities and shifting configurations of power. A cer-
tain dexterity was required in order to address, preempt, or even dissolve emerg-
ing structural conflicts: “Of course, the tense situation, likely to arouse social
conflicts, is subject to historical change and requires us 20 look for respective
strategic formulas of this irenic balance again and again. Therefore, the social
market economy is,” as Miiller-Armack summed up the irenic idea in the early
1960s, “a strategy in the societal sphere; if it is successful and reaches its aim may
never be decided exactly” (1962, 13; emphasis added).

Against this political economy background, we can now understand why it
is so very hard to grasp the fundamental economic core of economic policy in
the social market economy, though a few constants arguably determine Miiller-
Armack’s evolutionary approach. Starbatty denotes three indispensable invari-
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ants: (1) preserving the market economy as a dynamic order; (2) preserving the
social balance which maintains the suppression of conflicts; and (3) securing
stability and economic growth through competition and financial policies
(Starbatty 1982). These imperatives, in a way, characterize a neoliberal pro-
gram, which is determined by a defensive and pragmatic character and by an

extremely high political sensitivity toward uneasy societal circumstances.

Conclusion

Given the range of worldwide neoliberal concepts, ordoliberalism as a specific
continental European current was largely formed in Germany—and also in
Turkish and Swiss exile—from the 1930s to the 1950s. Its distinctive character-
istic is an elaborately developed theory of the state, which is held to be indis-
pensable for the constitution and stabilization of the continuously aspired
competitive order. German ordoliberal concepts entail a strong authoritarian
element, which is displayed in a fundamental skepticism toward democracy:
In this sense, the ordoliberal market society is a morally grounded and socially
formed competitive society that is supposed to curb the acknowledged de-
structive potential of markets and special interests.

This basic pattern is also visible in the conception of the social market econ-
omy, a curious offshoot of ordoliberalism. On the one hand, this concept can be
assessed as a successful local implementation strategy for the transplantation of
ordoliberal ideas into the West German postwar society of the 1950s. PR cam-
paigns were successfully employed, in much the same way that one would sell
soap or cars, to overcome the widespread skepticism of the West German people
toward a market-oriented order of society. In any event, West Germany’s no-
ticeable economic success imbued the ideology with a kind of national identity.
Later, however, the term social market economy turned out to be more of a prob-
lem than a boon because it was more and more perceived as a concept tied
rather too closely to a specific format of economic success. Changing conditions
for economic growth undermined not only the social market economy itself,
but also the ideological efforts it entailed (a “third way”) to legitimize market-
oriented politics rather than some vision of comprehensive welfare. Since the
trade unions and the Social Democratic Party learned to use the concept in the
same opportunistic way as the ordoliberals, persuading governments to expand
the welfare state under continuous reference to the social market economy, the

model increasingly lost its original neoliberal content. Thus, the social market
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economy as a programmatic concept was gradually afflicted with dissolution,
first and foremost because of the evolutionary structure and flexibility inherent
in its own argument. Contemporary neoliberal strategies attempt to re-launch
the original as a “new social market economy.”!

With hindsight, we can call into question what remains with regard to
ordoliberalism and the concept of social market economy. Overall, the ap-
proach based on the original ideal of ORDO, imagining a harmonic order of
the market and a highly stratified society, has definitely failed, giving way to
concrete forms of corporatism and antagonistic cooperation after Erhard’s de-
mise. Still, some elements have been adopted or have been revived—in both
scientific and economic discussions that are of practical relevance right up to
the present day. This is especially true for the approach based on Ordnungs-
theorie in general, and the thesis dealing with the interdependence of eco-
nomic, political, and social arrangements in particular (Interdependenz der
Ordnungen). Ordoliberalism can in fact be considered an embryonic neo-
institutionalist doctrine avant la lettre, though a close examination of the rela-
tionship of ordoliberalism and rational choice-based neo-institutionalism has
yet to be carried out in any serious way. However, ordoliberalism as a specific
German variety of neoliberalism has gradually converged with Austrian eco-
nomics and Anglo-Saxon versions of neoliberalism, especially in the field of
competition theory proper. The globalization of neoliberalism—powerfully
advanced by neoliberal networks within and around MPS—has increasingly
blurred the lines of original (German, Austrian, French, American) schools of
thought. Hayek, for example, returned from the United States to Europe in
1962 to serve as economics professor in Freiburg: “Thus closes the circle,” lec-
tured Michel Foucault in 1978 at the Collége de France.

Notes

I am grateful to Dieter Plehwe both for numerous comments with regard to substan-
tive issues and for his aid in translating this chapter. German quotes have been trans-
lated for easier reading.

1. According to Becker (1965, 41), the term Ordoliberalismus was first used by
Moeller (1950, 224) to identify a specific neoliberal circle, the so-called Ordo-Kreis
around Walter Eucken and his Freiburger Schule, which started to publish the Ordo
Yearbook in 1948. The term was adopted for the first time in the twelfth volume of the
journal ORDO by the editors Franz Bohm, Friedrich Lutz, and Fritz Meyer (pp. 32—47).
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2. A better understanding of German ordoliberalism should prove useful for a re-
examination of the relationship between neoliberalism and neoconservatism, and may
thereby contribute to a better understanding of the roots of strategic alliances between
neoliberals and the religious right in the United States, for example.

3. During World War II, Miksch, who had received his habilitation from Eucken
in 1938, published highly relevant articles on issues concerning the wartime economy
in a supplement of the business section of the Frankfurter Zeitung, called Wirtschafi-
skurve. This periodical is known to have echoed the wartime economy concepts of the
planning office at the Ministerium fiir Riistung und Kriegsproduktion (Ministry of Ar-
mament and Munitions). Immediately after 1945, Miksch became one of Ludwig Er-
hard’s most influential advisers, initially as political consultant in the public relations
department of the Verwaltung fiir Wirtschaft. In 1948, after having been appointed
head of the Grundsatzreferat der Preisabteilung (meaning Miksch was responsible for
drawing the main lines at the department for setting and controlling prices), he set up
the Leizsitzegesetz, which marked the transition to a market economy in West Ger-
many in the same way as the currency reform did. Furthermore, Miksch is considered
to have invented the As-If-Theorem. According to this theorem, state authorities
should fix a competition price, if market competition is insufficient or fails completely
(Miksch 1948). Miksch had joined the Social Democratic Party and was one of the few
Social Democrats who joined the Mont Pélerin Society.

4. Diirr’s first systematic analysis of ordoliberalism in fact suggests a complete dis-
tinction of ordoliberalism and neoliberalism primarily because of this difference: “The
first and foremost difference between ordoliberalism and neoliberalism can be seen in
the fact that the latter tries to further a ‘competitive order’ or ‘workable competition’
whereas the continental (German) ordoliberalism aspires to veranstalten a consistently
‘ordered competition.” Secondly, the measures concerning the distribution of wealth
and income display a more social liberal character” (Diirr 1954, 7). Similar efforts to
amplify differences are soundly rejected by Wegmann (2002) and Nicholls (1984).

5. “There is nothing in the basic principles of liberalism to make it a stationary
creed, there are no hard-and-fast rules fixed once and for all. The fundamental princi-
ple that in the ordering of our affairs we should make as much use as possible of the
spontaneous forces of society, and resort as little as possible to coercion is capable of an
infinite variety of applications” (Hayek [1944] 1991, 13).

6. Although we do not pursue it here, some authors have discussed this curious
mixture of concepts in German thought under the rubric of “reactionary modernism”;
see Herf 1984.

7. Riistow (1950, 50) formulated his opinions in the same vein: “competition
pure . . . means complete incoherence, complete shortage of social viscosity where it
alone rules social relationships. A fortiori it depends in complementary ways and as a
precondition on the counterweight of strong framing forces of a different kind, on

ethical and sociological ties that are otherwise secured.”
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8. “The Ordo-thought took shape in the middle ages. It had a determining im-
pact on the composition of the whole of medieval culture. It means the meaningful
junction of the variety to a whole” (Eucken [1952] 1990, 372; emphasis in original).

9. The ordoliberal estate model was limited by its primary emphasis on the com-
petitive order, which was not to be compromised. It was sympathetic to the idea of a
hierarchical society without attaching any regulatory functions to it with regard to
economic life. This was in stark contrast to the Catholic social doctrine.

10. Riistow (1957a, 520) defined Vitalpolitik as “a policy, which consciously con-
siders everything concerning the true well being of the human subject, her content-
ment and happiness, and aims at creating the preconditions for a life worth both liv-
ing and defending.”

11. The family was to be the principal social core of decentralized economic enti-
ties (Ropke ([1942] 1979, 31; Riistow 1957b, 222).

12. “We owe a great enrichment of our language to the Americans, because they
were the ones who coined the characteristic term ‘weasel-word.” This little preda-
tor . . . can allegedly suck the content of an egg without doing any harm to the shell.
This reflects the fact that weasel words deprive terms of their actual meaning as soon
as they are added. . . . [TThe term ‘sozial’ is the weasel-word par excellence. Nobody
knows what it actually means. But it is definitely true that a social market economy is
no market economy . . . social justice is not justice—and I am afraid a social democ-
racy is no democracy either” (Hayek 1979, 16).

13. See, for instance, Hayek, Sieber, Tuchtfeldt, and Willgerodt (1979), but cf.
Willgerodt (2006).

14. Walter Eucken’s Staatliche Strukturwandlungen und die Krisis des Kapitalismus
(1932) and Alexander Riistow’s Interessenpolitik oder Staarspolitik (1932) are typically re-
ferred to as the real founding documents. In addition, Répke’s contribution on “Maxi-
men rationeller Intervention” in his writing on state interventionism (1929) has been
given pride of place from prominent neoliberals (see Hayek et al. 1979). To understand
the critique of parliamentarian democracy, however, Riistow’s 1929 paper “Diktatur in-
nerhalb der Grenzen der Demokratie” (dictatorship within democratic confines, pub-
lished in 1959) is of considerable importance. Frequently mentioned are two works by
Alfred Miiller-Armack: his Entwicklungsgesetze des Kapitalismus. Okonomische, geschicht-
stheoretische und soziologische Studien zur modernen Wirtschaftsverfassung (1932) and Staar-
sidee und Wirtschafisordnung im neuen Reich (1933). Others refer to Franz Bohm’s Wertbe-
werb und Monopolkampf. Eine Untersuchung zur Frage des wirtschaftlichen Kampfrechts
und zur Frage der rechtlichen Struktur der geltenden Wirtschafisordnung (1933), Hans
Gestrich’s Liberalismus als Wirtschaftsmethode (1930), and Wilhelm Répke’s “Epochen-
wende” (1933). On the early literature, compare Becker (1965, 41—43), Haselbach (1991,
19, 23f., 72f.), and Reuter (1999, 71ff.).

15. Schmitt (1933, 84; empbhasis original) discussed different meanings of a “total
state” in a presentation to industrialists. He identified first “a very strong state. It is zo-
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tal in the sense of quality and energy much like the fascist state claiming to be a ‘stato
totalitario,” which first of all indicates the exclusive control of the means of power by
the state, and their employment to further increase its power. It refuses to transfer new
means of power to its enemies and destroyers, and to undermine its power by what-
ever reference to liberalism, constitutionalism and the like. He can distinguish be-
tween friend and foe. . . . But there also exists another meaning of the word total
state. . . . This type of total state is a state, which indiscriminately steps into all subject
matters, all spheres of human existence, which does not know anymore a sphere free
of the state, because it cannot distinguish between anything. It is total in a purely
quantitative sense, in the sense of pure volume, not of intensity and political energy. . . .
The contemporary German party state is total due to weakness . . . , due to the inabil-
ity to resist the onslaught of parties and organized interests.”

16. Later ordoliberal writers like Willgerodt (1998, 48) are eager to qualify the early
ordoliberal critique of democracy: “It is thus not so much a matter of radically reject-
ing pluralism, but to oppose a wrong way of political participation of economic and
social groups from a liberal point of view.”

17. While Reuter (1999, 72) recognizes the agreement of the neoliberal founding
papers with Schmitt’s analysis of the state, “they did not draw his conclusions.” Ac-
cording to Reuter, “the difference is clear: Riistow demanded the return of the liberal
state, which additionally was to be in charge of protecting competition by establish-
ing rules and supervising compliance.” Milene Wegmann (2002) completely missed
the double meaning of the term zozal state in her effort to contradict researchers who
have correctly emphasized a close relationship between Riistow’s and Schmitt’s state
theory.

18. Egon Edgar Nawroth emphasized “that neoliberal academics are not so much
interested in a serious controversy about the problems raised but rather in a conversa-
tion within their own four walls. This essentially amounts to nothing more than re-
lentlessly repeating one’s own theses while ignoring fundamental objections with si-
lence” (Nawroth 1961, 18).

19. The other two economic chairs were held by Karl Diehl, who was succeeded by
Constantin von Dietze in 1937 and by Adolf Lampe.

20. This may also explain Erhard’s reservations about pure theory as referenced by
Wiinsche. Not in the least due to Erhard’s increasing political power in postwar Ger-
many, Erhard occasionally rejected the advice of model theorists sharply. But he also
declared himself an ordoliberal, occasionally at least (for example, when speaking to
the Protestant working group of his Christian Democratic Party; see Erhard 1962,
592). On the occasion of Bohm’s eightieth birthday Erhard wrote: “I would like to
frankly acknowledge that my own contribution to this effort [the social market econ-
omy—R.P] would not have been possible without Walter Eucken, Franz Bshm, Wil-
helm Répke, Alexander Riistow, E A. von Hayek, Alfred Miiller-Armack and many
others who joined me in thinking and debating” (Erhard 1975, 15).
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21. The AfDR economics group, founded in 1940 and headed by Jens Jessen, en-
compassed a total of nine working groups on the themes of economic history, eco-
nomic policy, social policy, agricultural policy, money and credit, financial economy,
price policy, transport policy, international economics, and a coordinating central cau-
cus on economics. The ordoliberals congregated mainly in the economics and price
policy working groups. See Haselbach (1991, 94ff.) and Janssen (1998, 189ff.).

22. Blumenberg-Lampe (1973, 30); Janssen (1998, 193-195); Quaas (2000, 58).

23. See Rehberg (1999) for overlapping efforts against the negative implications of
the “mass society” of Gehlen, Freyer, and Schelsky in the field of sociology.

24. Because “this neoliberal way of thinking,” wrote Répke in his Eucken obituary,
provides an example of “how honest, clear thinking men devoted to freedom and the
law answered to the rape of the human being by collectivism and totalitarianism. They
earned their right to teach the world . . . about the impossibility to separate Freedom
and the constitutional state from the freedom in the economic order” (Répke 1950).

25. The ordoliberals bundled their normative concepts in the idea of a Wirtschafsver-
fassung, that is, an organization of market economy under constitutional law. The idea
of a kombinierte Wirtschaftverfassung was developed under the influence of Nazi Ger-
many and referred to a combination of two Lenkungsprinzipien (“governing princi-
ples”) within the scope of this economic system: on the one hand, indirect governing
via competition, and on the other hand—where required—direct governing by the
state. This proposal was devised by early ordoliberals and marks a compromise, taking
into consideration the National Socialist primacy of politics without dispensing with
an economic system dominated by competition.

26. “The introversion of the half-exile was often inimical to the conception of an
indictment on a sufficiently grand scale, but in which the role of National Socialism
would neither assume the megalomaniacal proportions of its own self-image, nor
dwindle into pardonable insignificance. It was Répke who indicated the culture and
economy in which ‘the German catastrophe’ was but an incident. Riistow . . . re-
turn[ed] with an indictment of the historical manifestations of much that West Ger-
mans were now eager to reappropriate, as well as much that they had reason to forget.
The ‘dark side of the economic miracle’ was, in one sense, what the neo-liberals at-
tacked; in another sense, it was they who provided the shadow, the third dimension. It
was they who, while vigorously repudiating negative and destructive criticism of Lud-
wig Erhard’s reforms, nevertheless sought to become the conscience, and on occasion
the guilty conscience, of the social market economy” (Johnson 1989, 54). It should be
noted that Johnson’s chapter was part of an affirmative two-volume effort (Peacock
and Willgerodt 1989; and Peacock and Willgerodt with Johnson 1989) to introduce
German ordoliberalism to the English-language audience, edited and written mostly
by MPS members.

27. Even Ludwig von Mises, whose Jewish background eventually necessitated his
escape from the Nazis had—at least until 1927—sympathies for Italian fascism in one
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area: according to Mises, it had accomplished an eternal achievement in the fight
against socialism (Walpen 2004, 332f.).

28. Abelshauser (2004) challenged the ordoliberal interpretation of the “German
Miracle” crediting pro-market reforms. High growth rates were rooted in the long-
lasting phase of rebuilding the economy after the war, a modern system of production
that was less damaged than many thought and in excellent international economic
condition in the aftermath of the Korea crisis.

29. First thoughts on liberal criteria for economic interventions were presented by
Ludwig von Mises in the 1920s, but they needed systematization according to Ropke
(1929; [1942] 1979), however, without ever leading to clear-cut positions.

30. This irenic element is borrowed from the German sociology of religion and de-
scribes the claim to solve socioeconomic conflicts, inevitably emerging in market
economies peacefully, that is, without neglecting social adjustments.

31. See Speth (2004); Kinderman (2005); and Plehwe (2006) for background and
critical analysis of this “initiative for a new social market economy” (INSM).
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The Rise of the Chicago School
of Economics and the

Birth of Neoliberalism

ROB VAN HORN

PHILIP MIROWSKI

Democracy, as viewed by libertarians . . . also implies, at best, a continuing
process of relevant discussions and inquiry among professional truth-
seckers or academic problem-solvers, who, though scrupulously detached
from active politics and from factional affiliations, subtly and unobtru-
sively guide or arbitrate political debate by their own discussions.

Simons 1948, 8

Our objective in the present chapter is to relate the sequence of events that
led to the rise of the Chicago School of economics. This chapter in many re-
spects is a revisionist story, grounded more directly in archival evidence than
in the personal reminiscences that have tended to be the staple of this area in
the past. It situates the rise of the school at a very critical juncture of events at
a very specific date, namely, 1946. It subverts certain widely held notions
about the history of economics, such as the mistaken conflation of the rise of
the Chicago School with the larger rise to dominance of neoclassical econom-
ics in postwar America, or the supposed continuity of social doctrine that was
thought to characterize the pre- and postwar Chicago School, as well as the
belief that it was some "core scientific theory” that provided the backbone of
the school, whereas the applications in such areas as law and business only
came later. Although space limitations prevent us from giving a comprehensive
account of the later shape of the Chicago School, this chapter nevertheless
downgrades any idea that some abstract analytical characterization of the
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economy formed the nucleus around which the school crystallized (such as
Reder’s [1982] concept of tight prior equilibrium), and replaces it with explicit
political orientation, something that weighed very heavily on the minds of all
the main protagonists. Indeed, our central thesis is that the rise of the Chicago
School must be understood as one component of a specific larger transna-
tional project of innovating doctrines of neoliberalism for the postwar world.

This chapter diminishes the importance of certain figures who have often
loomed large in the folklore, such as Frank Knight or Jacob Viner; it reevaluates
the role of others, such as Milton Friedman; and it elevates to prime positions
some neglected figures such as Friedrich Hayek, Henry Simons, and Aaron Di-
rector. The tale is studded with poignant ironies, such as the fact that the prime
external contractor for the erection of the Chicago School would not then be ac-
cepted as a member in good standing of the Economics Department once it got
off the ground; or that the prime architect so despaired of ever convincing the
subcontractors to get the foundations laid that he committed suicide. Finally, the
trademark Chicago doctrine of the supposed separation of positive from norma-
tive economics (Friedman 1953) assumes a strikingly ironic significance in the
light of this account. Now that the Chicago School no longer exists in anything
like its original form, we believe the time has finally arrived to tell the actual story
in the fine detail that would satisfy the historian, rather than the ceremonial
after-dinner speaker. But more importantly, this account begins to situate the
Chicago School in the larger framework of the postwar creation of neoliberalism.

American Road Repairs: Hayek and Simons

As part of his larger campaign to warn the Western world about the imminent
threat of left-wing totalitarianism, Friedrich Hayek (then still an economist at
the London School of Economics) delivered a lecture at the Economic Club
in Detroit, Michigan on April 23, 1945."! He was on a book tour promoting his
surprise best-seller, 7he Road to Serfdom (1944). In Detroit he proselytized: “I
think there is a great educational task to be fulfilled. We must make the
masses of people learn and understand the problem that is before us, make
them capable of discriminating between methods which will achieve the end
and methods which are empty promises, and particularly tell them that there
may be desperate palliatives like inflationary measures which in the short run
may keep employment high, but in the long run make the situation much
more difficult than it was before.” Within two days of the event, Hayek met
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with the businessman Harold Luhnow—then president of the Volker Fund—
in Chicago. Luhnow offered to provide financial support for Hayek in his ed-
ucational quest, since he too had been searching for intellectual weapons to
curb the power of government in the postwar era.

Luhnow had become president of the William Volker & Co., a national
furniture distribution company and window-shade manufacturer located in
Kansas City, Missouri in January 1938. Luhnow was a strident anti-New Deal
conservative and was then in the process of converting a philanthropic fund
originally intended to help the citizens of Kansas City into something com-
pletely different: a foundation to promote a rethinking of liberal politics in
America. The Fund, which existed from 1932 to 1965, would play a major role
in conservative intellectual politics in twentieth-century America. To pursue
that end, Luhnow arranged the téte-a-téte with Hayek on April 24/25, 1945.2

At the meeting Luhnow sought to commission Hayek to write The Ameri-
can Road to Serfdom. The original text had been composed with a British audi-
ence in mind and perhaps had been pitched at too elevated a level of discourse
for American audiences. Subsequently, Hayek in his later book Hayek on Hayek
claims that he did not take Luhnow’s offer seriously, but says that he spoke at
length with his “great friend” Henry Simons about it in Chicago (Hayek 1994,
1277). Hayek also claimed that he “had to report to Luhnow in the course of the
journey that I couldn’t do anything about it,” and that he initially declined
Luhnow’s offer after returning to England. Nevertheless, Luhnow cabled back
and gave Hayek the authority to determine the course of the project, including
subcontracting the authorship of the revised Road, to which Hayek agreed
(Hayek 1994, 127-128). However, an epistolary exchange between Hayek and
Luhnow challenges Hayek’s personal reminiscences: apparently, Hayek had
been much more receptive to the opportunity, because he regarded it as poten-
tially constituting something much more ambitious. Hayek actually wrote
Luhnow from Chicago on May 3, 1945, before returning to England:

My friend, Mr. Friedrich A. Lutz of Princeton, whom I had in the first in-
stance in mind and who came to see me here in Chicago to discuss it, is
quite willing to take part in it although he is for some time committed to
other work, and feels that he will need two or three other people to work
with him as a team. . . . It has since occurred to me that Princeton is not
necessarily the best place and that there is a great deal to be said for con-
ducting the investigation at the University of Chicago where there are a
number of people whose collaboration would be extremely useful.?
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As a sign of the seriousness with which the offer was regarded, other partici-
pants in “the first Chicago discussions of the project [included] Jacob Viner,
Robert Hutchins, Karl Brandt, and [Dean Robert Redfield],” in addition to
Simons and Lutz, and most probably Aaron Director and possibly Milton
Friedman.* Since he is often thought to have been unsympathetic to the poli-
tics of those involved, the early and close participation of Hutchins, the soon-
to-be chancellor of the University of Chicago, will prove important.> Hayek,
however, was not the only one who was ebullient about this prospect; so too
was Henry Simons of the Chicago Law School.®

Hayek and Simons’s intellectual friendship dated back as early as 1934
when Hayek sent an appreciation of Simons’s Positive Program for Laissez Faire
(SPRL, Hayek to Simons, December 1, 1934, box 3, file 40). By 1939, a close
comradeship had developed: Simons then commiserated with Hayek over the
British political landscape: “For England, however, it seems impossible to
hold out even a slender hope. England, to be sure, may still be saved, but not
by her own actions—only by the example of a wise and successful liberal pro-
gram in the United States. So, I welcome your contribution to discussion here
and, hoping that you will again write for American readers, I suggest that this
may be the most useful contribution you can make toward the cause of liber-
alism in England and elsewhere.”” Hayek had earlier praised A Positive Pro-
gram for Laissez Faire: “1 have the greatest sympathy for the general spirit
which it expresses and I feel that it does raise the problems which economists
ought to discuss to-day more than others.”

During the 1930s, however, they did not fully concur on some issues, which
would later loom large: “I have grave doubts about the suggestion that all in-
dustries where perfect competition can not be restored should be socialized.”
Here Hayek referred to Simons’s notorious policy recommendation in Program
that industries like the railroads, which had grown so concentrated as to be
nearly impossible to challenge or reform, be nationalized. Simons, however,
did not make such a seemingly anti-free market proposal on conventional so-
cialist interventionist grounds, but rather on a purely classical liberal basis.”
Like Hayek, Simons believed that the liberal safeguard of freedom is the most
important objective for public policy, and denounced political control unless it
was unavoidably necessary to promote a freer market. Yet unlike most post-
1946 Chicago School economists, Simons deeply distrusted nearly all concen-
trations of power as inimical to both political and economic success: “Thus, the

great enemy of democracy is monopoly, in all its forms: gigantic corporations,
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trade associations and other agencies for price control, trade-unions—or, in
general, organization and concentration of power within functional classes”
(Simons 1948, 43). Concentrations of power posed a threat to the “heart of the
contract,” and thus to relative prices, which should adjust freely to reach com-
petitive equilibrium. Because the “heart of the contract” is the sine qua non of
freedom, “A monopolist is . . . an implicit thief because his possession of mar-
ket power leads to the exchange of commodities at prices that do not reflect
underlying social scarcities” (De Long 1990, 606). Simons indeed believed that
the proliferation of monopoly had led to the Great Depression. The role of
government, therefore, should be to maintain a propitious market milieu—a
legal and institutional framework, a correct level of currency, a definition of
private property, an initial allocation of endowments—where competition, the
agency of control, can function effectively.

Simons’s “Positive Program” reads today more like a left-leaning attack on
corporate prerogatives than anything we might associate with a neoconservative
agenda, but in the 1930s it was situated well within the bounds of classical liber-
alism. After the abolition of corporate monopoly, Simons also proposed the
abolition of private deposit banking predicated on fractional reserves; the revi-
sion of the tax system to achieve greater equality of wealth and income; and
the “Limitation upon the squandering of our resources in advertising and sell-
ing activities” (1948, 57). One can easily appreciate why this program had at-
tracted the attention of radical reformers, even though its chances of enactment
were slim to negligible in that era. First and foremost on his reform agenda was
“elimination of private monopoly in all of its forms” (1948, 57). Simons of course
also recommended an array of other reforms to address the depression economy.
For example, he was an early proponent of the “establishment of more definite
and adequate ‘rules of the game’ with respect to money” (1948, 57).

From his marginal position at the Chicago Law School, with Volker’s en-
couragement, Simons soon became the center of gravity for the group of
Chicago economists Hayek had begun to imagine as a dedicated cadre to pur-
sue his political goals.'® This was more than a pipe dream because Simons en-
joyed close personal relations with President Robert Hutchins, who would
help in multiple ways to facilitate what Simons had come to call “the Hayek
Project.”!! In expressing his admiration for Simons’s financial savvy, Hutchins
wrote: “It sounds to me as though you would get us a million dollars from Mr.
Rockefeller and another million, by way of apology, from Harry Luce. When
the money comes in, I will split it with you.”'* Most significantly, one should
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note that Simons felt altogether comfortable sharing his recommendations for
staffing the Economics Department directly with Hutchins in 1946, even
though he was not even a member of that department: “PS. I hear that Mil-
ton Friedman, whom I was proposing for Lange’s place, has been appointed
to an associate professorship at Minnesota.” In the intellectual sphere, Si-
mons and Hutchins shared a certain fondness for Adam Smith, perhaps re-
garding one another as embattled classical liberals.!*

Though Hayek, Hutchins, and Director much respected and liked Henry
Simons, the relationship Simons had with most members of the existing Eco-
nomics Department, especially Frank Knight and Jacob Viner, was less than
amiable during the war. In 1944, smoldering enmity between some members of
the faculty senate, which included Viner and Knight, and the administration
(mainly Hutchins) erupted when Hutchins delivered his January 1944 speech
to the faculty, as recounted in his numerous biographies (Ashmore 1989;
Dzuback 1991). In pursuit of a transvaluation of values that might render the
University “a democratic and effective academic community,” Hutchins,
among other things, proposed the abolishment of “the farce of academic rank,”
in which “[the University] is still entangled,” and he recommended a profound
reorganization of University administrative power. This recommendation pre-
cipitated a pitched battle between the so-called six burghers of the Chicago
campus, which included Knight and Viner, and the University administra-
tion." It ranged over a raft of issues, ranging from bureaucratic structures to
curriculum reform to the proper subjects of university research. Politics was
never very far below the surface of these tumultuous events.

Faithful supporters of Hutchins, such as Simons and John Nef, an eco-
nomic historian, soon embroiled themselves in conflict with the Economics
Department.'® Perhaps because of his warm relationship with Hutchins, Si-
mons entered the fray, upbraiding the “six burghers” for what he thought ob-
streperous and counterproductive tactics. Apparently, Viner countered with a
reprimand of his own, to which Simons rejoined: “You may be right in analyz-
ing my case as a persecution complex. However, . . . you have recruited many
dubious, timid, and diffident persons. This augments your power, for timid
souls will not desert even though they regret having joined—you probably
don’t need them now anyway; and it increases your moral responsibilities.”!”

Given this heated exchange, the relationship between Viner and Simons
most likely verged upon irreconcilable; simultaneously, the relationship be-
tween Simons and Knight was also turning sour. They were located on oppos-
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ing sides of the bureaucratic battles, but there was something more in their
growing antagonism. By the mid-1940s, Knight and Simons’s research had
undergone unprecedented divergence, and not just because they were now lo-
cated in separate departments. Knight, according to Simons, was “increas-
ingly preoccupied with philosophy and philosophies, not to mention histori-
ans, theologians, and anthropologists, et al., and is not deeply interested in
concrete problems of economic policy.”!® Partly because of the divarication
that now characterized their intellectual relationship, their personal relation-
ship by early 1946 had grown distant and impersonal.

For all these reasons, when Hayek pointed in late 1945 to “a number of peo-
ple whose collaboration would be extremely useful” at the University of
Chicago, he may very well not have envisioned the close collaboration of
Knight and Viner." In fact, more likely, Hayek was leaning toward collabora-
tion with Henry Simons (the central protagonist), Aaron Director, and possi-
bly Milton Friedman. To facilitate and direct the collaboration, Simons wasted
no time in drawing up an ambitious plan to recast the Chicago landscape.

Simons informed Hayek:

I have contrived a project largely for what one might call ulterior purposes:
(1) to get Aaron Director back here and into a kind of work for which he
has, as you know, real enthusiasms and superlative talents. . . . Moreover, I
have deliberately formulated the kind of project for which this University
would be the natural location and for which Aaron would be the natural
choice as head . . . I am sorry to have organized Lutz out of the picture—
and hope he might be “organized in” again from time to time or perma-
nently. He is probably the best choice for your kind of project; but Aaron
seems a better choice for mine, if only by the nature off his own preferences
and interests—although Lutz, in turn, would be a better choice for my

project if it were located at Princeton.?

Shortly thereafter, in early June, Simons drafted two memoranda that laid out
the proposals for a new research program. There Simons wrote: “A distinctive
feature of ‘Chicago economics,” as represented recently by Knight and Viner, is
its traditional-liberal political philosophy—its emphasis on the virtues of dis-
persion of economic power (free markets) and of political decentralization.”?!
Simons regretted that this philosophical orientation was “almost unrepresented
among great universities, save for Chicago.” Surveying the current landscape,

Simons observed that the current Chicago liberal thinkers would encompass
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Knight, Lloyd Mints, Viner, H. Gregg Lewis, and himself. But not all were
suited to the task at hand. Lewis, Simons believed, was “long and frequently on
leave.” Knight was, Simon stated, increasingly preoccupied with matters not
concerning economic policy, but concerning philosophy, history, theology, and
anthropology. Outside economic interests and “special” writing and research
tended to occupy Viner, according to Simons. So “that leaves Mints and Si-
mons.” Thus, Simons proposed the creation of an “institute” that would be
comprised of various scholars dispersed across disciplinary boundaries at
Chicago, an Institute: “without total reliance on departmental or university
policy.” Simons nominated Director, whom he deemed a steadfast liberal, as
the permanent head of the project. Simons stipulated the following require-
ments: “[The leader] should be an essentially intellectual person, not a pro-
moter, not politically ambitious or ‘on the make,” not ‘the administrative type,’
not prominently identified with other organizations or public activity, and not
adept at salesmanship or public relations.” Simons suggested Milton Friedman
be enrolled as part-time statistician, though he added that George Stigler or
Allen Wallis would do as well.?2 For twenty years, Simons believed, the activi-
ties of the Institute should be restricted to publication of scholarly and
semipopular literature to promote liberal ideas—"“stimulated and facilitated
rather than under contracts with participants.” The Institute’s other functions
were conceived to include facilitating academic discussion, bringing in liber-
tarian visiting professors, and neutralizing the pernicious influence of the
Cowles Commission at Chicago. Ultimately, “The Institute should be mainly
concerned with political philosophy and with major practical problems of eco-
nomic policy”; he suggested monopoly, monetary policy and foreign trade.
Given Simons’s location, it was taken for granted that questions of law and
economics would be treated on an equal footing. “It should not undertake ma-
jor empirical research. . . . it should aim merely at influencing the best profes-
sional opinions and political action through such professional opinion, not di-
rectly.” Simons added, “It should not, however, seek “to influence immediate
political action.” Simons then recommended Walter Lippmann, Arnold Plant,
Lionel Robbins, Theodore Schultz, Garfield Cox, Wilber Katz, Karl Brand,
Frank Knight, Jacob Viner, Friedrich Lutz, Friedrich Hayek, George Stigler,
and Allen Wallis as affiliates to sustain the Institute and to further its aims. Po-
litical orientation clearly provided the major litmus test.

Simons anointed Director as the prospective head of the Institute based
on personal friendship and political perquisites. Simons revealed some of
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his motives in an earlier missive to the department chair of economics in
1939:

Finally, a purely personal note. Aaron has been more useful to me than all
other [persons in] the University combined. He greatly influenced every-
thing I have written and all my teaching here. Frankly, I find it hard to do
writing which meets my own standards, or to make innovations in my
courses, except in connection with a lot of discussion and exchange of ideas
with persons of similar interests. . . . in spite of my efforts and good inten-
tions of other people, I have been, gua economist, alone since Aaron left.
Certainly I am worth more to the University with Aaron around than with-
out him. . . . When he was back last Fall, I acquired again a delightful sense
of belonging to a real (and rather numerous) community of economists
hereabouts. . . . the intentions [among others in the department] become
fruitful only with Aaron around to help us in the business of helping each
other. (SPRL, Simons to Mr. Wright, February 20, 1939, box 8, file 10)

Aaron Director is therefore the third main protagonist in our account of
the origins of the Chicago School and represents the other major link to
Hayek.?> After undergoing conversion from leftist politics in the early 1930s at
Chicago, Director had been working at the U.S. Treasury. In 1937, Director
sailed to England to write a dissertation under Viner on the quantitative his-
tory of the Bank of England. When the Bank unexpectedly thwarted his ef-
forts, Director became more closely associated with Arnold Plant and Lionel
Robbins at the London School of Economics (LSE). In 1939, Director sailed
back to Washington, where he worked until 1946. In 1938, his sister Rose mar-
ried Milton Friedman.

Soon after arriving in London, Director met Hayek, and they came to re-
gard each other as intellectual comrades in arms.?* Director later became one
of Hayek’s staunchest political allies in the United States, persuading the Uni-
versity of Chicago Press to publish The Road to Serfdom after numerous com-
mercial publishers had turned it down. Not surprisingly, Director then
promptly wrote a laudatory book review for The Road to Serfdom: “There is
no economist writing in English more eminently qualified to do this job [ex-
ploring the ultimate political implications of abandoning the competitive sys-
tem]. In addition to . . . his repute as an economist, Professor Hayek is our
most accomplished historian of the development of economic ideas” (194s,
174). Director frequently commiserated with Hayek over politics from his own

perch in wartime Washington: “In a future war we must give some consideration
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to economizing the use of authoritarian control, this not so much because it
has alternative uses but because the supply of good controlled is very limited,
and because its utilization may accustom us to accept it after the war is over”
(1940, 360). Director’s deep respect for Hayek would later prove pivotal in Di-
rector’s decision to return to Chicago.

Shortly after Hayek met with the Chicago contingent, Simons stayed with
Director in Washington, D.C., where they, along with Milton Friedman,
Homer Jones, Herbert Stein, and Fritz Machlup, all discussed Simon’s scheme
in his memoranda and Hayek’s suggestions.? Significantly, both Director and
Simons wrote to Hayek in order to bring him up-to-date after the conclave.
Simons reported that the men had bandied about ideas for compromises be-
tween his own ambitious scheme and various alternative short-term academic
projects. Director’s assessment was rather pessimistic, however. Most of the
conclave attendants had concurred with Simons’s memo in principle, but all
had registered disagreement with Simons’s more elaborate vision of a twenty-
year project that aimed to advance the tradition of liberal economic doctrines
and influence public policy. There was, for instance, some hesitation about
Hayek’s “Austrian” methodological proclivities. Instead, Director and the
others “would assign more importance than he does to a certain amount of
empirical investigation—directed of course to the central issue of maintaining
competitive conditions. An investigation of the economies of scale and in-
evitability of monopoly suggest itself as an illustration. An incidental advan-
tage of the inclusion of empirical work is greater Saleability’ so that it would
not be necessary to insist on as on a period as twenty years. Assured existence
for 8 to 10 years—perhaps even 5 or 6 years—might in fact imply some assur-
ance of an extension to the maximum period of twenty years.”?

In spite of Director’s proffered suggestions, he bore disappointing news for
Hayek and Simons: Director was inclined to remain in Washington for an-
other three years. Hayek wrote Simons: “You will see from this that I am in
full sympathy with your scheme. If I can keep Luhnow sweet till the right
man is available we might well proceed on this combined scheme.” Hayek
then continued, “T have not yet had time carefully to study Director’s scheme
of a Free Market Study. . . . It seems to cover all points I had had in mind and
much more and confirms me in my conviction that a great deal of work of
this kind needs to be done, and needs to be done in America by persons thor-
oughly familiar with American conditions.” Hayek advised Simons to infor-
mally tell “the various people who were drawn into the first Chicago discus-
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sions of the project, particularly Viner, Hutchins, Brandt and perhaps your
Dean, that as none of the suitable people were available at the moment, the
whole plan is for the time being postponed.”’

In the meantime, Hayek had written Luhnow, dutifully informing him
that, “for the time being [the] attempts to organise the investigation we dis-
cussed have failed.””® Hayek, despite the setback, was “no less anxious to see
the work done.” To accomplish this, Hayek requested Volker funding for a
trip to the United States to personally look into the situation. Possibly to per-
suade Luhnow to underwrite an alternative scheme, Hayek enclosed Simons’s
memorandum, which, Hayek stated, has “all the essentials of which I am in
close agreement and which I therefore attach to this letter.” Hayek concluded:
“I enclose a memorandum which together with the second document explains
in some detail the aims and organisation of the society which I have men-
tioned before. . . . I don’t know whether I have succeeded in expressing in
these memoranda why such an organization as I sketch there seems to me one
of the best contributions in the fight against the evil which threatens all
[mankind].” Here Hayek referred to his own nascent plans for a prospective
International Academy, of which the Acton-Tocqueville Society was to have
been a part. The outlines for the International Academy eventually metamor-
phosed into what later became the Mont Pélerin Society (Hartwell, 1995,
27-28). It is important to realize that, for Hayek, these negotiations over
Chicago and the parallel construction of what became Mont Pélerin were all
part of the same common endeavor.

In the Acton-Tocqueville Memorandum, Hayek wrote: “The tide of Total-
itarianism which we have to counter is an international phenomenon and the
liberal renaissance which is needed to meet it and of which first signs can be
discerned here and there will have little chance of success unless its forces can
join and succeed in making the people of all the countries of the Western
World aware of what is at stake.”? In August 1945 Hayek conceived of the
American Road project at Chicago as a subordinate part of a larger and more
comprehensive scheme—a political movement to counter the intellectual tra-
ditions that would, as Hayek thought, inexorably lead to the emergence of to-
talitarian regimes throughout the Western world.?

But here is where the objectives of the supposedly passive bankroller in-
truded. Despite Hayek’s praise for Simons’s memo, Luhnow expressed no in-
terest in it and tellingly objected to Hayek’s “International Academy” because
“experience has already proven in too many cases that it is almost impossible to
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keep control of organizations of this sort and, frankly, our main interest is in
the proposition we outlined to you.”' A modicum of control of any such or-
ganization was of paramount concern for its patrons: they were not willing to
underwrite just any arbitrary conclave of self-identified political liberals. Luh-
now also reported that he had discussed Hayek’s most recent letter directly
with Hutchins, “asking whether it would be possible for the University of
Chicago to bring you there for a seminar at your convenience.” Hutchins had
suggested Hayek contact him immediately to make arrangements. Luhnow
agreed to underwrite Hayek’s trip and emphasized once more that his primary
objective was to find someone to compose a text that a layperson could com-
prehend, a plan for “a workable society of free enterprise.” He suggested the
book How We Live by Fred G. Clark (1944) as a stylistic model for the Ameri-
can Road to Serfdom. One doubts if Hayek had ever seen a copy, for if he had,
he would have immediately soured on Luhnow. How We Live was a large-print
book, with didactic pictures facing each page of “text,” which itself consisted of
single-sentence paragraphs written for people who still moved their lips as they
read. The quality of argument resembled a fourth-grade civics textbook.
Hayek immediately responded to Luhnow; he proposed coming to Chicago
in the spring of 1946. Hayek contacted Hutchins on November s, 1945, and
that same day gave Simons the go-ahead to facilitate arrangements.?* Until the
receipt of this letter, Simons had begun to despair; as he confided to Hutchins:
“I am not remiss in telling you about the Hayek project, for there still is no fur-
ther news. I have heard nothing. . . . The memos and their scheme, however,
were obviously not well contrived to get funds from his particular ‘angel.” 7%
Hutchins reassured Simons that Hayek had been in contact with Luhnow. Si-
mons subsequently contacted Hutchins about his scheme outlined in his
memorandum: “I hear that Milton Friedman, whom I was proposing for
Lange’s place, has been appointed to an associate professorship at Minnesota.
My scheme thus requires raiding the Minnesota staff for two men, within a few
years. Moreover, it might now be best under that scheme, to get Stigler first.”34
Thus the Volker Fund financially supported and stage-managed Hayek’s
1946 American tour; it reimbursed Hayek for all of his traveling expenses
while in the United States and arranged for Hayek’s sojourns or meetings at
various universities.”> After April negotiations in Chicago, in early May,
Hayek wrote Luhnow that Chicago would be the preferable work site for the
American Road; however, Hayek regretted that negotiations were dragging on:
“I am getting nervous that I may not be able to put up a definite proposal be-
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fore I go on the West Coast.”*® Hayek also informed Luhnow that he was in-
clined to set up something at Princeton if negotiations failed at Chicago.

Hayek thought that negotiations had flagged because Director had wanted
to be granted permanent tenure and that negotiation had only regained steam
after the Volker Fund offered to pay Director’s law school salary for the first
five years. Director later publicly admitted: “It was earlier decided that Chicago
was the only place that was likely to accept such a project, and it was also de-
cided that the law school was the only part of the University of Chicago that
would accept such a project” (Kitch 1983, 181). Thus, while Hayek depicted
the Law School as the intellectually ideal location in correspondence, it was in
fact the only serious prospective location for the American Road Show; other
universities tended to balk at the level of control that Volker sought to exert as
a condition of funding. But this would later prove significant, since it illus-
trates the important fact that the subsequent “Chicago Schools” of both eco-
nomics and the law were jointly incubated—one did not simply give rise to
the other.””

Surely Hutchins’s liberal bent went a long way toward facilitating the lo-
gistics for the Free Market Project, as it became known, and his attenuated
scruples concerning taking money with strings attached did the rest. Perhaps
this was because he was coming off the experience of the Metallurgy Lab in
World War II, and as he admitted in an internal memo in June 1946, “It seems
likely that within the next five years the Government will become, directly
and indirectly, the principal donor of the University.”® Hutchins was there-
fore looking for some private antistatist funding to offset the looming postwar
influence of the federal government on Chicago intellectual life and the Uni-
versity at large. The existing Economics Department, given its wartime de-
population, was in no shape to boast a dominant ideological orientation or to
attract external funds. The Cowles Commission, an externally endowed eco-
nomics research institution, was mostly stocked with self-identified socialists.
The department also sported a rump representation of older-style Institution-
alist economists.?” These factions would have surely scoffed at such an openly
antistatist-oriented unit: but they were mostly kept out of the loop.

Director, Hayek stipulated, would be free to select his collaborators either
from the University of Chicago or from outside the University.“’ The collabora-
tors would expedite the composition of the American Road to Serfdom because
the particular targeted research they would undertake could be integrated
within the broader scope of the book: “These supporting studies fit in extremely



152 ORIGINS OF NATIONAL TRADITIONS

well with plans of this kind which the Department of Economics and particu-
larly Mr. Friedman has for some time considered, and the Department rather
hopes that it will be able to continue these more specialized studies beyond the
point and the date when their first results have been used for the book.” In or-
der to further assuage Luhnow’s continuing worries, Hayek included a copy of
a memorandum drafted by Friedman: “It shows how closely the plans of the
Department of Economics fit in with the work on the book.” Hayek also en-
closed a copy of the Outline of Organization for the Proposed “Free Marker Study,”
dated May 23, 1946.4!

The prospective Free Market Study sought to define the political promise
of a new, more economically oriented liberalism: “The free market [is] the
most efficient organizer of economic activity—([the Study will] emphasize and
explain that the free market is systemic, rational, not chaotic or disorderly—,
show how the free market performs some of the more difficult functions, such
as allocating resources to their best use and distributing consumption through
time.” The project also intended to examine the relationship between the free
market and political and personal freedom. For our purposes, however, it is
more important to note that under the rubric of “the promise of the free mar-
ket,” the outline identified both private monopoly and public regulation as
“The Menace to the Free Market,” with the latter being deemed more “dan-
gerous.”*?

The outline stipulated that Aaron Director would direct the study and be
included as part of an executive committee, which was charged to organize
“such further subsidiary or supplementary investigations as seem appropriate
to secure a satisfactory conclusion of the main study, and for this purpose [en-
gaged] qualified research workers from inside or outside of the University of
Chicago.”® The study would aim to produce, “within three years a work of a
semi-popular character [The American Road to Serfdom] on the lines of the
provisional outline attached to this memorandum, provided that the Univer-
sity of Chicago is willing to offer him [Director] a permanent position with
the status of full professor.” The proposal also outlined how the Volker Fund
would stage-manage the American Road Construction Project:

[The] William Volker Charities Fund of Kansas City, Missouri, is prepared
to provide for the finance of the study of a suitable legal and institutional
framework of an effective competitive system and that it is willing to con-
tribute for this purpose the expense of the members of an advisory com-



THE RISE OF THE CHICAGO SCHOOL OF ECONOMICS 153

mittee consisting of persons sympathetic to the purposes of this investiga-
tion and whose advice is likely to assist in the work of the regular staff who
might periodically meet in Chicago for the discussion of problems arising
in connection with it.

Sometime after Hayek mailed the Free Market Study proposal to Luhnow,
the Chicago Law Faculty formally approved it, with only the central adminis-
tration of the University of Chicago needed to authorize final approval. How-
ever, the central administration balked at one stipulation of the Free Market
Study during a preliminary vote on June 10: “that the faculty of the Law School
of the University of Chicago is prepared to extend to Mr. Director an ap-
pointment as Research Associate with the rank of Professor and with perma-
nent tenure, on condition that this salary be underwritten for a period of five
years with funds from outside the University.”# The administration objected
to giving Director automatic permanent tenure after a Volker-funded five-year
research stint.

Luhnow, who surely would have immediately been apprised of the out-
come of the central administration’s vote, scribbled a note to Hayek on June
18: “I'm not one to interfere when I ask someone to do a job for me. Just take
your time. Be cautious, and be as sure of your men as possible. . . . It’s in
your hands.”® Clearly, at this juncture Luhnow revealed his aggravation, if
not his exasperation, because the proposal had failed so close to the finish
line. However, in his reaction, he also demonstrated the persistence with
which he was willing to pursue his vision of a special cadre of liberals devoted
to developing a very specific agenda of doctrines to be planted and nurtured
at Chicago.

Hayek responded to Luhnow with shocking tragic news: Henry Simons
was dead; he had committed suicide on June 19. Hayek lamented: “I have just
had the sad news that Henry Simons has suddenly died in Chicago. He was so
much the intellectual centre of the group I had in mind and the attraction
which made Director willing to go to Chicago that I cannot yet see what the
consequences of it will be.” Hayek continued, “I had become very fond of
him. I wish I knew somebody to replace him. But if my scheme collapses as a
result I really don’t know where to turn.”¥® Given the precise timing, it is dif-
ficult not to imagine some connection between Simons’s suicide and the Di-
rector snafu. It thus seemed that the whole plot to pave the American Road
had hit an insuperable obstacle.
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Director, stunned by the dreadful news, wrote Hayek: “By now you will
have learned of the great tragedy which has befallen us. My own loss is great in
any event. It is magnified by the regret that I allowed myself to be persuaded to
go on with your project. This may have taken Henry Simons’ thoughts away
from other problems. But rejection of the project by the administration added
but another to the many disappointments he received from the University.”4
Immediately after this letter to Hayek, Director received even stranger news.

Wilber Katz, dean of the Law School, informed Director of an unfortunate
misunderstanding between himself and Hutchins. Apparently, Katz and the
rest of the Chicago Law Faculty had thought Director was to be appointed re-
search associate with professorial rank for five years and then granted tenure;
however, Hutchins, “from Hayek or otherwise,” had understood that “a five-
year appointment” without promise of tenure was under consideration.*® Ap-
prised of the apparent misunderstanding between the dean of the Law School
and the president of the university, the central administration agreed to re-
consider the proposal, only on condition that Director agreed to a five-year
appointment with no guarantee of tenure.

Director was now feeling torn and nonplussed. He immediately penned an-
other letter to Hayek: “I would like to know just what you think in the light of
the changes which have taken place. Until I hear from you, I shall merely ac-
knowledge receipt of the letter.” Hayek responded: “[After] your letter, I do
want to say that in a sense it would seem to me even more important than be-
fore that you should accept. It seems to me the only chance that the tradition
which Henry Simons created will be kept alive and continued in Chicago—
and to me this seems tremendously important. . . . And after closer acquain-
tance with Milton Friedman I believe that even without Henry Chicago is still
much the best place where to do it.”*” Even at this stage, Hayek did not con-
sider Friedman the linchpin of his Institute.

Hayek’s reassurance must have lifted Director’s spirits, for he replied
promptly, informing Hayek that he would agree to accept the five-year post
without promise of tenure. Director then pledged his allegiance to Hayek: “I
need not assure you that I consider your project of the greatest importance, or
of my permanent interest in the issues at stake. You know the source of my
hesitation. Henry’s death has of course accentuated this.”>® Thus, we observe
that Hayek played the instrumental role in persuading Director to go to
Chicago and in making the Volker project happen; furthermore, Friedman
did not play any equivalent role. Director had written Hayek: “Milton Fried-
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man may be in touch with you. I talked with him briefly; he is no longer as
enthusiastic as he was, it may be because of his reaction to the practical impli-
cations for me.”>! This action, we argue, demonstrates Hayek’s indispensable
and pivotal role in the creation of the Chicago School.

Hayek then contacted Luhnow and informed him that arrangements had
once again been reversed, insisting that Chicago was the best place and Direc-
tor was the best man for their job, in spite of Simons’s death. Moreover,
Hayek alerted Luhnow that Allen Wallis intended to move from Stanford to
Chicago: “Mr. Wallis, incidentally, would seem to me to be the obvious per-
son to replace Henry Simons on the Managing Committee.”>* Subsequently,
Katz wrote Luhnow, and Luhnow later responded:

William Volker Charities Fund, Inc., accepts Dr. Hayek’s proposal and we
are prepared to contribute $25,000 per annum for three years in the course
of which this study is to be completed. In addition, we agree to contribute
a further amount of not more than $10,000 per annum for a period of two
years to cover the salary of Mr. Director for the period of two years after the
investigation is completed. Also we agree to defray the expenses of the
members of the Advisory Committee as they are brought to Chicago for a
discussion of this study, this also to include the expenses of Dr. Hayek for
any trips he makes to Chicago in further supervision of this project.>?

As soon as the show got on the road, Luhnow moved with alacrity to further
assert his prerogatives over the Free Market Study by inserting some of his
deputies into the process. After acceptance by Director and the official concur-
rence by the Chicago administration, Luhnow wrote Hayek: “We presume that
the large Advisory Committee will be set up rather promptly and we believe
that it should be well thought out and I would like to ask that Leonard B. Read
and Loren B. Miller be included on this Advisory Committee.” Luhnow also
mandated that “the suggested Advisory Committee be submitted to Loren
Miller for his examination before it is actually announced.”* Luhnow thus en-
sured that men conforming to the Volker Fund’s political philosophy would
oversee the progress of the Free Market Study project, even from its outset.
Hayek had no option but to agree.

Luhnow highly respected both Read and Miller; primarily because Luhnow,
who sought to “keep control of organizations” he funded, shared the libertar-
ian zeal and philosophical beliefs of both men. Luhnow regularly consulted
Miller for advice about Hayek’s endeavors. For instance, in early July of 1946,
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Loren Miller had contacted Luhnow and expressed misgivings about the inclu-
sion of Theodore Schultz on the Executive Committee. Luhnow concurred
with Miller: “I have listened to comments of Schultz on the Chicago Round
Table and I am inclined to agree . . . that he is not proper timber for the Exec-
utive Committee of a study of our sort.”> Luhnow probably objected to what
he considered lackluster libertarian enthusiasm in Schultz. Nevertheless,
Hayek insisted that Schultz not be excluded: “If I am not mistaken somebody,
contrary to Mr. Miller’s view, had rather singled out Professor Schultz as the
only reliable person of my group and I had then explained that he in fact was
the one among them who I knew least, but that he was indispensable as head
of the department of economics in Chicago. . . . But my impression is that he
will be entirely neutral, although he may occasionally plead for compromises
which I trust the other members of the committee will reject.”>® Luhnow later
capitulated, and Schultz remained on the Executive Committee. Hayek, who
clearly had felt that Friedman did not have a sufficiently influential connection
with the Economics Department, insisted on including Schultz as an essential
component of the committee. From 1946 onward, Hayek would often exert a
commensurate strategic moderating influence wherever coalitions were being
recruited to the neoliberal agenda, as in the Mont Pélerin Society.”’

In 1946, Leonard Read, a businessman and important figure in the postwar
right, had obtained a loan from the Volker Fund to purchase property in
Irvington, New York and create the Foundation for Economic Education
(FEE), an organization the Volker Fund subsidized for many years.® Read
tended to see the world in black and white, which was why he had earned
Luhnow’s trust: “There was no big tent in Read’s world. There was only a core
group of ideas. You could either take them or leave them . . ..” Not surpris-
ingly, Read advocated an inflexible stratagem for defeating socialism: “to
move beyond denunciation to ‘upholding its opposite . . . expertly, proudly,
attractively, persuasively’ ” (quoted in Hoover 2003, 188). Apparently, the late
Simons was not judged sufficiently infused with political virtue for Read, be-
cause he would shortly criticize Simons’s posthumously published Economic
Policy for a Free Society:

Some of us here have carefully gone over the galleys of “Economic Policy
for a Free Society” by Henry Simons. We had hoped this was a piece we
might assist in distributing, but it is so well loaded with the advocacy of col-
lectivistic ideas, that it falls entirely out of our field. The book states many
positions with which we are in agreement, but personally, I do not believe
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that the cause of individual liberty and a free market economy will be aided
by it. (Quoted in HPHI, Letter from Read to Director, November 24, 1947,
box 58, folder William Volker Fund 1939-1948)

Once again, Hayek was called upon to smooth ruffled feathers and protect
his fledgling project. He wrote Luhnow: “I am writing to draw your attention
to Henry Simons’ book, Economic Policy for a Free Society . . . it seems to me
to represent the kind of attitude which must be taken if there is to be any
prospect of preserving the competitive system and a free society generally . . .
it is certainly in the spirit of that book that Director will conduct his investi-
gation at Chicago.”’

At this crucial juncture, we can observe the major protagonists engaged in
intense negotiations as to what it would mean to launch a Chicago School of
Liberal Economics. A number of things become apparent, which have been ab-
sent from previous historical accounts. First, it was the legacy of Henry Simons
that was perceived to be at issue in the nascent formation. The mere fact of a
seminar identifying itself as being “pro-free market” was not sufficient for con-
cocting a credo to which all parties could subscribe. Second, Luhnow and the
Volker officers were not mere pecuniary accessories to the rise of the Chicago
School: they were hands-on players, determined and persistent in making
every dollar count, supervising doctrine as well as organization. Third, all and
sundry depended on Hayek to keep the project on an even keel: no one else on
home ground seemed to possess as much intellectual gravitas or deft punctilio
as Hayek. In particular, Frank Knight was nowhere to be seen in the archival
records of these negotiations. But even with Hayek and Director pulling the
strings, success was not a foregone conclusion.

After all, the stated objective was to produce an American Road to Serfdom,
and this entailed something more than a minor adjustment of accent when
transporting the text across the pond. The politics of postwar America pre-
sumed not only a powerful state, but also a configuration of powerful corpo-
rations whose international competitors had mostly been reduced to shadows
of their former selves. In promoting “freedom,” they were primarily intent on
guaranteeing the freedom of corporations to conduct their affairs as they
wished. Thus, the Volker Fund was not interested in bankrolling a classical
liberal economic position resembling that of Henry Simons, for it did not ad-
equately correspond to their objectives. American corporations did not fear
concentrations of power and generally favored the existence of a powerful
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Cold War state. It is our contention that the Volker Fund pushed for a refor-
mulation of classic liberalism in the American context to conform to its Cold
War antisocialist agenda.60 The participants in the Free Market Study, and
even eventually Hayek, would just have to learn to adjust to the emergent

characteristic doctrines of neoliberalism.

Mont Pélerin, Chicago, and the Postwar
Construction of Neoliberalism

We cannot count the number of times one encounters a variation on the as-
sertion that: “Frank Knight’s main claim to fame is his undisputed position as
the founder of the Chicago School of Economics.”®!

We indeed strenuously dispute this notion, on the basis of the information
provided in the first section of this chapter. But beyond the factual error of mis-
taking Knight for the actual progenitors (Simons and Director and, most of all,
Hayek), it is necessary to insist that identification of the founder of the Chicago
School makes a profound difference to our understanding of the rise of neolib-
eral economics in the postwar period. We have our own personal doubts as to
whether Knight could have successfully organized and orchestrated a weekend

62 much less a major transnational intellectual movement; but luckily

picnic,
that question need not be settled here. Rather, the misattribution of founder
status to Knight has had two pernicious consequences: it has diverted attention
away from the fact that the inauguration and establishment of the Chicago
School constituted just one component of a much more elaborate transnational
institutional project to reinvent a liberalism that had some prospect of challeng-
ing the socialist doctrines ascendant in the immediate postwar period. It also,
unfortunately, muddies the conceptual outlines of the tenets of this resulting
neoliberalism, such that a lucid comprehension of its economic and political in-
frastructure becomes effectively impossible.®* In order to dispel the confusion,
we need briefly to revisit the environs of Mont Pélerin.

Once we acknowledge Friedrich Hayek’s pivotal role in getting the
Chicago School up and running by the fall of 1946, and then turn our atten-
tion to the first meeting of the Mont Pélerin Society in Vevey, Switzerland, in
April 1947, we can begin to appreciate the extent to which the dual start-ups
of the two landmarks of the history of postwar neoliberal thought were inti-
mately connected.®* The MPS is generally regarded as the central locus of the
development of neoliberal doctrine in the postwar world. Yet we observe that
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Hayek provided both the intellectual impetus and the organizational spade-
work for both the Chicago School and the MPS, while the initial funding for
the Swiss meeting came from European funds raised from corporate sources
by Albert Hunold and from American support provided mainly by the Volker
Fund. Luhnow sent Miller and Read to monitor the proceedings and to re-
port back on the fruits of his investment. Loren Miller must have liked what
he saw because beginning with the second meeting in 1949, he became a ma-
jor supporter of the movement in his capacity as trustee of the Relm and
Earhart Foundations (Hartwell 1995, 45). In keeping with its long-horizon ap-
proach, Luhnow continued to provide airfare for selected Americans to attend
the Mont Pelerin conclaves for a decade, only terminating its support in
1957.9 Tellingly, on one occasion, the Volker Fund expressed interest in find-
ing an entire U.S. platform for a MPS meeting, which Hayek estimated
would cost $20,000 to $30,000. Significantly, Director helped arrange for
these foundations to bankroll such ventures.®”

That MPS and the Chicago School were joined at the hip from birth is ver-
ified by the fact that most of the major protagonists were present at the cre-
ation of both organizations: Director, Friedman, Wallis, and Knight.68 When
the MPS was legally constituted, it was registered as a nonprofit corporation
in Illinois, with offices formally listed as located in the University of Chicago
Law School; Allen Wallis served as treasurer during the initial phase of
1948-1954 (Hartwell 1995, 45). But more importantly, just as in the Free Mar-
ket Study at Chicago, the areas of expertise covered by the MPS were con-
sciously expanded well outside any notional boundaries of disciplinary eco-
nomics in the 1940s as a technical subject. Law, religion, history, and scientific
philosophy would be as relevant as economics in the search for a rejuvenated
liberal creed. This was exemplified in the six core principles enunciated at the
founding of MPS:

1. The analysis and explanation of the present crisis so as to reflect its es-
sential moral and economic origins.

2. The redefinition of the state’s functions so as to distinguish more
clearly between the totalitarian and the liberal order.

3. Methods of reestablishing the rule of law and of assuring its develop-
ment so that individuals and groups are not in a position to encroach
upon the freedom of others and private rights are not allowed to be-
come a basis of predatory power.
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4. The possibility of establishing minimum standards by means not inim-
ical to initiative and the functioning of the market.

5. Methods of combating the misuse of history for the furtherance of
creeds hostile to liberty.

6. The problem of creating an international order conducive to the safe-
guarding of peace and liberty and permitting the establishment of har-
monious international economic relations. (Hartwell 1995, 41—42)

This broad range of topics and disciplinary backgrounds found representa-
tion within MPS because both Luhnow and Hayek suspected that economics
was not going to be reoriented in a liberal direction from within. What was re-
quired was (harkening back to the Simons quote) a novel academy of profes-
sional problem-solvers, “scrupulously detached from active politics and from
factional affiliations [who would] subtly and unobtrusively guide or arbitrate
political debate by their own discussions.” It is perhaps difficult for contempo-
raries to appreciate the extent to which something like this closed debating so-
ciety constituted through top-down organization was felt to be anathema to
the liberal right in midcentury. As Milton Friedman joked in a letter to Hayek,
“our faith requires that we are skeptical of the efficacy, at least in the short run,
of organized efforts to promulgate [the creed]” (in Hartwell 1995, xiv). But far
from a mildly piquant irony, the phenomenon of capitulation to the oxymoron
of an “anarchists’ convention” was the key defining moment in the rise of the
neoliberal movement. The ultimate purpose of institutions such as the MPS
and the Chicago School was not so much to revive a dormant classical liberal-
ism as it was to forge a neoliberalism better suited to modern conditions.*’

The classical liberalism of the eighteenth-century philosophers was a the-
ory of natural tendencies in human nature, which might have been stifled or
misdirected by misguided understandings of the natural order. It took as its
benchmark the “obvious and simple system of natural liberty [which] estab-
lishes itself of its own accord,” as Adam Smith put it in Book IV of his Wealth
of Nations. It was this conception of liberty that Friedman cited as the prior
“creed”: a political doctrine so transparent and robust that one did not need
either to organize special cadres to argue out its core tenets or to forge cabals
to encourage its practice. The previous theorists of classical liberalism had ex-
hibited a tendency to be either such inveterate optimists that they would per-
ceive no need for concerted political and social organization in the interests of
liberty, or else curmudgeonly elitists who would feel soiled by participation in
actual political activity. The building of political movements and the innova-
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tion of lasting institutions for the purpose of spreading liberal doctrines was
not a natural part of the heritage of either wing of the tradition.

The term neoliberalism was apparently coined at the Colloque Walter Lipp-
mann in Paris in 1938 (Denord 2001; also Chapter 1 in this volume; Lemke,
2001, 204) to herald the appearance of a new orientation toward the previous
liberal tradition. The term was also briefly entertained by Milton Friedman
(1951) to indicate the ambitions of Chicago and Mont Pélerin. Interesting here
are the repeated evocations of neoliberalisms before the fact, since it is our im-
pression that much of the content and practice of the new position was in fact
progressively worked out over the period 1946-1980, but not exclusively at
Chicago and MPS. The topology and ecology of the New Right is a topic of
much historiographic dispute that we cannot begin to confront here.”” How-
ever, we believe this chapter makes a small contribution to the clarification of
neoliberalism by recounting the origins of its most famous Anglophone intel-
lectual citadel at the University of Chicago.

A doctrine as protean as neoliberalism resists simple definition, as noted by
Dieter Plehwe in the Introduction; but a few salient features especially rele-
vant to Chicago can be sketched here. The starting point of neoliberalism is
the admission, contrary to classical liberalism, that its political program will
triumph only if it acknowledges that the conditions for its success must be
constructed, and will not come about “naturally” in the absence of concerted
effort. This notion had direct implications for the neoliberal attitude toward
the state, the outlines of what they deemed a correct economic theory, as well
as the stance adopted toward political parties and other corporate entities that
were the result of conscious organization, and not simply unexplained “or-
ganic” growths. In a phrase, “The Market” would not naturally conjure the
conditions for its own continued flourishing, so neoliberalism is first and fore-
most a theory of how to reengineer the state in order to guarantee the success
of the market and its most important participants, modern corporations. Neo-
liberals accept the (Leninist?) precept that they must organize politically to
take over a strong government, and not simply predict it will “wither away.”

It would take us too far afield to adequately characterize the neoliberal proj-
ect in all its glory, particularly as it came to be erected at Chicago and Mont Pe-
lerin after the 1950s.”! However, Chicago neoliberalism transcends the classical
liberal tension between the self-interested agent and the patriotic duty of the
citizen by reducing both state and market to the identical flat ontology of
the neoclassical model of the economy. (The situation prevalent at MPS was

much more complex.)”? “Freedom” was recoded to mean only the capacity for
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self-realization attained through individual striving for a set of necessarily un-
explained (and usually interpersonally ineffable) prior wants and desires. Once
this new lexicon was firmly set in place, it became impossible within this dis-
course to regard any economic transaction whatsoever as coercive (Smith 1998,
80), which was a massive departure from prior classical liberal discourse.

We should not venture to assert that Hayek or Director or Friedman had a
clear vision that this would become their prime political creed from the outset
in 1946; nor would they mutually concur in each and every respect as to how the
project was to be pursued in the following decades. A detailed history of their
individual conversion experiences still remains to be written. Thus in describing
the broad tenets of neoliberalism, we do not wish to be seen as immediately
positing a monolithic doctrine or fixed set of commandments to which any as-
pirant had to subscribe under pain of banishment. The purpose of the MPS and
the Free Market Study was to debate possible trajectories for the future of liber-
alism, not prematurely chisel them in stone. Nevertheless, some striking depar-
tures from classical liberalism grew out of the MPS and/or the Chicago School,
and these have direct bearing on the widespread impression that there subsisted
political continuity with prewar liberals like Simons, or indeed, Frank Knight.

Notoriously, it was the Chicago School that innovated the idea that much
of politics could be understood as if it were a market process, and therefore
amenable to formalization through neoclassical theory. Politicians, it was
claimed, were just trying to maximize their own utility, as were voters. Unfor-
tunately, this doctrine implied that the state was merely an inferior means of
attaining outcomes that the market could provide better and more efficiently;
and that in turn led to a rather jaundiced assessment of the virtues and bene-
fits of democracy.”? This doctrine was then associated with a rather unflatter-
ing assessment of the intellectual qualities of the populace; for instance, edu-
cation was no longer understood as the price to be paid to build a competent
democratic citizenry, but rather as just another commodity that should go to
the highest bidder (Mirowski, forthcoming). Because the vast masses of the
poor were not in a position to buy very much of it, it was imperative that an
elite cadre of experts should exert itself behind the scenes to shape and execute
public policy, leading to a strong elitist strain within neoliberalism.

The reverse side of flattening the state/market distinction was a repression
of overt considerations of power, both within economics and in neoliberal po-
litical theory. Corporations, in particular, were inevitably characterized as pas-

sive responders to outside forces. In economics, the only market actor accused
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of misusing power was the trade union, which was uniformly treated as illegit-
imate, whereas any other instance of market power, as in the case of monopoly
or oligopoly, was either treated as harmless and temporary or attributed to
some nefarious state policy (Van Horn, Chapter 6 in this volume). The unfo-
cused character of power helped ratify their convenient popular notion that
the neoliberals were bravely pitted against entrenched elites, little freshwater
Davids to the bicoastal Goliath/Leviathan, appealing to their restive libertarian
wing by making it seem they were not themselves mouthpieces for certain
powerful interests. American economics had thus become well and truly politi-
cized, while spokesmen like Friedman and Stigler would persist in claiming
that it managed to exist poised outside of political discourse, partaking instead
of the otherworldly virtues of science.

Knight, and possibly Hayek prior to the early 1950s, had decided that “sci-
ence” was having a nefarious intellectual influence that threatened market
liberties.”* But Wallis and Friedman and their Chicago followers soon came
to realize that it was a deadly error to set one’s political commitments as pit-
ted against science in the era of the Atomic Bomb. Their embrace of statistics
and their evocations of the mystique of science thus became one of the major
neoliberal calling cards of the Chicago School. This, in turn, led to one man-
ifestation of the engineering mentality to be co-opted by the neoliberal right,
in that ambitious schemes to reengineer the state from within (fixed money
growth rules at the Federal Reserve; school vouchers to privatize public edu-
cation; abolition of the draft; institutionalized corporate oversight of govern-
mental medical and pharmaceutical regulation; flexible exchange rates be-
tween national currencies enforced by transnational regulators) tended to
displace classical Burkean gradualism and conservatism. In a further imita-
tion of natural science, freedom was redefined as a purely mechanical

“choice” that could be exercised in each and every sphere of social life.

Road Kill in Chicago

Rather curiously, Hayek’s relationship with the Chicago department he had
done so much to help create also experienced some parlous twists and turns,
just after he had succeeded in getting it up and running.

In May 1945, Hayek supposedly received and turned down “various offers
of a permanent position in America.””> Claude Robinson claimed he could
secure a position at Princeton for Hayek (Hoover 2003). Hayek confided to
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Répke that he had turned these offers down because “I still feel my first duty
is over here—though I do not know how long this feeling will survive in a po-
sition of which I am condemned to look at events without being able to do
anything.” Yet by the early months in 1947, Hayek strongly indicated that he
wished to become a professor in the United States. His first choice was Prince-

ton; his main reservation was the relatively meager salary. Hayek wrote Viner:

[Most] teaching positions in the States are financially not attractive enough
to compensate for the personal complications and extra financial burdens
which a move to the States would in my case involve, while the various offers
of a financially very advantageous character which I received while I was in
the States were not of a kind I wished to consider. There might be some pos-
sibility that some of this money might be diverted to the Institute, although
I do not particularly like the idea and also have some doubt whether it

would still be available now my temporary notoriety is a matter of the past.”®

After Hayek gained a feel for the nature of the prospect at Princeton, Luhnow
and Robinson contacted Princeton on Hayek’s behalf. However, Princeton re-
fused to hire Hayek on such terms as they offered: “In the past, the Institute
has not accepted, and in the future it probably cannot properly accept, funds
as specifically allocated by the donors as would be implied by your offer.”
Hayek complained to Viner, who responded, “I think you are going to run
into the same situation at any of the respectable institutions.”””

Luhnow then approached Hutchins about hiring Hayek at Chicago. The
possibility was raised of a position within the Economics Department. The
deliberations occurred in the fall term of 1948, only two years after the launch
of the Chicago School. The Economics Department, however, flatly refused
to appoint Hayek. Friedman, by then an active member of the Economics
Department, claimed to have had no say in the matter (Ebenstein 2001, 174),
but we find this implausible. Others have noted Friedman’s uncharacteristic
defensiveness when queried about this incident (Caldwell 2004, 297n10).
John Nef, who as chair of the Committee should have known the particulars,

gave the following retrospective account:

The Economics Department welcomed his connection with Social Thought,
although the economists had opposed his appointment in Economics for
years before largely because they regarded his Road to Serfdom as too popu-
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lar a work for a respectable scholar to perpetrate. It was all right to have him
at the University of Chicago so long as he wasn’t identified with the econo-
mists. (Nef 1973, 237)

Ironically, after Hayek had worked so assiduously to bring about the collabo-
ration of liberal-minded members of the Law School, Economics Depart-
ment, and Business School, not one of these units could find it in their inter-
est to extend Hayek an offer. Instead, Hayek was relegated to the Committee
on Social Thought. Hayek’s appointment to the Committee would require
only the personal initative of Hutchins, since it was widely regarded as his
bailiwick. In fact, Hutchins met Luhnow in Kansas City to discuss the matter.
Luhnow wrote:

Among other things he asked us directly if we would have any interest in
having you established at the University of Chicago. Our reply was that un-
der certain conditions . . . meaning without too heavy a teaching load so
that the major portion of your time could be devoted to research . . . we felt
you could be interested and that the Volker Charities Fund would be inter-
ested in supporting your efforts at Chicago. You will probably hear direct
from the University before long.”®

Hayek eventually accepted the Volker-funded position in the Committee of
Social Thought in 1950. Even though he had not received a position in the
Economics Department, he nonetheless was paraded as a figurchead of the
New Chicago to business magnates, invited to Hutchins’s house to dine and
deipnosophize with them. The neoliberal project was being advertised as phi-
losophizing in full swing at Chicago, and, at least initially, Hayek was its pub-
lic face.”” Later, in August, Hayek remarked to his private secretary Charlotte
Cubitt that he was forced from now on “to do everything for money” (quoted
in Hoover 2003, 195). In retrospect, what else could he have expected?

Friedman Hits the Road

Aaron Director was hired, the Free Market Study was launched, and even
Hayek ended up at Chicago, but what about the anticipated end product? The
original Road was not just getting patched; some genuinely novel doctrines
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wete being cooked up in the cement mixer, and therefore the completion date
of the construction project kept getting delayed. We believe the more the
makeover of Chicago economics succeeded, the less insistent became the belief
that the whole project was about the popularization of a distinctly Hayekian
doctrine. This perhaps explains why such an unlikely protagonist finally made
good on the Volker contract.

For putative believers in the sanctity of contract, the Chicago cadre was
amazingly cavalier about the terms of their agreement. This was no simple im-
perative to produce a text on time and within budget, or so it seemed; there
were no penalties for default. Most notably, Aaron Director did not fulfill his
original contractual obligation to finish the American Road by the spring of
1952, nor did he ever. Yet it is important to note that the Volker fund did not
withdraw its funding out of dissatisfaction with Director; nor was Director
expelled from Chicago for violating the original terms of his employment.
Here we observe that, at least for the Chicago players, politics proved stronger
than “the market.” This is not to suggest that the Volker Fund was lax in ap-
plying pressure on Director. On several occasions, Hayek wrote letters to Luh-
now to allay his worries that the project had gone astray. For example, near
the close of the 1940s Hayek wrote Luhnow: “While I have not actually seen
any of Mr. Director’s manuscript I had many long and highly interesting dis-
cussions with him and have no doubt that he is doing very interesting work
and has made good progress on his book. I don’t think you or I need to regret
the choice we made.”® Moreover, on one occasion, Knight informed Hayek
that he did not believe that the Volker Fund would purchase Director’s airline
ticket to attend the MPS meeting in Europe because of their dissatisfaction
with Director’s progress on the book. Nevertheless, the Volker Fund took the
long view and helped Director and other Free Market Study members to re-
vise the classical liberal doctrine and propagate the result through both tech-
nical and popularized outlets. Thus, in spite of their contractual failure in 1952,
Director and the Free Market Study had pleased the Volker Fund in other ways,
as evidenced by its continued largesse. And Volker’s patience was eventually
rewarded. Not Hayek, not Director, but Milton Friedman finally made good
on the Free Market project, albeit a decade late.

Capitalism and Freedom, a corporate neoliberal version of Road to Serfdom,
appears to have finally provided Luhnow with the book he had arguably paid
for many times over. The Preface to the book reveals it is a Volker product
through and through, although it neglects to mention the Free Market Study,
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or indeed, any of the rest of events we have related herein. The fact that the
author was Friedman, and that publication took so long, reveals the patience,
flexibility, and tenacity of the Volker Fund in pursuit of their political objec-
tives. Not only did they get a document that recast conservative politics in a
mold much different from that pioneered by Henry Simons, but also one that
Luhnow would find more salubrious.

Interestingly, the subsequent history of Capizalism and Freedom shows that
Friedman never suffered the supposedly deleterious consequences of stooping
to popularization that were said to have dogged Hayek’s career. This suggests
that it was the contenr of the book rather than the mere fact of being low-
balled toward the general public that was the prime determinant of its success.
If anything, the 1962 book is far more simple-minded than its original inspira-
tion. It claims that “economic freedom is an end in itself” (p. 8), only to ab-
solve itself of ever having to define “freedom” (p. 26). In contrast to Road, it
makes no effort to conduct a dialogue with socialists, nor indeed anyone else
who might disagree with it. Politics is treated as either a market phenomenon
or a pathetic joke, with nothing in between: for instance, it has the chuszpah to
cite McCarthyism as “another example of the market in promoting freedom”
(p. 20). “The wider are the range of activities covered by the market, the fewer
are the issues on which explicitly political discussions are required” (p. 24).
Friedman’s corporate sponsors would certainly cheer that sentiment; but they
would like his treatment of corporations even better. Market power was simply
waved away with the Friedmanite recourse to the notorious doctrine of the as
7f* “I have become increasingly impressed with how wide is the range of prob-
lems and industries for which it is appropriate to treat the economy as if it were
competitive” (p. 120). Monopoly, should it exist, is blamed on the government
and is deemed to be relatively harmless. Patents are deemed not to be monop-
olies simply because they participate in the definition of property rights
(p- 127). There is no such thing as a social or political responsibility of corpora-
tions (p. 133), and as a special bonus thrown to his patrons, Friedman proposed
that the corporate income tax be abolished (p. 132). The education industry, he
said, should be privatized, which includes spinning off ownership of those
ridiculous state universities (p. 99). (It was a good thing the Free Market Pro-
ject was sited at a private university!)

Crude argumentation of this ilk proved wildly popular in the American
arena, as evidenced by the fact that the book has never gone out of print. Fried-
man accomplished what Hayek never did and what Director was apparently
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incapable of doing. The Road to Serfdom is an intricate and subtle tract com-
pared to its confident bromides. But the major difference is that Capitalism
and Freedom wore its own provenance on its sleeve: it was proud to be the work
of an intellectual for hire, because all human discourse was essentially just a se-

quence of disguised market transactions:

For advocacy of capitalism to mean anything, the proponents must be able
to finance their cause. . .. Radical movements in capitalist societies . . .
have typically been supported by a few wealthy individuals . . . a role of
inequality in wealth in preserving political freedom that is seldom noted.
(1962, 17)

A better testimonial to Luhnow could not be imagined.

Notes

This chapter received no outside funding or support, a fact bearing some relevance to
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economists too numerous to mention. We would like to thank the following for their
comments: Bruce Caldwell, Duncan Foley, Bernhard Walpen, Dan Hammond, Jamie
Peck, and Roger Backhouse. Dieter Plehwe has helped us in ways too numerous to re-
member.
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65. See Luhnow to Hayek, November 15, 1956, HPHI, box 58, folder: William
Volker Fund.

66. To this proposed occasion, which would be hosted at the Westchester Country
Club, New York, and which would “offer proximity to a number of places which
would make an interesting ‘tour,’” the Volker Fund would have promised at least
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$5,000 (HPHI, Cornuelle to Hayek, May 7, 1951, box 58, folder: William Volker Fund
1949-1952).

67. HPHI, box 73, folder 14. Simons had initially helped Hayek become better ac-
quainted with representatives of the American foundations, such as the Rockefeller
Foundation, for helping with the promotion of his international society: “The main
purpose of this letter is to pass along a suggestion of my friend William Harrell, Business
Manager of the University. He points out that your scheme for intellectual cooperation
with German scholars and historiographers—your Acton-Tocqueville Society—is a ‘nat-
ural’ for support by the Rockefeller Foundation” (SPRL, Simons to Hayek, July 2, 1945,
box 8, folder 9). Rockefeller had been intermittently subsidizing Hayek since his Vienna
days at Mises’s business cycle institute.

68. George Stigler, who would only join the Chicago Department in 1956, was also
present. Stigler (2005) gives an account of this meeting, but misrepresents the purpose
of the meeting as a “celebration of classical liberalism.”

69. The insistence on the divergence between classical liberalism and neoliberalism
follows an extensive literature, which we can only point to here (Burchell et al. 1991;
Barry et al. 1996; Gray 1989; DeLong 1990; Smith 1998; Lemke 2001; Walpen 2004;
Plehwe and Walpen 2006; Harvey 2005; Laurent 2006).

70. Some relevant citations are Nash (1976); Paqué (1985); De Long (1990); Lemke
(2001); and Laurent (2006).

71. See, however, Walpen (2004); Laurent (2006); Van Horn (2007); and Mirowski,
Postface in this volume).

72. Hayek’s own trajectory diverged fairly far from this generalization. See Paqué
(1985); and Walpen (2004). Among neoliberals at MPS, the acceptance of neoclassical
economic theory as core doctrine took a very long time to become relatively accepted.

73. This hostility to democratic processes is discussed at much greater length in
Amadae (2003); and Mirowski (2005). Nominally left-wing versions of neoclassical
theory, such as that represented by Cowles, also tended to share this attribute. See
Mirowski (2002, chapter 6).

74. Hayek’s late conversion from denouncing scientism to flirting with naturalistic
doctrines of mind and evolution are discussed in Mirowski (2002) and (2007)

75. HPHI, box 79, F 1, Letter from Hayek to Répke May 27, 1945.

76. HPHI, box 56 F 2, July 13, 1947, Hayek to Viner.

77. HPHI, Robert Oppenheimer to Luhnow, May 25, 1948, box 58, William Volker
Fund 19391940 and HPHI, July 30, 1948, box 58, William Volker Fund 1939-1940.

78. HPHI, Luhnow to Hayek, September, 1948, box 58, William Volker Fund
1939-1948.

79. The British ambassador to the United States reported in March of 1945: “Wall
Street looks on Hayek as the richest goldmine yet discovered and are peddling his
views everywhere” (quoted in Hoover 2003, 184). For example, Hayek and Hutchins
entertained “Laird Bell, Chairman of the Board of Trustees of the University [of
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Chicagol; John Ivy, an oil operator from Huston, Texas; Meyer Kestenbaum, Presi-
dent of Hart, Schaffner and Marx; William J. Kelly, President of Machinery and Al-
lied Products Institute; Oscar Mayer, President of Oscar Mayer & Company, meat
packers; John L. McCaffrey, President of International Harvester Company; and Her-
mon D. Smith, Vice-President of Marsh & McLennan, Insurance” (HPHI, Hutchins
to Hayek, January 12, 1950, box 55, folder 1).

80. HPHI, March 10, 1950, box 58, folder 17.
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PART TWO

Arguing Out Strategies
on Targeted Topics






The Neoliberals Confront
the Trade Unions

YVES STEINER

From the mid1930s through the 1960s, trade-union participation in eco-
nomic and industrial regulation policies, along with their political importance
and membership, increased constantly in the Western world. Whether in the
United States, Britain, or Switzerland, unions became a key actor in the pur-
suit of a concerted national income policy. In West Germany, unions became
associated with the economic and political reconstruction of the country; to a
lesser extent, the same thing occurred in France, in Belgium or in Italy. Every-
where in Western countries, the wage-bargaining process was recast as a fun-
damental element in a compromise between employees and employers, even
in several cases under the supervision of the state.

The postwar generation of neoliberals gazed on this phenomenon with
some alarm. In their opinion, arrangements between organized labor and cap-
ital paved the way to the institutionalization of a quasi-corporatist regime,
which implied a terrible threat to the market economy and, in their view, a
free society. That is precisely what one of the most prominent of neoliberal
thinkers, Friedrich A. Hayek, argued in his famous pamphlet published in
1944, The Road to Serfdom (Hayek: 1993 [1944], 145-148). In fact, Hayek iden-
tified this issue as the thorniest question that neoliberals would have to tackle
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in the postwar world. Co-founder with Wilhelm Répke and Albert Hunold of
the Mont Pelerin Society (MPS),' Hayek stressed the degree to which that
question was important for the neoliberal movement at the founding meeting
of the Society in April 1947. Indeed, after having deplored the “uncertainty
and vagueness” of classical liberal ideas on union policy, Hayek delegated to
the MPS the task of formulating “an appropriate program of labor or trade-
union policy.” As he insisted, “if there is to be any hope of a return to a free
economy, the question of how the powers of trade-unions can be appropri-
ately delimited by law as well as in fact is one of the most important of all the
questions which we must give our attention” (Hayek 1949, 117).

Indeed, the MPS would undertake to address the trade-union issue on nu-
merous occasions during the 1950s. According to Hartwell, this issue was the
third most important theme covered by the MPS between 1947 and 1959.2
More than twenty MPS members can be identified as actively discussing it
during that period. It is also important to note that numerous neoliberal au-
thors, many of them MPS members, published extensively on this topic in the
1950s.> Hence, this period appears to be crucial to understanding how neolib-
erals came to forge their discourse on unions. As the permanent debating so-
ciety in charge of the restoration of liberal ideas in the 1950s (Plehwe and
Walpen 1999; Denord 2002), the MPS seems to be a good place to begin an
examination of the internal debates within neoliberal circles, particularly on
the union issue. The MPS thus will serve as the focus of this chapter.

The Society was an intellectual arena in which theoreticians of particular
schools of thought—mainly ordoliberalism, the Austrian School, and the
Chicago School—exchanged and confronted each other’s ideas. But the MPS
was also a place to hobnob with some luminaries of the intellectual faction of
the capitalist elites, persons in close contact with several highly influential
businessmen (both in Switzerland and the United States) who supported the
Society financially from its foundation.* Thus, MPS discussions often began
with theoretical issues but rapidly moved on to practical issues in direct con-
nection with the types of problems that the capitalists had to confront, such as
the union question.

Using archival sources,” this chapter surveys these debates. It seeks to evalu-
ate the extent to which MPS members succeeded in formulating, as Hayek
pleads in 1947, “an appropriate program of labor or trade-union policy” during
the 1950s. Contrary to what has often been asserted about early neoliberalism,

we find in this period no agreement; no dominant consolidated position
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emerges on that question inside the MPS. In fact, MPS members who took the
floor on this issue during the 1950s meetings turned out to be strongly divided
between those who considered some form of arrangement between employers
and trade unions beneficial, and those who, like Hayek, rejected it as a danger-
ous departure from liberalism. To a large extent, the former constituted the
majority until the mid-1950s: during this first period, these two rival neoliberal
approaches on trade unions seem to have been regarded within MPS as merit-
ing equal consideration, and hence being of equal importance. At the end of
the decade, however, those who urged limitation of cooperation between orga-

nized labor and capital became dominant in neoliberal circles.

The Sanguine Neoliberal Attitude toward Unions

At the end of the 1940s, one can roughly describe the dominant position on
unions within the MPS as entertaining a not unfriendly stance toward them.
At the outset, many MPS members were willing to argue that valuable coop-
erative arrangements between trade unions and employers existed elsewhere,
particularly in Europe. From their experience, it seemed that labor leaders
could come to understand the ways that their own interests converged with
those of their employers. Besides, it could be argued that a nationally central-
ized wage-bargaining process resulted in certain political benefits for the capi-
talist class. This faction argued that the unions’ open-minded attitude might
permit some form of inclusion in the conduct of the enterprise, at least in sev-
eral specific areas such as social policy.

The influential Swiss economist and diplomat William E. Rappard was
one of the more important MPS members who supported such views on la-
bor. At that time, Rappard was the director of the prestigious Geneva Institute
of International Studlies, which invited Hayek, Mises, Répke, and Riistow,
among others, to lecture on liberal policies during the 1930s.° Rappard was
the author of important scholarly works on labor questions since the 19103, in
particular on labor legislation, and was a distinguished specialist of the Swiss
industrialization in the nineteenth century (Rappard 1914). The diplomatic
activities that occupied his time after World War I brought him in contact
with Swiss elite circles. From that time onward, Rappard maintained close re-
lations with several governmental officials and economic elites, especially with
a most influential Swiss industrialist and diplomat, Hans Sulzer. When Swiss
employers associations and unions negotiated the famous 1937 agreement
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(known as La Paix du Travail) that prohibited the use of strikes and public
protests by unions, Rappard was a close observer who appreciated the useful-
ness of this pact. At the maiden 1947 MPS Conference, during the session on
unions, Rappard openly supported the idea that such a pact could have been
regarded as highly beneficial with reference to the Swiss case: “the [Swiss] labour
leaders are closely tied up with the whole economic process. They were shown
and convinced that wage rises, for instance, would be bad for the country as a
whole and in the long run for the worker themselves.” To Rappard, the MPS
task should be “to educate the trade unions leaders, and members, to a con-
ception of solidarity of employers’ and employees’ interests” (Graham 1947,
204). He concluded that “we should certainly not. . . disregard the things
which are in the common interests of the employers and employees. Without
a minimum of solidarity, no human society is possible” (Graham 1947, 210;
emphasis by Rappard).

During this meeting, Rappard did not find himself isolated on this partic-
ular issue. Most European MPS participants were inclined to favor a collabo-
rative attitude between employers and employees.” Furthermore, this perspec-
tive came in the short term to be dominant in the MPS. In 1949, for example,
the Society opted to revisit the union issue again in a dedicated meeting
(Steiner 2005). Interestingly, the main theme of debate turned out to be the
participation of labor in the conduct of enterprise, something that presup-
poses the existence of an active partnership between the employer and the
unions. Like Rappard in 1947, many MPS members were convinced that a
program of labor leaders” education in the benefits and necessity of adhering
to principles of a free society should be a cornerstone of a neoliberal agenda.
German ordoliberals, such as Franz BsShm® and Leonhard Miksch,’ promoted
a paternalistic version of the agenda, one in which a modicum of indoctrina-
tion was necessary in order to “change the ideology of the workers” and to
convince them to accept their vocation as the group on which the free society
would have to be based (Bshm 1949, 2; Miksch 1949, 1).!° However, Bohm
foresaw the complication that an education in the foundational principles of
the free society would equally tend to encourage their willingness to partici-
pate directly in the governance of such a society, and thus, in the guidance of
business conduct (Bshm 1949, 3). The ideological integration of unions into
the operation of the free society threatened to transgress the limits of their in-
volvement in economic activities, and in particular, in the firm, the very heart

of capitalist enterprise.
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Not unexpectedly, other MPS members found this prospect unappealing.
At the same meeting, other members sought to clarify to what extent they
would allow unions to be involved in the conduct of the enterprise. For ex-
ample, Karl Paul Hensel, another ordoliberal, proposed to codify the rights
and duties of unions and employers in a sort of “industrial labor constitu-
tion.” At that time as assistant to Walter Eucken, one of the founding fathers
of ordoliberalism,'" Hensel was very anxious to regulate the conflict between
labor and capital at the point where it originated, that is, inside the enterprise,
and therefore to improve the legal position of the trade unions, which he de-
scribed as being as weak as possible in the German context. Thus, Hensel
prognosticated that neoliberals might make use of this industrial labor con-
stitution to abolish existing “. .. one-sided prerogatives” and to equalize
“. .. the rights derived from property in material goods with those derived
from the working power within an industrial enterprise” (Hensel 1949, 13);
but also to institutionalize the claims of the laboring partners to the net in-
come (Hensel 1949, 16) and the selection of managers (Hensel 1949, 17). Hensel
also sought to channel the influence and participation of unions through the
system of works councils. Interestingly, his proposals resembled in many re-
spects the subsequent German co-determination system (Mitbestimmung).
Hensel’s enterprise-level representation of workers endorsed a very limited ver-
sion of co-determination, however, compared to the much further reaching
demands of Germany’s trade unions of a democratic reconstitution of the
capitalist economy. Union proposals for co-determination centered on trade-
union influence on economic decision making beyond the enterprise at sector
and macroeconomic levels (e.g., directing investment flows), for example
(compare Deppe, Von Freyberg, and Kievenheim. 1969). Hensel’s endorse-
ment of a co-management of social affairs by worker elected councils at the
enterprise level was close to the legal stipulations of the Mitbestimmungsge-
setz of 1952, though Germany’s trade unions eventually succeeded in under-
mining the efforts to limit trade-union influence to some extent by securing
strong ties of individual works council members and the trade unions. Hensel
instead aimed at constraining trade-union influence. He never referred to the
concept of “co-determination” as such, and he counseled caution regarding
the organization of joint labor-management committees that advise manage-
ment on concrete business issues. 2

Albert Hunold was not as reluctant as Hensel to appeal to a kind of soli-
darity (even he would never use such terminology) between employers and
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employees. During 1949, Hunold served as the MPS secretary and its main
fundraiser, but he had also enjoyed close connections with Swiss elites since
the 1930s.!> With regard to European social policy, Hunold was tireless in de-
nouncing increasing state intervention, particularly in Germany, Belgium,
Holland, and Switzerland. Yet when it came to the issue of trade unions, he
described as legitimate two different types of formal combination between
employers and unions in social policy: the first one at the industrial level
(community of trade), the second at the firm level (community of enterprise). In
both cases, he believed that these combinations would tend to encourage and
reinforce labor participation in the conduct of business. Union representa-
tives, for example, would conduct surveillance on corporate management, es-
pecially on financial issues that would be closely connected with the enterprise
social policy. Such arrangements would also provide a “fifth column in the
enterprise itself . . . to the most extreme elements of the workers” (Hunold
1949, 3). Nevertheless, Hunold was convinced that the community of trade
and the community of enterprise would have to be supported. As he said,

both organisations, the internal managerial community of enterprise, as well
as the corporate community of trade, could and should be used in order to
create better understanding between labour and management, to create
social peace. . . . Both organisations, if managed properly, could be a con-
siderable counter-weight against state’s social policy, against welfare-state

which must be considered as one of the great danger of our time. (Hunold
1949, 5)

Sharing Hunold’s concern was Stanley Dennison, an English economist
who along with Hayek shouldered responsibility for preparing the whole 1949
meeting on labor participation.'* As Dennison argued in his own paper, En-
glish joint labor-management control could be considered to be quite success-
ful on one point. It had indeed proved an acceptable way to prevent the arbi-
trary intervention of the British Ministry of Labor in the conduct of business,
which “contains a worst threat to our social order than does a good deal of
monopoly in a labour market which is still essentially organised as a balance
of opposing forces. . . . Here I find my sympathies in Britain with the trade
unions however much their monopolistic tendencies, together with many of
their policies, are to be deplored, in the main they are still, in Britain at least,
one of our bulwarks against worse evils; and, paradoxically enough they are

one of the few remaining props of a market economy in labour” (Dennison
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1949, 10). As for Hunold, as long as it was sufficiently hedged round with lim-
its, labor participation could be countenanced as a temporary expedient in or-
der to prevent disruptive public interventions in the conduct of business, es-
pecially those considered as anathema from the neoliberal standpoint.

To a great extent, this neoliberal approach on unions was characteristic of
the positions of ordoliberal thinkers like Franz Boehm, Goetz Briefs, or Carlo
Motteli in the 19505 (Bohm 1952; Briefs 1952).'5 To them, the “classical” form
of unions had changed irreversibly after World War I in Europe, and perhaps
since the mid-1930s, even in the United States. From then on, unions were
considered to be fully recognized by the law, by employers, and by public
opinion. They had attained the status of politically legitimate quasi-public in-
stitutions, with indispensable functions for the stability of the social order.
The German language of “social partnership” between capital and labor at-
tributed to unions a quasi-official place of honor in the economic process and,
consequently, in its regulation. Briefs coined the term befestigte Gewerkschaften
(fastened/stabilized unions rather than “well-entrenched”). Such a powerful
position rendered it impossible to simply resist union demands for co-
determination in postwar Germany, for example. Briefs warned that the co-
determination system could be a first step on the road to a political and eco-
nomic system ultimately ruled by the trade unions. His warnings against the
“trade-union state” were prominently featured in Frankfurter Allgemeine
Zeitung, for example, and served as a rallying point for the opposition against
the trade-union agenda on co-determination. Briefs’s extremely corporatist
concept of the present social order foreclosed coercive state regulation (except
for emergency circumstances), but insisted on a voluntary commitment of
trade unions to their role as stabilized, and thus stabilizing, institutions. They
should not try (in any way) to change the existing order as well as the existing
relationship of social forces because this would automatically threaten their
attained status as “fastened” (which means: respected) unions. Briefs believed
that trade-union demands for co-determination as a concept of joint leader-
ship of production constituted an attempt to fundamentally change the exist-
ing order. “Industrial democracy” would change the relationship of forces to
the advantage of trade unions and would open the road to the “trade-union
state.” In this context, the defense of the free society had to be developed on
two levels.

On the fundamental level, a more “friendly” attitude to the unions ap-

peared to be a timely and judicious means to reinforce moderate labor leaders
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as against their comrades who wanted to radicalize workers’ organizations.
Educating those open to persuasion concerning the tenets of a free market
society would be the preliminary perquisite of the neoliberal program. Once
they were sufficiently indoctrinated, the next level would be to usher them
into the antechambers of the conduct of enterprise. Nonetheless, their partic-
ipation in the structures of management was understood as harboring all
manner of dangers. Economically speaking, their interventions could disturb
business investment—and thus, earnings—Dby substituting political criteria
(maintaining employment, employee purchase power, etc.) for economic ra-
tionality. It would be easy to portray union participation as the Sorcerer’s Ap-
prentice, with the tendency to misallocation of resources inside the enterprise
becoming a threat to the entire price system. Thus, it was taken as a necessary
corollary that labor’s participation in management had to be limited to social
and personnel matters. Above all, safeguards would have to be in place to re-
strain their presence where their voices could disturb investment choice. All of
these ideas, far from being purely theoretical abstractions, formed the ideolog-
ical basis of the German employer associations” discourses on co-determination
in postwar Germany and during the 1950s.

The Neoliberal Big Chill

The neoliberal version of a calculated companionship of mutual interest and
integration between unions and employers had been dominant inside MPS
circles since the end of 1940s. However, a few key MPS members refused to
consider any such alliance as the correct attitude of a refurbished liberalism.
Since 1944 Hayek, for example, strongly criticized a “deliberate collaboration
between organized capital and organized labor” because it would be con-
ducive to the growth of monopolies and detrimental for the larger commu-
nity (Hayek 1993 [1944], 148). During the 1947 founding meeting at Mont Pe-
lerin, Hayek refrained from tackling the issue; but he persuaded his old
Austrian compadre Fritz Machlup to stand as the main speaker of the session
on unions (with Rappard intervening as well).'® Hayek chose Machlup for his
long experience with business organizations and his interest in industrial orga-
nization. During the social and political agitation of the Red Vienna,
Machlup had served time as a businessman for his father, a minor cardboard-
manufacturing industrialist. Until 1933, Machlup managed the family busi-
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ness (Ybbstaler Pappenfabriken) and extended its activities in Hungary (Elso
Magyar Cartonlemezgyar). In 1927, Machlup became a prominent member of
the Board of the Austrian Cardboard Manufacturers Cartel.

In the 1940s, Machlup had devoted sustained attention to the labor ques-
tion, notably for the American Chamber of Commerce (ACC). In that capac-
ity, he had sporadically lectured ACC members on industrial issues. In No-
vember 1946, he received an offer from William K. Jackson, ACC president
and United Fruit Corporation chairman, to deliver a paper on wage determi-
nation to an ACC Economic Institute gathering. Jackson signaled: “we
strongly believe that nothing today threatens our competitive economy more,
at this particular time, than the superficiality with which we generally see the
issues in our collective-bargaining controversies” (Jackson to Machlup, No-
vember 25, 1946, HIA FMD, 30.14). But Jackson also enlisted Machlup’s help
in changing current attitudes toward wage determination prevalent among
ACC members. Indeed, the ACC was then divided between firms that had al-
ready accepted New Deal policies and labor practices with their consequences
for the collective bargaining machinery and nonunion firms that had resisted
such a trend. Thus, according to Jackson, this particular ACC meeting was in-
tended to serve as a rallying point for nonunion enterprises, fortifying those
who wanted to hear some protolibertarian voices on union policy.”

Prompted by Jackson, Machlup agreed to read a paper on “Monopolistic
Wage Determination as a Part of the General Problem of Monopoly”'® at the
Economic Institute in January 1947 (Machlup 1947). In this paper, Machlup
argued that American unions did not learn the hard lessons from the past:
there was no evidence they were ready to moderate their wage demands. To the
contrary, he raised the specter of the economic and political danger of spread-
ing syndicalism and of a labor monopoly, in particular on control over real
wages. He also looked askance at government regulation of wage rates resulting
from collective bargaining. His proposals for reform were to break down large
unions to smaller size (by prohibiting industrywide wage bargaining) and to
prohibit state intervention during the wage-bargaining process. At the 1947
Mont Pelerin Conference, Machlup essentially developed the same argument
as that in his ACC pamphlet (Graham 1947, 202—203)." The only change in
the presentation was a proposed extension of his analysis to the whole Western
world. As in the United States, a free labor market was said to be nonexistent

in England and in France because of state interventions. In both countries,
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legislation fosters a monopoly situation in favor of labor, and hence unions can
manipulate wage determination. To restore full employment, Machlup sug-
gests curbing labor monopoly power in four ways: educating union leaders,
prohibiting state aid to unions, eliminating closed shop rules, and, in particu-
lar, downsizing the average union. The downsizing proposal, which Machlup
considered politically feasible, sought to limit the union size to that of the
plant level and to prohibit any combination between different unions.

Rappard’s interventions were in fact a reaction against Machlup’s speech.
The Swiss economist reprimanded his MPS comrade for omitting the effi-
ciency of existing relationships between employers and employees in Europe-
an countries, especially in Germany and Switzerland. Rappard summarized
Machlup’s position as “strongly affected by US policy” (Graham 1947, 204).
Machlup retorted by describing as “romantic” Rappard’s vision of responsible
union leaders restraining their wage increases simply because somebody had
taken the time to educate them (Graham 1947, 215). Machlup was also trou-
bled by those who placed their faith in industrial peace: “Industrial peace is
something we should be afraid of, as it can only be bought at the cost of fur-
ther distortion of the wage structure. I am most afraid of Professor Iversen’s
proposal for wage determination by State, and consider it to be the end of
democratic government” (Graham 1947, 215). Other MPS members, though
in the minority, also made efforts to challenge Rappard, Iversen, and their
comrades.? For our present purposes, it will suffice to recount the case of Ver-
non Watts, who made the longest intervention during this session.

In 1947, Vernon O. Watts?! was an economic adviser at the Foundation for
Economic Education (FEE) in New York. Originally, he had not been invited
by Hayek to the Mont Pélerin Conference. However, an American business-
man who helped to finance the conference, Harold L. Luhnow, imposed
Watts and three other FEE staff members on Hayek and the meeting, as es-
corts for FEE boss Leonard Read. Since 1946, Luhnow had financed the FEE
through his foundation, the Volker Fund. Other FEE financial supporters in
that era constituted the hard core of nonunion firms, such as B. E Goodrich,
DuPont, General Electric, General Motors, or Sun Oil Company. From the
1940s onward, the FEE was one of the most active organizations devoted to
promulgating free enterprise ideology in the United States. In the 1950s, the
FEE devoted its efforts to discredit New Deal liberalism and to undermine
the power and legitimacy of organized labor (Fones-Wolf 1994, 8; Jacoby
1997, 232, 242; 326—327n.17). During this period, Vernon Watts participated
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in this campaign by publishing articles and pamphlets, most notably a bitter
critique of unions (Watts 1954).%* In 1947, Watts ardently testified that “con-
centrations of economic power [are] necessary for incentive purposes” in case
of capitalist firms, but interestingly, not for unions. The reason for the differ-
ential, wrote Watts, was that the unions have imposed their power by using le-
galized violence. As for Machlup, dismantling large unions was a matter of
neoliberal necessity. And finally, Watts exhorted people like Rappard to forget
“their liberal philosophy” and “absolute moral codes” in face of the terrible
threat that unions constitute (Graham 1947, 211). Here we observe the kind of
splits over practical policies that motivated the initial rejection of classical lib-
eralism and underpinned the quest for a neoliberalism.

In 1947, Machlup and Watts’s nascent position reflected the first halting steps
of a neoliberal literature on unions toward the position that analyzed them in
terms of monopoly power and delegitimated this labor monopoly power be-
cause it was established by legalized coercion. This important literature emerged
in the 1950s, almost all of which was connected with the MPS or its Volker-
funded affiliate, the FEE.? This literature appeared as the counterpart in eco-
nomics of the concurrent political assault on American unions and those in busi-
ness or in government that supported them. For example, these works promoted
an extremely critical stance on the national wage-bargaining process, arguing
that this machinery was just an attempt from unions combined with compro-
mised employers to manipulate prices to the detriment of consumer sovereignty.
What tended to get highlighted was the existence of an alliance between unions
and employers that was viewed as an important departure from true liberalism.
However, these attacks against union-employer alliances emerged in a context in
which, contrary to the situation in Europe, American business was profoundly
unorganized and divided on New Deal policies (Gordon 1998). Part of the neo-
liberal agenda was to draw stark lines between those who would count as being
“compromised” and those who escaped unscathed. It was also a time when
nonunion employers began a large assault against those in the business sector
who had been seen to have collaborated too closely with unions.

Because of the way the lines were being drawn, it is not surprising that
those who financially supported the antiunion economic discourses and those
who operated through anticommunist organizations or free market institu-
tions, like the FEE, turned out to be one and the same. It was the case for
J. Howard Pew (Sun Oil Company) and Jasper E. Crane (DuPont), two major
funders behind MPS activities. In the 1930s, both men initiated the earliest
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campaigns against the New Deal via the National Association of Manufactur-
ers. Fiercely anticommunist, Pew and Crane invested in FEE and its cam-
paigns in favor of free enterprise ideology (see Chapter 8 by Phillips-Fein in
this volume). In 1947, Crane became a MPS member; Pew did as well in 1954.
Both had been major donors to the MPS since 1958.

Inside the MPS, the position represented by Machlup or Watts on unions re-
mained dormant until the end of the 1950s. Other MPS members such as
William Huctt did take the floor during the decade in order to support a point of
view similar to that of Machlup or Watts.2* However, the situation changed dra-
matically at the Princeton meeting (1958), the first gathering of the Society at a
university and the first held in the United States. This particular meeting was
entirely financed by Jasper Crane and his business associates. Because of his pre-
eminent role in financing the meeting, Crane sought to intervene massively in
the meeting’s program to the detriment of Hayek, who served more as a secre-
tary than as an intellectual organizer of this meeting (Steiner 2007, chapter 4).

At Crane’s bidding, Hayek organized a full session on the problems of
unions, essentially based on the works of Sylvester Petro.?> Indeed, far from a
general session on unions, the talks were devoted mainly to Petro’s recent
book, The Labor Policy of the Free Society (1957), in which he denounced the
fact that, as he saw it, American unions possessed too much legal power and
threatened the existence of the free enterprise society. His denunciation was
based on an historical analysis demonstrating that “coercive” union practices
such as the union shop had been progressively integrated in the U.S. legal
framework. Unions are legally protected when they act to oppress employees
and employers, a situation that Petro describes as a union’s “legal coercion.”
As in his 1957 book, Petro urged in his MPS paper drastic changes in then-
contemporary U.S. labor law, in particular the dismantling of the Norris-
LaGuardia Act of 1932%¢ and the abolition of the National Labor Relations
Board. Finally, Petro insisted that all of these suggestions “in their present
form . . . are tailored to the here and the now—the United States in the mid-
twentieth century. [But] I believe that they would in general fit fairly well the
conditions in any developed market economy” (Petro 1958; emphasis by the
author). As in the case of Machlup in 1947, the American experience was
thought to be easily extrapolated elsewhere, when it came to neoliberal theory.

Also invited by Hayek and Crane to give his point of view on the question
was Harold Gregg Lewis,”” who pursued the same theoretical line as Petro
(Lewis 1958, 5). According to Lewis, the monopolizing activities of American
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unions resulted in a wage increase of § percent or more each year. In his view, the
inflation rate inevitably followed this trend. This “significant labour monopoly
problem” illustrates the growing economic influence of unions that tended to
be correlated with the growth of union membership after the mid-1930s. “The
main cause [of both trends was] a change in public policy toward trade unions”
(Lewis 1958, 1) where the turning point appeared to be the Norris-LaGuardia
Act. In addition, this change in public policy encouraged “awful” union prac-
tices (discriminatory limitation on admission to union membership, closed
shop, boycott, and even racketeering). Lewis deplored the fact that in econom-
ics no serious discussions had occurred on “labor monopoly, its causes and con-
sequences, and the relation, if any, of labor monopoly to the unpretty features of
unionism” (Lewis 1958, 3). Proposals to counteract these deleterious conse-
quences were deemed necessary, and Lewis proceeded to explore some of
them.?® He suggested a vast legal reform program to reduce labor monopoly in
order “to purge the law of its pro-monopoly features” (Lewis 1958, 6). He called
for the elimination of the Norris-LaGuardia Act, the National Labor Relations
Act (which provided the legal framework of the National Labor Relations
Board), and the legislation, including minimum wage laws, designed to protect
or promote labor monopoly. But even that draconian proposal did not seem
sufficient to Lewis, who then proposed what he called a “/imitist approach” in
unionism matters: to prohibit all large-scale concerted action among employers
and employees (Lewis 1958, 7). His proposals also encompassed intervention in
the organization of unions and prohibition of membership in the union as a
condition of employment at the plant level. All of these proposals should be
considered as the reorientation of existing structures toward competitive
unionism and, eventually, a freely competitive labor market.

Only one MPS member invited by Hayek (and Crane) disagreed with Petro
and Lewis: the German ordoliberal Hans Ilau.?® He contributed little more
than a severe critique of Petro’s book, and the key problem he isolated was that
concerning inflation: Petro, as well as Lewis, could not comprehend why and
how trade-union policy caused inflation (Ilau 1958, 1). In particular, Petro ap-
peared to argue that coercion and intimidation were the main causes of infla-
tion, to the exclusion of monetary aspects. By comparison with the United
States, in West Germany coercion and intimidation were putatively less
present—the closed shop was unknown, for instance—but inflationary effects
seemed to occur nonetheless. Indeed, and particularly since the mid-1950s,
West German unions had been very successful in their wage negotiations,
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without recourse to what others were calling coercion. But this success was not
the primary source of inflation: “the rise of wages in Germany . . . has not been
due to coercion by unions, but to the favourable business conditions. . . . There-
fore it is more accurate to say that an inflationary situation caused this marked
rise of wages than to say that the rise of wages caused an inflationary situation”
(Ilau 1958, 3; emphasis mine). Ilau prognosticated that the first cause of an in-
flationary situation lay in a phenomenon of “imported inflation,” which was a
consequence of a too-low German exchange rate. “Therefore I think that mon-
etary policy is a far more important factor for the value of money than labor-
relations legislation” (Ilau 1958, 3). In such a context, Ilau disagreed with pro-
posals for the elimination of the right to strike or the right of self-organization,
such as those by Lewis. According to Ilau, “politically it is not conceivable to
abolish these institutions in a free society. Therefore the only problem is to en-
deavor to prevent inflation risk due to the abuse of these rights by labor unions.
This seems to me the central point. I do not believe that labor legislation can
do much here” (Ilau 1958, 4). llau instead saw that the way forward was to do-
mesticate trade-union leaders and thereby accustom labor unions to accept
wage moderation, as well as to prevent recourse to strikes, as in the Swiss case
since 1937. “The difficulty as well as the great task is to create a similar atticude
in the minds of labor leaders throughout the free world” (Ilau 1958, 4). This
was the task that he sought to place on the MPS agenda, before any changes in
labor legislation, which he regarded as potentially coercive and antidemocratic.

In Princeton, Ilau must have felt quite isolated in defending such views
during this session on unions. Only two other men took the floor to express
their support for Ilau: Goetz Brief and the Swiss publicist, Bieri.?® Ilau thus
became the lonely standard-bearer for his German ordoliberal fellows, as for
Rappard and Hunold at the beginning of the 1950s. Ilau continued to preach
that stable and beneficial arrangements can occur between industrialists and
workers. In his view, the legal disarmament of trade unions was not the
essence of a free society, but rather its repudiation. Inside the MPS, this per-
spective tended to disappear in the 1960s, as political “freedom” became in-
creasingly conflated with economic freedom for the capiralist.

Reprise

Traditionally, Hayek’s position on unions has been enshrined as the founda-
tion of the neoliberal standpoint on this question (Schulten 2004, 71-76).%!
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According to Hayek, unions are a perversion of the “spontaneous order,” and
as such, an exception to the rule of law. Indeed, governments have failed to pre-
vent the unions’ use of coercion and violence, since their behavior has been
protected by law. This unlimited power allowed unions to occupy powerful po-
sitions in the wage-bargaining process, or in some instances, in the conduct of
enterprise. In both cases, employers are portrayed as helpless, unable to resist
union power and thus forced to accept wage increases. Unions are thus put in
the artificial position of being able to manipulate wages in relative terms. How-
ever, if wages are distorted in this way, costs and prices will be misallocated. In
such a situation, the market, as a device for signaling changes in supply and de-
mand, is disrupted and unemployment results on the labor market. In this
manner of framing the situation, unions represent the foremost threat to the
economic order and free society. Consequently, Hayek urged a legal disenfran-
chisement of unions and the restoration of a well-functioning rule of law.

The bulk of these arguments came from Hayek’s key writings on unions at
the end of the 1950s, following a decade of intense disputation inside the MPS
on the same topic (Hayek 1959, 1960, 1984). However, Hayek’s standpoint re-
flects only one side of the discussions that occurred in neoliberal circles during
the 1950s. In the plurality of neoliberal viewpoints expressed on unions,
Hayek opted for the most radical version, the one least tolerant of the very ex-
istence of unions. This was the version that scholars like Machlup and Petro,
both former students of Mises, supported from 1947 to 1958. As this chapter
has demonstrated, this view was fostered primarily in the American context
and reflects the political and social interests of an ultraconservative fraction of
employers, who regarded existing European practices with disdain. In opting
for contempt, Hayek explicitly rejected another potential neoliberal position,
which considered that a solidarity of interests between capital and labor could
sometimes be appropriate and beneficial. The hostility to this alternative posi-
tion went far beyond mere disputation over appropriate economic and social
theory. Hayek felt it necessary to condemn those comrades who defended it
and to describe such an alliance between employers and employees as “the
crudest type of socialism, commonly known as syndicalism” (Hayek 1959,
292). In his Constitution of Liberty (chapter 19 on Labor Unions and Employ-
ment), Hayek simply omits neoliberal authors who were advocates of the al-
ternative, only referring to “serious” neoliberal authors such as Machlup,
Hutt, Petro, and Mises. From that time forward, the Hayekian position be-

came the dominant neoliberal perspective on unions, notably because those
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who defended a more cooperative view with unions lost their influence in
neoliberal circles.*? This shift is all the more important to consider in the pres-
ent context, given that in many other theoretical disputes within the MPS,
Hayek was not able to prevail.

It is nonetheless important to emphasize that, behind these divergences of
opinion,* an essential point of convergence exists. All the papers distributed
on the unions’ problems in the MPS explicitly or implicitly took as a funda-
mental trope of argumentation that government interference in the function-
ing of the market economy must have harmful consequences. But that did not,
by itself, nail down the neoliberal position on unions. For several authors, the
nexus of harm was that governments failed to prevent the use of coercion and
violence by unions. For them, it was a travesty that this coercive power was
now legally protected. For those who were less revulsed by the mere existence
of trade unions, an arrangement between the unions and employers could be
viewed favorably if it would neutralize the prospect of conflict between them
and prevent further state interventions in business relations. In this sense, the
variety of positions on trade unions takes place on a continuum characterized
by differences in assessment of the right platform from which to position one-
self with regard to the welfare state. Thus, this plurality of opinions can be also
interpreted as an essential strength®® of the neoliberal discourse on unionism.

Notes

1. Extant histories of the MPS are Hartwell (1995); Walpen (2004, chapters 1—3).

2. See Hartwell (1995, 225). Seven sessions on this topic were organized during the
meetings of this period on the dates (1947, 1949, 1954, 1958). After 1960, however, the
MPS gave less attention to that question. Again according to Hartwell, MPS members
revisited the trade-union problem during two complete sessions between 1960 and
1969, three between 1970 and 1979 and two between 1980 and 1989. To my knowledge,
it appears that in 1984 the MPS tackled the labor issue for the last time, during a full
session on the rise and fall of trade unions at its twenty-fifth meeting.

3. See, for instance, McCord Wright (1951); Machlup (1952); Petro (1957); Cham-
berlin, Bradley et al. (1958); Bradley (1959). For the British political situation, see
Cockett (1995).

4. In the Swiss case, the Society received help from two influential businessmen in
postwar Switzerland—the banker Rudolf Speich and the industrialist Hans Sulzer, who
eventually became members of the Society. In the U.S. case, the Society was supported
by the Volker Fund and the Foundation for Economic Education. Created in 1946, the
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FEE was financed by the Volker Fund and firms such as General Motors and DuPont.
Key American businessmen who supported the MPS were Harold L. Lunhow, Jasper E.
Crane, and J. Howard Pew, all MPS members (Steiner forthcoming, chapter 2).

5. This material comprises the papers distributed before the MPS meetings in
1949 and 1958. Unfortunately, the papers in circulation at the 1954 meeting are not
available. However, for several sessions, transcripts of discussion can be accessed (1947,
1958). Correspondence and elements of secondary literature complete the material.

6. A biography in French on Rappard exists (Monnier 1995). On his role at the MPS
founding meeting and his precious help in supporting this meeting, see Busino (1990).

7. Among others: the Belgian industrialist Henri de Lovinfosse and economists
such as Carl Iversen, Karl Brandt, Maurice Allais, and to a certain extent, John Jewkes.

8. With Walter Eucken and Hans Grossmann-Doerth, Frans Bohm co-founded
the so-called German ordoliberal school of economics during the 1930s. At the end of
the war, he became professor in Freiburg and eventually in Frankfort. Boshm was a
member of the Christlich Demokratische Union Deutschlands (CDU) and a member of
the Parliament between 1953 and 1965. He also participated in Germany’s economic
reconstruction, notably regarding the legal aspects of cartels and competition.

9. Between 1923 and 1925, Miksch was a member of the Nazi Party. He earned a
degree (1926) and a doctorate, supervised by Walter Eucken, in 1929, both in eco-
nomics at the University of Freiburg. Until 1944, Miksch was engaged in journalism
at the Frankfurter Zeitung. After the war, he became the economic adviser of Ludwig
Erhard, then director of the office for the administration of the economy, and future
Bundesminister of Economic Affairs. In 1949, Miksch was appointed professor of
economics at Mannheim, before becoming professor of fiscal economics at Freiburg
in 1949.

10. Inversely, both Bohm and Miksch are suspicious of employers™ ability to de-
fend the free economy: they are interested in, but they are not ready to accept, “the
duties and commitments which are the consequences of freedom” (Miksch 1949, 1).

11. Hensel wrote his dissertation under Eucken’s supervision in 1951. After Eu-
cken’s death in 1950, he published Eucken’s famous book, Grundsitze der Wirtschaft-
spolitik (1952).

12. By the mid1960s, Hensel withdrew from his early position in support of lim-
ited co-determination. He started to strongly criticize the co-determination system as
well as other forms of “economic democracy” (Hensel 1989 [1966], 137-139).

13. Hunold served as secretary of the Zurich Stock Exchange (1930-1945) and of
the Zurich Bank Association (1940-1945). Between 1945 and 1946, he was also director
of the Credit Suisse Zurich and after 1947, managing director of the Swiss Watch In-
dustry, an association of Swiss watch manufacturers.

14. Beginning in October 1948, Hayek worked closely with Dennison to draft a
program for the 1949 Seelisberg meeting and to recruit some speakers (Hayek to Den-
nison, October 9, 1948, Friedrich Hayek Papers (hereafter FAH), Hoover Institution
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Archives, 73.10; Dennison to Hayek, October 18, 1949, FAH, 73.10). Interestingly,
Hayek proposed inviting Hutt as a replacement for Machlup, who was unable to at-
tend the meeting in 1949 (Hayek to Dennison, February 10, 1949, FAH, 73.10). This
proposal came from Machlup, who persuaded Hayek to include Hutt in the Seelisberg
meeting (Hayek to Machlup, January 26, 1949, Fritz Machlup Papers (hereafter
FMP), Hoover Institution Archives, 36.17; Machlup to Hayek, February 3, 1949, FMDB,
36.17). This detail will be of importance, as we will show below.

15. Economist Carlo Mételli was a Swiss journalist at the prestigious Newe Ziircher
Zeitung. His friend Albert Hunold, and, to a certain extent, William Rappard, were
both largely inspired by ordoliberal theories, particularly the works of Wilhelm Ropke
and Alexander Riistow.

16. With Gottfried Haberler, Fritz Machlup was Hayek’s assistant at the Osterre-
ichisches Institut fiir Konjunkturforschung, an institute founded in 1927 by Hayek’s
mentor Ludwig von Mises and financed by the Rockefeller Foundation. Machlup did
his dissertation under Mises’s supervision. Both Hayek and Machlup were active par-
ticipants in Mises’s Privatseminar in the 1920s.

17. Apart from Machlup, two other future MPS members read a paper during the
conference: Leo Wolman (National Bureau of Economic Research) on “Collective
Bargaining and Economic Liberalism” and Felix Morley (Human Events, Editor) on
“The Meaning of Economic Liberalism.”

18. Machlup received $150 for his contribution. Moreover, the final text was pub-
lished in the form of a pamphlet (Jackson to Machlup, November 25, 1946; Machlup
to Jackson, November 27, 1946, FMP, 30.14).

19. Moreover, Hayek prevailed upon him to bring copies of his pamphlet for dis-
tribution during the session. However, these copies sent by the Chamber of Com-
merce did not reach the Mont Pelerin in time (Machlup to Keller, March 21, 1947,
FMP, 30.14; Keller to Machlup, May 2, 1947, FMP, 30.14).

20. They were mostly American and English: Frank Graham (chairman), Frank
Knight, John Davenport, Stanley Dennison, Michael Polanyi, and Vernon Watts.

21. Watts was hired by the Los Angeles Chamber of Commerce, of which Leonard
Read was executive director in 1939. In 1946, Watts followed Read in New York in or-
der to set up the FEE.

22. This pamphlet was distributed at the 1954 MPS meeting in Venice (Watts to
Hayek, June 10, 1954, HIA FHP, 80.6).

23. See, for instance, McCord Wright (1951); Machlup (1952); Petro (1957); Cham-
berlin, Bradley et al. (1958); Bradley (1959); Friedman (1962).

24. See William H. Hutt’s paper during the 1949 meeting in Seelisbserg; or those of
L. A. Hahn, at the Bloemendaal meeting in 1950, and Ludwig von Mises, in Beauvallon
in 1951 (Hutt 1949; Hahn 1950; Mises 1951). Also, in 1956, Hayek and Wilhelm Répke,
both MPS founding members, strongly diverged on the role of unions at the Berlin
meeting. As reported by a Swiss journalist and MPS member, Ernst Bieri (Newe Ziircher
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Zeitung), Ropke was unconvinced by Hayek’s severe condemnation of unions. To
Répke, they proved their usefulness in the defense of free economy as the Swiss case
demonstrated. Condemnation of unions per se was then an absurdity (Bieri 1956).

25. A law professor at the New York University (NYU), Sylvester Petro was a for-
mer student of Mises’s seminar at NYU, where Petro met people such as Henry Ha-
zlitt, Israel Kirzner, and Murray Rothbard. Petro’s Labor Policy in a Free Society is a
strong indictment of American labor law and of labor unions as they function in the
United States. This book, dedicated to Mises, had considerable influence on Hayek
and served as one of the main sources of inspiration for Hayek’s own works on unions,
in particular The Constitution of Liberty (1960).

26. The Norris-LaGuardia Act was the first U.S. federal law that prohibited “yel-
low dog contracts” or other contracts in which a worker agreed as a condition of em-
ployment not to join a union.

27. Harold Gregg Lewis served as professor at the Department of Economics at the
University of Chicago from 1939 to 1975. He was deeply involved in labor economics
during the 1950s, and he is considered one of the founding fathers of modern labor
economics. He was the author of Unionism and Relative Wages in the United States,
published in 1963, which was the distillation of a six-year project research funded by
the American Enterprise Association on “The Relative Wage Effects of Unionism.” In
the mid-1950s, Lewis also served as a coordinator in a program financed by the United
States Agency for International Development (USAID) in order to upgrade the teach-
ing of economics in Latin America, in particular in Chile, where he ran the program
from 1956 to 1967. For further biographical information, see Biddle (1996).

28. To a large extent, the analysis as well as the proposals sketched by Lewis resem-
bled those of Roscoe Pound (Pound 1957, 21) and obviously those of Petro’s 1957 book.
See in particular Petro’s analysis of the legal coercion (Petro 1957, 44—48) of the legal
destruction of equity in labor relations in the United States (Petro 1957, 125-132,
272-289). Proposals such as the abrogation of the Norris-LaGuardia Act or the aboli-
tion of the National Labor Relations Board are presented in his chapter 19.

29. Hans Ilau was a former student of Walter Eucken. After receiving his Ph.D.,
Ilau did not pursue a professor’s career. After the war, he became administrator of the
Board of the Rhine Main Bank. In 1958, he was director of the Chamber of Industry
and Commerce in Frankfurt.

30. “The trade unions on the one hand and the employers on the other hand, are
still adversaries but they are no longer feel [sic] as enemies. I believe one should take
such a favourable situation as a starting point for renewing and expanding the doc-
trine of a free society and a free economy. . . . It is our task to convince to workers that
what is good for the economy as a whole is good for themselves and that in the mar-
ket lies their very interests. The danger therefore, is not in the institutions—per se—
but in the manner in which institutions may be used and applied.” See the Princeton
meeting transcripts (E. Bieri), HIA MPS, 13.1.
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31. See also the critical analysis of E A. Hayek’s position on unionism by
R. Richardson and the comment on Richardson’s paper by B. C. Roberts (Richardson
1997; Roberts 1997).

32. In particular, after the so-called Hunold affair when, in 1961, Hunold, Ropke,
Brandt, Rustéw, and twelve other MPS members left the Society (Hartwell 1995,
100-133; Denord 2002). On the role of Bruno Leoni during this conflict, see Walpen
(2004, 145-151).

33. On unions, another well-known divergence can be seen between Milton Fried-
man and the other contributors to McCord Wright’s book. Friedman argued that the
impact of trade unions on wage structure was not generally as important as expected
in then-orthodox economics (McCord Wright 1951, 202—259).

34. “With a more detailed and historical analysis, it becomes evident that the neo-
liberalism is not singular, but plural. From basis-common elements he knows indeed
very various developments. That plurality of neoliberalism is not a weakness, but con-
stitutes a strength in the context of a Hegemony Theory standpoint” (Plehwe and
Walpen 1999, 206).
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Reinventing Monopoly and the

Role of Corporations
The Roots of Chicago Law and Economics

ROB VAN HORN

Introduction

Once upon a time, classical liberals were wary of monopoly as inherently in-
imical to democracy because in their view it undermined a necessary condi-
tion for democratic politics to flourish, namely, a competitive market. In the
1930s, Henry Simons, a respected University of Chicago professor and self-
proclaimed classical liberal, described monopoly in all its forms—including
large corporations—as “the great enemy of democracy.”! As World War II
drew to a close, however, the heirs to liberalism—both in Europe and the
United States—worried that they needed to create a more robust liberal doc-
trine to prevent its demise and to stave off the looming threat of totalitarian-
ism. To accomplish this feat, they organized a few like-minded souls to inves-
tigate and discuss the multifarious areas of the classical liberal doctrine dealing
with business organization, including monopoly and corporations.

In April 1947, those embattled few founded the Mont Pelérin Society
(henceforth MPS). Attended by both Europeans and Americans, the MPS
served as a forum for general intellectual debate. In its early years, the dis-
course ranged widely from unions to economic development to liberalism

and Christianity to agriculture policy to free enterprise to political crisis.
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Significantly, the very first meeting of the MPS in 1947 touched on the issues
of competition and monopoly, signaling the importance of these concepts in
the program of reinvigoration of liberalism.

For MPS members, the issue of monopoly loomed so large primarily be-
cause of the way their opponents on the left had framed it. The left had been
arguing that since the start of the twentieth century monopoly had been ex-
panding apace throughout the United States and Western Europe, such that
the bulk of the economy—owing to this inexorable growth—would inevitably
soon be controlled by monopolies.” The left predicted that the forces of com-
petition would continue to prove ineffectual in the face of such growth. Con-
sequently, they insisted that the only rational solution was socialist control of
the economy. This tenet of the program of the left threatened the very cogency
of liberal optimism and was one of the major motivations for the MPS liberals
to rethink liberal doctrine. However, efforts to reformulate liberalism did not
only happen at MPS meetings; they also occurred at select institutions with re-
lated research objectives.

This resulting division of effort conformed to the vision of Friedrich
Hayek, who played a principal role in setting up two such research initiatives
at the University of Chicago. In one such initiative, known as the Free Market
Study (FMS) project, Hayek—through repeated efforts—secured the requi-
site funds and recruited the necessary individuals.> He persuaded Aaron Di-
rector to head up the project.? In addition to the aptly named Director, the
FMS comprised six other steadfast liberals at Chicago: Edward Levi (a law
professor), Frank Knight (an economics professor), Garfield Cox (dean of the
Business School), Wilber Katz (dean of the Law School), Theodore W. Schultz
(chair of the Economics Department), and Milton Friedman (an economics
professor)—several of whom were also present at the premier MPS meeting.’
The FMS commenced meeting at the Chicago Law School in 1946 and was
concluded around 1952. Though avowed to study and describe “a suitable le-
gal and institutional framework of an effective competitive system” (Coase
1998, 603), the FMS predominantly researched the issues of monopoly and
corporations, transforming the fundamental economic approach to these is-
sues and giving birth to a significant tenet of neoliberalism. In 1953, Director
further deployed these nascent premises in structuring another focused research
endeavor.

As the FMS wound down in 1951, Hayek helped secure the funds for another
law-school-based project, the Antitrust Project (1953-1957), with Director again
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at the helm and with Edward Levi—Dby then dean of the Law School—as sec-
ond in command. Though it initially aimed to concentrate on the issue of
monopoly, continuing where the FMS had left off, the Antitrust Project sub-
sequently enlarged its focus to numerous areas of antitrust law. Nevertheless,
it preserved the investigation of monopoly as a collateral but an important
aim. This chapter documents the years of painstaking efforts of the Chicago
neoliberals—as they would later be called—to reformulate the classical doc-
trine with respect to monopoly and corporations, and their deployment of
these changes to help reinvigorate the liberal position toward antitrust issues.

Given, however, that the MPS project of reconstruction was a transnational
effort, the Chicago contingent was not the only group investigating these is-
sues. In 1951, as Friedman observed, “The doctrine sometimes called neoliber-
alism . . . [had] been developing more or less simultaneously in many parts of
the world” (19513, 91). A German cadre, later known as ordoliberals, or Ger-
man neoliberals, was also occupied in reconsidering the classical liberal con-
ceptions of monopoly and corporations, and in developing what became
known as ordoliberal competition policy. However, unlike the Chicagoans, the
Germans had begun their efforts in the mid-1930s (Gerber 1998, 234-235); by
the late 1930s, the theoretical foundations of ordoliberalism were more or less
in place.® Despite the fact that both groups actively participated in the MPS,
these two research initiatives turned out to be largely disengaged in practice,
each influenced by different institutional and legal components within their re-
spective country.” Nonetheless, for our purposes, both constituted subsets of a
larger neoliberal initiative.

Given the limitations of space, it is not feasible here to cover both the Ger-
man ordoliberals and Chicago neoliberals in their quest to redefine monopoly
in the immediate postwar period. The primary focus here will be on the ef-
forts of the Chicago group. But before charting the development of the
Chicago neoliberals, this chapter compares Chicago’s position circa 1947 re-
garding monopoly and corporations with that of the German ordoliberals. At
that juncture, these two groups had relatively similar attitudes toward mo-
nopoly and corporations. In order to demonstrate this similarity, I will turn to
the first MPS meeting. Its participants included steadfast Chicago defenders
of freedom, such as Director and Friedman, and staunch German ordoliber-
als, such as Walter Eucken and Wilhem Répke. This turns out to have been the
only meeting in the first two decades at which a representative of the Chicago
School addressed the issues of monopoly and corporations. Specifically,
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Director delivered a lecture on the topic, “Free Enterprise or Competitive
Order.” The aspect that is quite telling about this disquisition is that Eucken
and other ordoliberals present voiced no substantial objections to Director’s
claims. Because scholars typically portray the Chicago position on monopolies
and corporations as inherently contrary to the ordoliberal position, this seems
to be a surprising occurrence.® I will explain the surprising reticence of the
ordoliberals by arguing that in 1947 ordoliberalism and the incipient Chicago
School shared an important common premise. Both schools of thought
lauded and respected the work of the renowned classical liberal Henry
Simons.

This chapter explains how and why Chicago came to renounce its classical
liberal heritage with regard to monopoly and competition. The chapter is di-
vided into four sections. In the first, I will summarize the ordoliberal position,
paying particular attention to monopoly, corporations, and competition pol-
icy.” Next, I will examine Director’s MPS address and then show what com-
mon ground the two approaches shared through the classical liberal, Henry
Simons. Although the later development of ordoliberalism is not charted
here, a brief characterization will prove useful to demonstrate how radical the
subsequent developments of Chicago neoliberalism in the 1950s really were.

The second section begins with a general description of the FMS and then
moves on to examine the claims of three key members of this project: Aaron
Director, Milton Friedman, and Edward Levi. By detailing early develop-
ments within the project, I will scrutinize the professed views of Director and
Friedman, the two principals of the project, on monopoly and corporations.
I will also point to sources from 1947 to suggest Levi’s views on these same sub-
jects. A description of these three individuals’ views of monopoly and corpo-
rations will show that even during the early years of the FMS (1946-1949) all
three still sounded very much like classical liberals, despite their explicit com-
mitments to reformulate and recast liberalism in new, more robust directions.

The third section looks at each individual in turn, showing how his opin-
ion during the later years of the FMS (1950-1952) or during the period imme-
diately following the FMS sharply diverged from his earlier opinions, thus
providing evidence of the timing and emergence of neoliberal doctrine at
Chicago (at least with regard to these particular topics). Notably, the birth of
neoliberal competition theory occurred roughly four years after the FMS
commenced; this was a notably short period of time.!° By contrast with Henry
Simons, the triumvirate of Director, Friedman, and Levi began to advocate
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the idea that monopoly, in all its forms, was almost always undone by the
forces of competition; and consequently that a relatively sanguine attitude
should be adopted toward both monopoly and large corporations. The cor-
porations were said to have approximated the impersonal ideal of the market,
even in what would appear, by conventional measures, to be fairly concentrated
markets.

After demonstrating Director, Friedman, and Levi’s right turns, I will, in
the fourth section, provide an overview of the Antitrust Project. This discus-
sion will consist primarily of an analysis of the Antitrust Project’s manifesto
(Director and Levi 1956), demonstrating how reformulation of the classical
liberal doctrine during the FMS provided the backbone for the hybrid an-
titrust neoliberalism that emerged during the course of the Antitrust Project.
Essentially, Director and Levi (1956) demonstrated an unprecedented skepti-
cism about the extension of monopoly power via exclusionary practices, such
as tying arrangements or price discrimination, and a concomitant disdain for
adjudication or legislation that regarded these practices as per se deleterious or
per se illegal.

The Antitrust Project gave rise to a prodigious number of publications,
many of which depended on the fundamental presuppositions advanced dur-
ing the latter years of the FMS. From the outside, it may have seemed that
Chicago law and economics was incubated during the period of the Antitrust
Project, but in fact it took root earlier, during the operation of the FMS.!"
Thus, the origins of Chicago law and economics (not to mention postwar
Chicago economics) are unmistakably traced to the effort of Director and
others at Chicago to revamp the classical liberal doctrine—especially as it had
been espoused by Henry Simons—during the course of the FMS. For this rea-
son, Chicago law and economics should be regarded as one of the pathbreak-
ing neoliberal movements in modern intellectual history.

Before turning to a detailed description of the FMS and its undertakings, it
is important to keep in mind that reconceptualization of liberal doctrine at the
University of Chicago occurred under external solicitation from a politically
motivated benefactor, the Volker Fund. The Volker Fund bankrolled both the
FMS and the Antitrust Project, as well as a myriad of future research projects at
Chicago, and directly exerted its influence throughout the duration of those
projects. During the middle years of the FMS (around 1950), the Volker Fund
went so far as to threaten to eject Director from his leadership role in the FMS
because the Volker Fund refused to accept certain tenets of classical liberalism,
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namely those espoused by the deceased Chicago economist Henry Simons.!?
As the FMS wound down, in 1951, Jacob Viner—a classical liberal and renowned
economist who left Chicago for Princeton in 1946—recollected his experience
at a Volker-funded conference headed by Director and Levi at the Chicago
Law School:'? “[Everything] about the conference except the unscheduled
statements and protests from individual participants were so patently rigidly
structured, so loaded, that I got more amusement from the conference than
from any other I ever attended . . . even the source of the financing of the Con-
ference, as I found out later, was ideologically loaded.”*

Chicago and the Ordoliberals Set Out

in Sweet Harmony

Scholars almost invariably portray the Chicago School and ordoliberalism as
propounding contrary major premises regarding monopoly. For example,
Chicago neoliberals are said to maintain that competition has a self-correcting
power, which ensures that monopoly power is short-lived. Ordoliberals, on the
other hand, are not champions of self-healing competition: “Ordoliberal policy
does not rely exclusively on the long-term process of self-healing of the overall
society [through competition], but protects the individual’s economic freedom
of action as a value in itself against any impairment of excessive economic
power” (Maschel 2001, 5). Although such characterizations are in broad outline
correct, they tend to lead to the blinkered generalization that Chicago liberals
and German liberals have always been at loggerheads over the issue of monop-
oly (and the issue of corporations). In fact, in the immediate postwar period,
these two schools held relatively similar positions on these issues. One reason
was their intellectual inspirations had a common ground: Henry Simons.

As one student of ordoliberalism has observed, “With regard to competition
policy Simons’ programme, especially (1934), inspired Eucken” (Meijer 1994,
30). In fact, around 1950, at Groningen University economics students had
been assigned Simons (1948) as required reading (Meijer 1994, 28). In the im-
mediate postwar period, Aaron Director, like Eucken, nurtured a deep respect
for Simons’s work. After Simons’s suicide, Director played a principal role in
compiling Simons’s oeuvre for publication. In the Prefatory Note of Economic
Policy for a Free Society, Director stated: “[Simons] was a first-rate economic
theorist. . . . He had no illusions about the great obstacles to the re-creation of
a free-market society. . . . We have to believe that the additional work which
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Henry Simons would have accomplished will ultimately be done by others” (p.
vii). Therefore, since Director—as will be argue below—sounded very much
like Simons in his MPS address, it is no surprise that Eucken had no major ob-
jections to Director’s talk.!> Before turning to it and a comparison of his claims
to those of the ordoliberals, it is useful to provide a brief sketch of ordoliberal-
ism, especially its position concerning monopoly, corporations, and antitrust
policy in the 1940s.

Ordoliberalism, like classical liberalism, maintained that a free enterprise
system was necessary for a free, prosperous, and equitable society.!® Unlike
classical liberals, ordoliberals advocated that a competitive economic system
should be grounded in a specific “constitutional” framework; this, according to
Gerber (1998), was the signature contribution of ordoliberalism and its signifi-
cant departure from classical liberalism. For ordoliberalism’s vision of society
to become a reality, society needed both a political constitution and an “eco-
nomic constitution.” The political and legal decisions that would give rise to
society’s economic system would determine the nature of its economic consti-
tution. Ultimately, the economic constitution must be grounded in ordoliberal
economic theory; ordoliberals therefore appointed themselves de facto law-
makers. Specifically, the economic constitution should construct an economy
with “complete competition” wherein no firm would possess the power to co-
erce another firm. Like Simons and classical liberals, ordoliberals feared gov-
ernmental and nongovernmental concentrations of power. They were con-
vinced that Nazi Germany emerged as a result of the misuse and abuse of
political and economic power, which crushed liberalism.!” Hence, under ordo-
liberalism, the legislature “made” the law; the executive had virtually no politi-
cal and economic power; and the judiciary ensured that policy implemented
by the legislature was consistent with the economic constitution.

Even though the economy is grounded in a “constitutional” framework, an
Ordnungspolitik (order-based policy) must be designed to implement society’s
economic constitution. Markets must be maintained and created through
prudent nondiscretionary government policy. According to the ordoliberals’
understanding of Ordnungspolitik, government policy decisions needed to
flow from and be constrained by the economic constitution. Thus, “Govern-
ment did not ‘direct the process’ of the economy. It merely established the
‘forms’ or structural conditions within which those processes could function
effectively” (Gerber 1998, 248). Ordoliberals called this “indirect regulation,”
which comprised “constitutive” and “regulative” principles. Constitutive
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principles—the fundamental principles of economic policy—served to estab-
lish the form of the economic system. They included monetary stability, open
markets, private property, contractual freedom, liability, and policy consis-
tency. Regulative principles flowed from constitutive principles, functioning
to maintain the efficaciousness of constitutive principles. Competition law,
for example, was a regulative principle. Like other types of regulative princi-
ples, competition law not only had to be embedded in constitutive principles,
but also had to be symbiotically related to other regulative principles, such as
monetary policy and trade policy.

Ordoliberals considered competition law the keystone of their program:
“Monetary and other policies designed to foster competition would have little
effect, ordoliberals argued, if firms could act in concert in setting prices or de-
termining output, or if firms with economic power could use that power to
foreclose opportunities for competition” (Gerber 1998, 250). Competition law
served both to create and protect the conditions of complete competition; “it
had to block the anti-competitive mechanisms which society can spawn”
(Lemke 2001, 195). It sought to prevent monopoly power, to extirpate existing
monopoly power, and—if dissolution was not feasible—to control conduct
stemming from monopoly power. Ultimately, it served to eradicate private mo-
nopoly power, such as cartels and, importantly, exclusionary practices. In gen-
eral, in keeping with the classical liberalism exemplified by Director in 1947 and
by Simons, ordoliberals sought to eliminate monopolies, minimize “big busi-
ness,” and support an economy comprised of small and medium-sized firms.

In 1947, Director believed that authority had either supplanted individual-
ism or ominously threatened to supplant it in short order. In brief, state inter-
vention had become regrettably ubiquitous. Director maintained that state
intervention had destroyed or nearly destroyed the competitive order because
liberals lacked solutions to conflicts between social interests and the results of
free enterprise. Director supported the idea of a reconstituted liberal: “The
theory of liberalism must be extended to include a prescription of the role of
the state in making private enterprise the equivalent of competitive enter-
prise” (p. 77).'"® However, in promoting these changes, Director was adhering
to the classical liberalism of Simons.

In keeping with Simons, Director steadfastly believed that the liberal doc-
trine needed, above all else, to champion freedom by “promoting the disper-
sion of power necessary for competitive order” (pp. 77—78). Notably, Director
observed that a substantial amount of monopoly power existed in the free
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enterprise system. To create a working competitive order, Director, like Simons,
advocated state action on three fronts: (1) preventing private monopoly;
(2) controlling combinations among workers and businesses; and (3) provid-
ing monetary stability. Because of the scope of issues examined in this chapter,
we shall restrict ourselves to addressing only (1) and (2).

Regarding industrial monopoly, although Director maintained that interna-
tional trade normally provided a check on industrial monopoly, he admonished
that this was not a sufficient check. Antitrust law was also needed to play a crit-
ical role. Concerning the United States, Director indicated that antitrust law
had lessened but not eliminated private monopoly. He suggested that height-
ened antitrust enforcement and additional policy measures were necessary to
deal with the substantial extent of industrial monopoly. For Director, additional
policy measures were needed to target patent law and to address the inequality
of income and inequality of wealth that stemmed from exercised monopoly
power. Regarding patent law, he stated: “A study of the American antitrust cases
discloses the crucial importance which patents on inventions have played in cre-
ating and maintaining industrial monopoly.”® Regarding the inequality of
income and wealth, he asserted, “Some of the existing income inequality of in-
come and inequality of wealth reflects the monopoly power of industry.”*

Interestingly, Director asserted that antitrust laws were “mere stopgap mea-
sures.”?! Radical corporate reform also needed to be undertaken. He main-
tained that classical liberalism failed to adequately address the scope of power

of corporations and trade unions. Concerning corporations, he asserted:

The unlimited power of corporations must be removed. Excessive size can
be challenged through the prohibition of corporate ownership of other cor-
porations, through the elimination of interlocking directorates, through a
limitation of the scope of activity of corporations, through increased con-
trol of enterprise by property owners and perhaps too through a direct lim-

itation of the size of corporate enterprise.?

Significantly, the first MPS member in the transcript to respond to Director’s
disquisition was Eucken. Eucken pointed out that Director erroneously pre-
sumed that the government should directly address the monopoly problem.
“[The monopolist] is more afraid of competition than of government control.

What is required is an independent supervisory authority guided by law and
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not by Parliament.”* Eucken based his comment on a key premise of ordolib-
eralism: The autonomous monopoly office, the enforcer of competition law,
should be immune from political influence and should be guided in assessment
by established legal strictures. These legal strictures needed to be grounded in
an economic constitution.

At this juncture, despite the fact that Director did not support an eco-
nomic constitution and an independent monopoly office, he shared Eucken’s
disdain for concentrated power because it undermined freedom. Thus, both
were utterly convinced that monopoly needed to be prevented. Moreover,
both harbored strong reservations against large corporations; each disapproved
of the ramifications of that power for the market and for society.

This common ground proved transient, however. Director and the FMS
members would soon take the development of liberal doctrine in a radically
different direction than that favored by the German ordos. As the following
section illustrates, it took a few years for a sharp break from the classical liberal
position of Simons to transpire. After the neoliberal position concerning mo-
nopoly, corporations, and antitrust law emerged, there was an ironic turn of
events; it now seemed that Simons had more closely evoked the ordoliberals,
not the Chicago neoliberals. As one historian of economic thought observed,
“In general, the West Germans’ program resembles Henry Simons” (Oliver
1960, 118). With this in mind, we turn to the FMS and chart the emergence of
trademark Chicago doctrine concerning monopoly.

Haunted by Classical Liberalism:
The Early Years of the FMS

Although Hayek and the Volker Fund had cooperated to bring about the com-
position of an American Road to Serfdom, Aaron Director—the individual
anointed with this primary responsibilitcy—never finished the book by the con-
clusion of the FMS around 1952.24 The first half of the FMS essentially was de-
voted to debate over several possible trajectories of a reconceptualized liberal
doctrine, whereas the last half basically served to consolidate a chosen trajec-
tory. It is evident, however, that from 1946 to 1947 Director and Friedman were
more than a little unclear as to how to accomplish this convergence; and that at
that point in time Levi still clung to his classical liberal convictions.

The FMS met bimonthly, especially in 1946 and 1947. In the early FMS
meetings, as in his 1947 MPS disquisition, Director conveyed an unwavering
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conviction that the liberal doctrine needed to be reformed. Director sought
research grounded in empirical analysis and devoted to investigation of the
facts underlying economic policy.”> A palpable corollary of such an analysis
would be the facilitation of the development of a more robust liberal policy.
Although the FMS could have pursued numerous research avenues, after the
first couple of meetings, it quickly narrowed its focus to issues concerning
monopoly and corporations. This suggested the FMS members’ desire to re-
spond to the left’s understanding of monopoly.

At a meeting in mid-November, Director and the members tackled the is-
sue of industrial concentration. Director proffered two alternative explana-
tions for industrial concentration: “Of course we could start from the position
that existing concentration has already reached a point which makes it ob-
jectional from a political point of view, or again we may start from the posi-
tion that the existing concentration results in the most efficient use of resources
and does not eventuate in significant departures from competitive behav-
ior.”2¢ In suggesting that the existing concentration was politically objection-
able, Director showed he still nurtured a soft spot for classical liberalism.
Considering this quote in the light of Director’s 1947 MPS lecture, we see that
Director leaned more toward the notion that monopoly was more a part of
the problem than of the solution.

By the end of November, FMS members turned their attention to barriers
to entry. Conventionally, the barriers considered included the availability of
raw resources—Ilike iron ore and vanadium; the control of methods or means
of distribution—Ilike exclusive dealerships or advertising trademarks; unfair
competition—Ilike boycotts, predatory activities, bribery, or sabotage; and the
control over credit resources and the reluctance of financial institutions to ex-
tend this credit. The fact that the FMS members thought it prudent to enter-
tain the issue of barriers to entry is telling; as Herbert Hovenkamp pointed
out, the Chicago School would eventually become known for maintaining
that barriers to entry were essentially a myth.?” Nonetheless, the FMS once
again discussed the issue of barriers to entry in February 1947.

Addressing the FMS members, Director pointed out that numerous gov-
ernment barriers to entry had been erected, supposedly to protect consumers.
He acknowledged that the government restrictions most likely served to en-
courage adequate standards of performance, and stated, “As the standards are
frequently, if not always, promoted by those who have a private interest in re-
stricting entry it would not be surprising if the social interest were subordi-
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nated to the private interest.”*® Thus, Director partly indicted corporations
and other private firms for responsibility in installing barriers to entry. In ef-
fect, he maintained that corporations used their political power to direct gov-
ernment authority. By doing so, Director again revealed a classical liberal
bent: conventional liberals tended to fear a concentration of corporate power
because it threatened the sovereignty of democratic government. When Di-
rector’s statement is considered alongside his MPS disquisition—where he
strongly objected to the power of corporations and claimed that the govern-
ment must regulate and restrict their power—it is clear that the source of the
problem of such barriers to entry is laid at the doorstep of the corporations,
not the government. This position stands in stark contrast with the later
Chicago position, which states that corporations capture the regulatory pro-
cess, and hence government cannot be trusted to devise economic policy.

At one meeting in early January 1947, Friedman proposed that the FMS
should devote time and resources to investigating the issue of the separation of
corporate ownership and corporate control, mainly because of the social prob-
lems that stemmed from this divergence of interest. He stated: “[The] separa-
tion of ownership from control has important social disadvantages. It encour-
ages utilization of resources for purposes other than maximization of their
return; greatly facilitates the securing of monopoly positions; and gives rise to
private economies of scale that are not matched by social economies.”® Fried-
man’s proposed remedy was to increase the ownership interest of the corporate
directors. “By identifying ownership with control,” he believed, “the proposal
would eliminate many of the present abuses of the corporate form. It would
immediately eliminate holding companies . . . it would make mergers more
difficult; . . . These effects would themselves retard the tendency (if it exists)
toward increasingly large and monopolistic organizations and stimulate the
breakdown of existing giant corporations.”* Thus, in 1947 Friedman advanced
a standard premise of classical liberalism: large corporations and monopolies
posed a serious social problem that had to be addressed by public policy.

During this same period of time, Edward Levi®! also revealed his classical
liberal bent by advocating a frontal attack on monopoly and concentrated in-
dustries. In April 1947, Edward Levi sat down with Wendell Berge*? and
James Martin® (whom he called “valiant fighters against monopoly”) at the
Chicago Round Table to discuss the issue of monopoly in the light of antitrust
law enforcement and antitrust law legislation in Germany and the United
States (Levi, Berge, and Martin 1947, 2). The three men commiserated about
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the virtual ubiquity of entrenched monopoly power in both countries. As Levi
pointed out, “the fact of the matter is that there is enormous concentration in
the American economy today and an enormous amount of monopoly” (p. 3).
“It will take men who are willing to go against size as such and to see to it that
the American way of life—the competitive way—is preserved” (Levi, Berge,
and Martin 1947, 19). In a 1947 article, Levi lamented this concentration, at-
tributing its cause partly to ineffectual antitrust law enforcement.

To curtail concentration and monopolization, Levi put forward some policy
recommendations, one of which included cracking down on vertical integra-
tion. “Usually in an integration case, however, the effort is made to use own-
ership of one part of an industry to dominate another part—at least that is
what separates the integration case from the straight monopolization case”
(Levi 1947, 180). Levi recommended: “Here an intent to monopolize may have
to be found, and may well be only in a plan recognized as such because of re-
strictive arrangements, price cutting, or fraud—earmarks of the abuse cate-
gory” (p. 180). In short, Levi maintained that vertical integration coupled with
“abuses,” such as price-cutting, provided sufficient evidence of intent to monop-
olize, and hence constituted grounds for illegality. After the birth of neoliberal-

ism, however, Levi would come to maintain the contrary proposition.

The Birth of Neoliberalism: Monopoly Is Not
the Great Enemy of Democracy

By 1951 the principal protagonists at Chicago came to see themselves as advo-
cates of a new and distinct version of liberalism. In one instance, they even
used the term neoliberalism. This suggests that the principals were conscious
that a reformulation had at least begun to materialize (even as the American
Road to Serfdom languished).

Although Director never himself employed the term neoliberalism in his
scant few publications, his brother-in-law, Milton Friedman, did employ it
self-referentially in his 1951 article entitled “Neoliberalism and Its Prospects.”*
Friedman’s 1951 manifesto did not seck to fully lay out a cogent doctrine of
neoliberalism; instead, it pointed toward some salient features of neoliberalism
and compared them to the superseded classical liberalism. According to Fried-
man, nineteenth-century liberals maintained that the state should restrict its
activities to the preservation of order and enforcement of contracts. Friedman

pejoratively labeled it a negative philosophy in which “Laissez-faire must be the
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rule” (19513, 91). One glaring flaw of nineteenth-century liberalism, according
to Friedman, was that “it failed to see that there were some functions the price
system could not perform and that unless these other functions were somehow
provided for, the price system could not discharge effectively the tasks for
which it is admirably fitted” (p. 91). Hence, Friedman specified that the state
must indeed play a positive role: “Neoliberalism would accept the nineteenth
century liberal emphasis on the fundamental importance of the individual, but
it would substitute for the nineteenth century goal of laissez-faire as a means to
this end, the goal of the competitive order. . . . The state would police the sys-
tem, establish conditions favorable to competition and prevent monopoly,
provide a stable monetary framework, and relieve acute misery and distress”
(pp- 91, 93). This reconceptualization of the state became one of the hallmarks
of MPS neoliberalism, as argued throughout this volume.

Friedman later dropped the terms neoliberal and neoliberalism (for reasons
not explored here), but assertions that the principals at Chicago espoused a
novel version of liberalism continued apace. For instance, Director suggested
something very like this in a natonwide radio broadcast (Director, Brown,
and Weaver 1955).>> Nonetheless, the strongest evidence that Director and
others came to regard classical liberalism as a hoary superseded doctrine is to
be found in their arguments during the latter half of the FMS.

Aaron Director

The neoliberal reorientation toward monopoly first made its debut in Direc-
tor’s book review of Charles Lindblom’s Unions and Capiralism (Director
1950). Director maintained that because of competitive forces emanating
from the supply side of the market, competitors would supplant any monop-
oly that attempted to permanently restrict its own supply. According to Di-
rector, the market system through the “corroding influence of competition”
(p. 165), has the “effective tendency” to “destroy 4/l types of monopoly”
(p. 166; emphasis added). Thus, competition became Director’s philosopher’s
stone, and the only way the stone would lose its prodigious powers was when-
ever government intervened. Director maintained that history had demon-
strated that without the intervention of government, “competitive tendencies
have triumphed over the exclusive or restrictive tendencies” (p. 166). Among
most economists and jurists of the 1950s, however, it would have been an out-

rageous oxymoron to maintain that competition existed even in the face of
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monopoly.®® Therefore, by 1950, Director had become an acolyte of an unpre-
cedented faith in the forces of competition.

In keeping with his change in attitude toward monopoly during the fifth
year of the FMS, Director in 1951 expounded on his revised views of corpora-
tions from an arena circumscribed by economic issues since, according to Di-
rector, political issues were irrelevant for policy analysis.”” This blithe conjur-
ing away of “politics” as an irrelevant residual consideration for economists
would become another hallmark of the Chicago School. To explore this mat-
ter further, we will now turn to the problem of monopoly.

Building on the premise that competitive forces undermine monopoly, Di-
rector claimed that if the corporate form had contributed to the emergence of
a monopoly, it also would have simultaneously contributed to the demise of
that monopoly—even if it seemingly facilitated a large-scale organization with
monopoly powers. Implicitly conjuring Hayek’s “road to serfdom,” “The road
to monopoly even with neutral rules is not a one-way road” (1951, 20). Fur-
thermore, Director maintained that monopoly power did not get projected
from one market to another; thus, a monopoly in the product market could
not perniciously or selfishly manipulate the labor market or the capital market.

Similarly, Director asserted that a corporation, in spite of its size or the
level of concentration of its market, could not hinder free choice in the labor
market or any other market. In fact, according to Director, the corporate form
was ideal not only because it neither hindered nor promoted monopoly, but
also because it approximated the impersonal ideal of the market. Director san-
guinely opined that, as with monopoly, the competitive forces would control
corporations and ensure they approximated the ideal of competition. Accord-
ing to Director, this even applied to large corporations that gained their size
via vertical or horizontal merger.

Furthermore, Director maintained that, although the separation of corporate
ownership and corporate control did seem to be an issue in certain precincts,
the capital market tended to narrow the divergence. Director stated that “the re-
duction in the price of shares occasioned by the divergence of interest will make
it profitable for alternative sources of supply of control to purchase such shares
for the very purpose of removing the divergence of interest” (p. 24). Again, the
correction occurred through the palliative forces of competition, in keeping
with Director’s unprecedented faith in the pervasive efficacy of competition.

Less than five years after the FMS began, Director’s 1946 speculation about

the power of competition—that is, “monopoly tends to disappear and compe-
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tition to revive even where once dormant”—became for the Chicago School an
assertion of fact—that is, competition undermines all forms of monopoly. This
marked a crucial watershed in the emergence of neoliberalism at Chicago and
a crucial departure from ordoliberalism. Furthermore, in 1951, Director
maintained—despite his 1947 claims at the MPS meeting that corporate power
needed to be curtailed to foster a competitive order—that concentrated indus-
tries, with a full complement of large corporations, tended to be competitive.
Unlike Simons and ordoliberals, he claimed that corporations—even big, be-
hemoth corporations—approximated the impersonal ideal of the market. This
change in attitude toward large corporations and concentrated industries
marked another salient departure from classical liberalism. Like Director, his
brother-in-law, Milton Friedman, adopted a similar position when it came to
monopoly.

Milton Friedman

In 1947, in keeping with classical liberalism, Friedman had expressed concern
about problems with monopoly. He had also expressed concerns about the
corporate form that stemmed from the divergence of corporate ownership
and control. However, after the lapse of four years, Friedman revealed his
newfound neoliberal bent toward monopoly in an article published in France.
One aim of his 1951 article was to describe the American free enterprise system
to his European audience, who, he felt, mistrusted and misconstrued the
American free enterprise system. In the course of doing so, Friedman departed
from the classical liberal doctrine in several ways.

Friedman, contravening Edward Levi’s 1947 contention that monopoly was
ubiquitous in the United States, contended that such a depiction of monopoly
was fallacious. Friedman suggested that prescriptions to ameliorate the purported
monopoly problem were iatrogenic. By contrast to his 1947 worries, Friedman
then maintained that monopoly persists only when it receives open support from
government—suggesting that the divergence between corporate ownership and
control had a nugatory influence on the persistence of monopoly (1951b, 17). Par-
ticipation in the FMS seemed to have changed Friedman’s mind.

Friedman now argued that actions of monopoly were conspicuous and ac-
tions of competition were inconspicuous: “monopoly is highly ‘visible,” and
draws attention to itself whereas the workings of competition are devious and

hidden” (1951, 15). Moreover, like Director, Friedman asserted that competitive
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forces inherently limited the power of monopoly. As a result, Friedman por-
trayed the market power of monopoly as relatively benign, stating that “the
effective power of [industrial and labor monopoly] over prices and wages
tends to be considerably exaggerated” (p. 16). Friedman later stated, “I have
become increasingly impressed with how wide is the range of problems and
industries for which it is appropriate to treat the economy as if it were com-
petitive” (1962, 120). Moreover, unlike Simons and the ordoliberals, Friedman
concluded that private monopoly should be preferred to public monopoly
and public regulation of monopoly (p. 28).%

Unlike classical liberals who feared the political and economic effects of mo-
nopoly power, henceforth Friedman adopted a relatively sanguine attitude.
Classical liberals expressed misgivings about the concentrations of power that
monopoly represented. With his scope narrowed to economic considerations,
Friedman countered that inimical competition curbed monopoly power. The
compelling empirical data that had supposedly swayed his opinion was nowhere
to be seen. Classical liberals had suggested instead that monopoly eventually
suppressed competition. Director and Friedman turned this distinction on its
head, asserting that competition eventually suppressed monopoly.

Edward Levi

In 1947, Levi lamented the ubiquity of monopoly as the curse of concentra-
tion in numerous industries in the United States. Like Simons, at that time
Levi saw forms of monopoly as the root of society’s problems.

By the mid19sos, Levi came to propound the opposite viewpoint. In 1956,
he and Director wrote, “Since economic theory demonstrates that the presence
of monopoly is much more often alleged than confirmed . . . less rather than
more regulation ought to be prescribed” (p. 344). Moreover, contrary to Levi’s
1947 claim, jointly he and Director also maintained that abuses of the firm, such
as price-cutting, cannot create or enhance monopoly power (p. 290). They went
so far as to claim, “In point of fact even a firm with complete monopoly power
over prices and output cannot both get the advantage of such power and impose
additional coercive restrictions on suppliers and customers” (p. 290).

By this time, Levi had adopted a relatively sanguine attitude toward monop-
oly and toward its persistence. Moreover, just as with Director and Friedman,
Levi regarded the effects of monopoly as relatively benign, lamenting the be-
nighted antimonopoly policy of the status quo U.S. antitrust laws, which ig-
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nored modern economic theory (i.e., Chicago neoliberal economic theory). In
1953, shortly after the birth of neoliberalism at Chicago and shortly before Levi’s
volte-face, the Chicago-based Antitrust Project commenced. This project de-
serves to be remembered as the first self-consciously applied neoliberal project at
Chicago. In 1957, after Levi’s transformation, Levi joined the MPS. Since he had
begun to participate in the revision of an important aspect of legal and social
theory, it became a foregone conclusion that he would be ushered into the trans-
formative intellectual experience at the heart of the “thought collective.”

Pro-Trust Antitrust: The Antitrust Project

As with other distinctively neoliberal projects, the Antitrust Project had its
fair share of MPS members (Aaron Director and John Jewkes) and future
members (Edward Levi, John McGee, and William Letwin). Headed by Di-
rector and assisted by Levi, the Antitrust Project comprised both postdoctor-
ate and post-juris doctorate students and visiting professors: a Chicago Law
School graduate, Robert Bork,** a Committee on Social Thought Ph.D. grad-
uate, William Letwin,*’ a former Department of Justice employee, Ward S.
Bowman,#! a Ph.D. graduate from Vanderbilt University, John S. McGee,*
and a visiting scholar from Britain, John Jewkes®® (Kitch 1983, 201-202).
From 1953 to 1957,* these individuals collaborated to produce a prodigious
number of articles and one book:

1. Letwin’s articles, which included: Letwin (1954, 1956, 1959a, 1959b) and
covered the law of restraint of trade and the history of the Sherman Act

2. Director and Levi’s (1956) article on exclusionary practices

3. McGee’s (1958) article on predatory pricing

4. Bowman’s (1955) work on resale price maintenance

5. Bowman’s (1957) article on tying arrangements

6. Jewkes et al.’s (1958) book on sources of innovation

7. Bork (1954) and Bowman’s (1955 and 1957) articles on vertical integration

8. McGee’s (1956) piece on price discrimination

9. Jewkes’s (19532 and 1958) articles on government regulation of business*

Reminiscing on his experience with the Antitrust Project, John McGee re-
ported that when he arrived at Chicago he “thought that the whole issue was
monopolization” (Kitch 1983, 205). However, the scope had expanded with
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alacrity to encompass manifold anticrust law issues, and yet the investigation of
the issue of monopoly remained ancillary for the purpose of many of the arti-
cles. Despite the broad range of antitrust issues that the Antitrust Project ad-
dressed, the leitmotif of most of the articles was that monopoly power could
not be extended through a laundry list of “abuses,” such as tying arrangements
and resale price maintenance. In fact, this was essentially the explicit purpose
of Director and Levi (1956)—an umbrella article that incorporated the major
premises of other individual specialized Antitrust Project articles. Herbert
Packard, a legal scholar, perceptively regarded this article as the culmination of
the Antitrust Project: “If there is a ‘Chicago school’ of antitrust thought, its
manifesto is presumably the [1956] article by Levi and Director on Trade Reg-
ulation” (1963, 55—56). Thus, this article will be used to demonstrate the shape
of the emerging Chicago neoliberalism in the field of antitrust.

To comprehend the neoliberal claims advanced by Director and Levi (1956),
the sharp departures from the classical liberal doctrine during the course of the
FMS must be considered, for the premises of the FMS regarding monopoly and
corporations formed the underlying assumptions for the neoliberal premises of
the Antitrust Project. With this in mind, the following analysis will proceed as
follows: (a) some historical and terminological observations of antitrust law gen-
erally and exclusionary practices specifically and a brief note on the classical lib-
eral perception of exclusionary practices; (b) a summary and critique of Direc-
tor and Levi’s argument; and (c) a description of how their analysis depended
on the FMS and an examination of some crucial neoliberal developments.

Director and Levi’s manifesto was not intended to be a comprehensive
statement of the Chicago neoliberal position on antitrust law. Like the canon
of the Antitrust Project, it only covered a portion of United States’ antitrust
law. Moreover, in the 1960s and 1970s, Ward Bowman, Robert Bork, John
McGee (all Antitrust Project members), George Stigler, and Richard Posner
made important contributions to refine and explicate the Chicago neoliberal
position on antitrust law, broadening their analysis far beyond the scope of
the initial Antitrust Project.

Exclusionary Practices: What Exclusion?

Antitrust casebooks (e.g., Posner 1974) list nearly all the topics covered by the
Antitrust Project under the rubric of exclusionary practices, that is, any prac-

tices that preclude or prevent competitors from entering the market. These
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practices include price discrimination, vertical integration, tying arrange-
ments, and resale price maintenance. In the 1940s and 1950s, the Supreme
Court often treated such practices as deleterious for competition and consid-
ered them tantamount to abuses, deeming illegal per se some of these prac-
tices, such as resale price maintenance and tying arrangements. However, per
se rules were not always part of U.S. antitrust law.

As Director and Levi (1956) observed, in the first twenty years of the Sher-
man Act, antitrust lawsuits frequently targeted businesses that were of enor-
mous relative size gained through mergers and acquisitions and that overtly en-
gaged in practices regarded as abusive. The quintessential example of this trend
is the classic Standard Oil case. Standard Oil—a gigantic corporation—formed
as a result of a number of mergers and acquisitions, and in this 1911 case, the
United States government charged Standard Oil not only for being an unlaw-
ful monopoly that needed to be broken up into thirty-four independent com-
panies but also for engaging in abusive practices, such as predatory pricing.

After Standard Oil, businesses were more often targeted that were not of
great relative size, suggesting that enormous size coupled with abusive practices
was not necessary for finding illegality. Instead, as Director and Levi pointed
out, various types of practices such as tying arrangements, vertical integration,
and exclusive dealing were increasingly declared either per se illegal or highly
questionable without the consideration of monopoly power. Although Direc-
tor and Levi questioned neatly all of these declarations of the Supreme Court,
Henry Simons—a classical liberal at the University of Chicago—would have
generally concurred with the Court: “The problem is that of selecting for pro-
scription certain practices and arrangements, highly useful or essential for re-
straint of competition, which are not essential or highly useful for the conduct
of competitive enterprise. . . . More narrowly, it is a problem of depriving cor-
porations of powers and privileges which were unwisely granted, have been
patently abused, and are quite unnecessary for effective organization or effi-
cient operation and management” (1948, 101). Moreover, by maintaining that
unambiguous and unequivocal rules of the game should guide antitrust en-
forcement, Simons repudiated the use of the rule of reason by the courts. Un-
der the rule of reason, the courts had to determine whether an unreasonable re-
straint of trade occurred.“ Not surprisingly, Henry Simons lambasted the rule
of reason: “There must be explicit and unqualified repudiation of the so-called
‘rule of reason’” (1948, 58).47 Simons claimed that the rule of reason granted
absurd powers to corporations (pp. 42—43).
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Before turning to Director and Levi’s implicit endorsement of a rule of rea-
son analysis and their argument concerning the treatment of abuses, we con-
sider their general argument and their reassessment of the United States in-
dustrial pattern, which crucially depended on the FMS. In a nutshell,
Director and Levi argued that #heir understanding of economics did not jus-
tify the applications of the antitrust laws in the 1940s and 1950s. They dis-
agreed with what they labeled “the drive for certainty and automaticity” on
the part of the courts—particularly in the form of the incipiency doctrine that
aimed to catch questionable anticompetitive conduct in its early stages. For
Director and Levi, a dangerous implication of the drive for certainty and the
reliance on numerous per se rules to help achieve greater certainty would re-
sult in the enfeeblement of the common law foundations of antitrust law,
thereby precluding the antitrust laws from weathering future possible NRA
attempts.*® To Director and Levi’s dismay, the drive for certainty unjustifiably
rested on certain economic doctrines, doctrines that were no longer applicable
because of the shift in the industrial pattern.

The FMS project sponsored Warren Nutter’s investigation of the extent of
monopoly in the United States*” and Fred Weston’s UCLA-based project that
investigated the extent of mergers in the United States.’® The Nutter investi-
gation concluded that the extent of monopoly had not quantitatively in-
creased in the last fifty years, and the Weston project concluded that the ab-
solute size of large firms in the 1920s through the 1940s had been due to
internal growth and that mergers had a nugatory effect on the level of indus-
trial concentration in this period. In keeping with these conclusions, Director
and Levi maintained that the industrial pattern of the United States was much
less concentrated than what was commonly believed to be the case. Further-
more, because large firms had resulted from internal growth rather than by
merger and acquisition, Director and Levi maintained that cutting down
these firms would perniciously punish firms for utilizing economies of large
scale—a fear of the U.S. federal courts.

Thus, Director and Levi suggested that the United States had entered a
new era because of the dramatic shift in the industrial pattern, and, as a result,
the application of the theory monopoly—an economic doctrine regularly re-
lied on by the courts—was no longer apt: “The application of the monopoly
concept to industries with three or four large units leads to curious anomalies”
(1956, 287). According to Director and Levi, in connection with this shift in
industrial pattern, the courts had applied the concepts of abuses and collusion
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to firms of less than clear monopoly size out of a misguided apprehension that
such firms would gain monopoly power via abuse or collusion. Director and
Levi maintained that the courts had egregiously and widely applied the con-
cept of abuses and collusion in such a way that contravened economic theory.

The courts, Director and Levi maintained, understood abuses to be exclu-
sionary devices to expand or obtain monopoly power. For example, they
stated, “Thus when vertical integration is concerned, the inquiry is often as to
the ‘leverage’ of the device” (p. 289). However, according to Director and
Levi, the courts’ treatment of abuses presupposed that a firm could obtain
monopoly power via the use of the so-called abuse, and this underlying prem-
ise opposed Director and Levi’s economic theory.

After briefly emphasizing that the foundation for the doctrine of abuses or
coercive restrictions rested on questionable legislative grounds, Director and
Levi stated: “The economic teaching gives little support to the idea that the
abuses create or extend monopoly” (p. 290). According to Director and Levi,
some monopoly power was necessary to impose a coercive restriction; other-
wise a firm’s total cost would be higher than total revenue. Because of the re-
duction in price, the firm would invariably lose some of its original power, and
a consequence of the reduction in price was a decrease in revenue—suggesting
that a firm’s original power did not depend, as classical liberals contended, on
political power. Thus, the coercive restriction would be sensible only if it took
the form of price discrimination, and as a means of price discrimination, the
restrictions would be merely an enjoyment of the original monopoly power,
not an extension of it (p. 290). To emphasize the ubiquity of this economic
principle, Director and Levi cited the instance of pure monopoly: “In point of
fact even a firm with complete monopoly power over prices and output cannot
get the advantage of such [original] power and impose additional coercive re-
strictions on suppliers and customers” (p. 290), thereby suggesting that exclu-
sionary practices do not enhance or support monopoly power and thus imply-
ing that such practices are relatively benign. Granted Director and Levi
suggested that there are exceptions to this general economic rule, but they im-
plied such exceptions were relatively rare and opined that the responsibility for
finding these exceptions rested with the courts.’!

Having laid out this economic analysis, Director and Levi turned to the legal
issue of abuses: “We have suggested that in most instances the supposed abuses
neither support nor enlarge monopoly power” (p. 291). In patent tying cases, for
instance, when the courts spoke of this device as an attempt to expand patent
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monopoly, the courts—according to Director and Levi—misconstrued eco-
nomic reasoning: “[We] believe that the [tying] practices . . . can be explained
best as methods of charging different prices to different customers and not as ex-
tensions of monopoly to other areas” (p. 292). In short, a central assumption of
Director and Levi’s analysis was that the imposition of certain types of coercive
restrictions by a firm is tantamount to the imposition of price discrimination by
that firm because of the aforementioned precondition for coercive restrictions.
Director and Levi also utilized this assumption in their brief analysis of another
restrictive practice, vertical integration. Contrary to Levi’s 1947 claim, they
maintained that “Vertical integration . . . often appears explainable as a method
price discrimination” (p. 293).>* Director and Levi also critiqued the restrictive
practices, such as exclusive dealing; however, because their analysis did not pro-
vide a further understanding of the development of the neoliberal doctrine, we
will forego further summary.

Although Director and Levi conceded that their economic analysis did not
necessitate a change in the status quo law because the courts may reason that
the law has more to do with rules of fair conduct—an alternative to the posi-
tion of Director and Levi that carried some weight in 1956—than with adher-
ence to economic analysis, they pointed out: “The important point, however,
is that the restrictions or abuses will not in most cases carry with them the
normal incidents of monopoly” (p. 294). In other words, price discrimina-
tion, whatever its permutation, did not adversely influence competition or
surreptitiously tend to create monopoly. Although Director and Levi did not
explicitly reject rules of fair conduct at this juncture in their argument, they
emphasized: “Clarification of the economic basis thus presents the opportu-
nity of choice for the law” (p. 294).

Next, Director and Levi briefly turned to the application of the idea of col-
lusion. With regard to collusion, Director and Levi focused primarily on the
issue of price-fixing agreements. They acknowledged that when price fixing
occurs among members of an industry that control a large market share in
terms of sales, the adverse consequences for the market can be predicted with
some certainty. However, when price fixing occurs among firms with an in-
significant combined market share, “there is less foundation for [illegality]”
(p. 295). Although Director and Levi acknowledged there were meritorious ar-
guments for declaring price fixing illegal in all instances—even when it is un-
clear if the agreement will actually affect price—they stated: “The extension
of the Sherman Act into the remoter nooks and crannies of commerce, be-

cause of the broadened view of commerce among the states, however, may be
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thought to raise some questions as to the worthwhileness of a prohibition of
all forms of price fixing regardless of the market effect” (p. 295).
Director and Levi concluded:

The problems are difficult, and the law is not likely to meet them directly.
[We do not] mean to suggest that the law must alone move within the con-
fines of changing fashions in such theory. The law indeed can have a life of
its own. But in this field of law more than any other, the general presump-
tions are of such a character that they cannot be readily isolated from the
corresponding presumptions which dominate economic theory. We do sug-
gest that in the future there may well be a recognition of the instability of the
assumed foundation for some major antitrust doctrines. And this may lead
to a re-evaluation of the scope and function of the antitrust laws. (p. 296)

In this prescient final paragraph, Director and Levi laid a foundational
neoliberal premise, which would develop into a more extreme form in the
coming years: Antitrust law should utilize economic theory, and Director and
Levi had in mind the special brand of economic theory they espoused—not
the versions of imperfect competition theory espoused by the Cowles Com-
mission or MIT (Mirowski 2002). That is, when courts decide cases, refor-
mulated Chicago economic theory should be employed as background theory.
This implies that notions of rules of fair conduct should not be the sole basis
of antitrust law decisions, which included principles such as small businesses
should have the right to compete.’ This neoliberal premise underlay many of
the articles of the Antitrust Project.

However, some other important neoliberal developments composed the ar-
gument of Director and Levi, and most of these developments were grounded
in the major premises of the FMS. This suggests that Director and Levi’s 1956
article is the culmination of not just the Antitrust Project but also the FMS
for the version of Chicago law and economics in the 1950s. Director and
Levi’s interpretation of the industrial pattern on which they based their analy-
sis dovetails with the FMS contributions of Warren Nutter and Fred Weston.
Of course, this interpretation drove Director and Levi’s analysis, which led
them to conclude that the economic principles of monopoly no longer ap-
plied to most firms of large size in the 1950s—creating a new problem of size
for the courts—and implied that large corporations may approximate the im-
personal ideal of the market and not threaten relative prices.

Moreover, the fact that Director and Levi justified collusion in the form

of price fixing in some instances is a violation of classical liberalism, which
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argued that prices must adjust freely to reach a competitive equilibrium and
reflect underlying social scarcities. A threat to freely adjusting prices was
thenceforth treated as tantamount to a threat to freedom.

In keeping with Director’s 1951 analysis, Director and Levi suggested that
an analysis of political power was irrelevant to economic analysis. They argued
that the utilization of a coercive restriction required “the price which would
be charged without the restriction [to be] reduced” (p. 290). For such a con-
dition to hold, it must be assumed that only economic factors bear on the cir-
cumstance in which the coercive restriction will be utilized. If political power
facilitated the implementation of a coercive restriction, this necessary condi-
tion would fail to hold. Moreover, like Friedman in 1951, Director and Levi
displayed a sanguine attitude toward monopoly.

Perhaps most importantly, Director and Levi affirmed and clarified that,
aside from a special instance, monopoly would be undermined by competition
(Director 1950). They suggested that this occurred when the monopoly exer-
cised its monopoly power. In doing so with coercive restrictions, a loss of rev-
enue would occur. Thus, in a sense, the profit motive of the firm would dis-
courage the use of monopoly power. This faith in competition to undermine
monopoly is a crucial neoliberal development, and its implication for antitrust
law, for Director and Levi, was that coercive restrictions ought not be per se il-
legal, but rather that a case-by-case inquiry is necessary to determine if the ex-
ercised monopoly power qualifies as the “special case” (p. 290). Given the fact
that Director and Levi classified this instance as a “special case” and given the
extraordinary legal costs such a case-by-case inquiry would involve, the appar-
ent logical implication would be the futility of an analysis to determine if the
“special case” applied because a cost-benefit analysis probably does not merit it.

By maintaining that abuses did not in most instances substantially lessen
competition or tend to create monopoly and by suggesting that the courts
needed to conduct an industrial inquiry to determine whether industry is and
is not dominated by a monopoly, Director and Levi, in effect, espoused a rule
of reason analysis by the courts under such circumstances, which Simons—as

indicated above—claimed granted absurd powers to corporations.

Conclusion

In a period of just ten years (1946-1956), the contents of liberalism at Chicago
underwent a radical transformation. Director and other neoliberal advocates
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and converts no longer regarded monopoly as the great enemy of democracy,
much less a force to be broken up by the hammer of U.S. antitrust law. Rather,
they argued that not only was monopoly not deleterious to the operation of the
market, but also that it was a negligible symptom attributable to ill-
functioning ham-fisted activities of government. Moreover, they no longer re-
garded large corporations as corpulent political bodies that would not be
toppled—even under the pressure of market forces.> Rather, they character-
ized corporations—even behemoth corporations—as relatively benign entities
that naturally gave rise to the market conditions that would eventually under-
mine them. In other words, the string of victories that allowed a large corpora-
tion to dominate the market would invariably be pyrrhic victories. In the light
of these neoliberal tenets, exclusionary practices—practices typically regarded
as pernicious to the operation of the market—were portrayed as basically
short-lived price discrimination, ephemeral to the operation of the market.

The ordoliberals, however, held steadfast to their belief that monopoly,
large corporations, exclusionary practices, and other concentrations of eco-
nomic power or utilizations of economic power were harmful to the operation
of the market. Like Simons, the ordoliberals feared that economic power per-
niciously threatened society’s freedom by eliminating competition: “For Eu-
cken and his colleagues, history ... had demonstrated that competition
tended to collapse, because enterprises . . . were frequently able to acquire
such high levels of economics power that they could eliminate competition”
(Gerber 1998, 250). The Chicago neoliberals had no such reservations. In the
1960s and 1970s, when they turned their attention to other areas of law, they
gave no weight to considerations of economic power in their analyses.

The area of antitrust law would not be the only area of law that would be
graced with attention by those at or associated with Chicago. Tort law and prop-
erty law—as well as numerous other areas—would also receive the attention of
neoliberals. In Economic Analysis of Law, first edition, Posner emphasized that
one “can. .. find economic analyses of crime control, accident law, contract
damages, race relations, judicial administration, corporations and securities reg-
ulation, environmental problems, and other areas of central concern in the con-
temporary legal system” (1972, ix). Furthermore, other projects at Chicago
would later transform the economic approach to various areas of law based on
some of the very same fundamental premises nurtured at the FMS and the An-
ticrust Project. The Volker Fund also bankrolled a Law and Economics Program
later set up in the Chicago Law School. Initially overseen by Director and
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derived from the Antitrust Project, the Law and Economics Program provided
research fellowships for law and economics, which benefited several notable law
professors: Ronald Coase, Kenneth Dam, Edmund Kitch, and Richard Posner
(Coase 1993, 247—248).%° The Law and Economics Program thus guaranteed the
next generations of neoliberals an opportunity to debate, develop, and dissemi-
nate their ideas. Nonetheless, history reveals that the roots of Chicago law and
economics still remain firmly anchored in the FMS and the Antitrust Project.
Chicago law and economics still presumes that monopoly is relatively benign
and that corporations are not a political and an economic problem. It doesn’t
fear either monopoly or corporations as the great enemy of democracy. In the
end, Chicago law and economics rejected Simons’ and the ordoliberals’ neces-
sary condition for freedom: “It seems clear, at all events, that there is an intimate
connection between freedom of enterprise and freedom of discussion and that
political liberty can survive only within an effectively competitive system,” a sys-
tem without gigantic corporations and monopoly (Simons 1948, 43).

Notes
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would also like to thank Phil Mirowski, Dieter Plehwe, Bruce Caldwell, Dave De-
Long, Steve Medema, Warren Samuels, Dan Hammond, the referees for Harvard
Press, and Monica Van Horn for helpful and thoughtful feedback.
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MPS1947LA  Records of the 1947 meeting, Mont Pelerin Society, Liberaal Archief,
Ghent, Belgium
TSPR  Theodore Schultz Papers, Regenstein Library, University of Chicago
VPML  Jacob Viner Papers, Mudd Library, Princeton University

1. For evidence of Simons’s classical liberal bent, see De Long (1990).

2. See, for example, Burns (1936); Tarshis (1946).

3. For a detailed account of how this transpired, see Chapter 4 in this volume.

4. For a detailed account of Director, see Van Horn (forthcoming). It is ironic
that Director came to Chicago to head this project, because in the mid-1930s the Eco-
nomics Department had refused to renew Director’s contract, thereby forcing Direc-
tor to leave and seek work in Washington, D.C. The reader may also refer to Chapter
4 in this volume for some background on Director.

5. Director, Friedman, and Knight attended the MPS meetings in the late 1940s.
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6. See Ptak, Chapter 3 in this volume.

7. “In Germany, after 1945 the problem was the opposite: how to create a state
that did not yet exist on the basis of non-state domain of economic liberty” (Lemke
2001, 196).

8. Typically, scholars who portray the Chicago position on monopolies and cor-
porations as contrary to the ordoliberal position include, for example, Moschel (2001).

9. Note that “competition policy” was treated as basically synonymous with “an-
titrust law.”

10. At Chicago, shortly thereafter, Director influenced George Stigler and John
McGee, causing each to repudiate classical liberal tenets (Stigler 1988, 99—100; Kitch
1983, 206).

11. For insights into how some historical accounts overlook the importance of the
FMS for Chicago law and economics, see Chapter 4 in this volume.

12. Simons committed suicide in 1946, as described in Chapter 4.

13. Viner demonstrated his classical liberal credentials on issues concerning mo-
nopoly in a 1959 address on the intellectual history of laissez-faire at the University of
Chicago Law School. There he admonished, “In any case, monopoly is so prevalent in
the markets of the western world today that discussion of the merits of the free com-
petitive market as if that were what we were living with or were at all likely to have the
good fortune to live with in the future seem to me academic in the only pejorative
sense of that adjective” (1960, 66). Invoking Henry Simons, Viner called for a chal-
lenge to monopoly practices: “given the prevalence or danger of substantial intrusion
of monopoly into the market, the logic of the laissez faire defense of the market
against state-intervention collapses and there is called for instead, by its very logic,
state-suppression or state-regulation of monopoly practices, which one may wish to
call, as Henry Simons called it, an instance of ‘positive laissez faire’” (p. 67).

14. See VPML, November 24, 1969, Viner to Don Patinkin, box 3, folder:
Patinkin, Don).

15. Notably, Friedman acknowledged that he learned from both Simons and Eu-
cken (Friedman 1962, 28). Friedman later stated, “I've gone back and reread the Posi-
tive Program [see Simons (1948)] and been astounded at what I read. To think that I
thought at the time that it was strongly pro free market in its orientation” (Kitch 1983,
178). However, in the third section of this chapter we will see that he came to disagree
with both Simons and Eucken about monopoly.

16. The description of ordoliberalism in this section draws primarily from Gerber
(1998). For other sources on ordoliberalism, especially their competition policy, see
Gerber (1994); Hildebrand (1998, chapter 3); and Moschel (2001). In this volume, see
Ptak, Chapter 3. Although some may object that ordoliberalism was not fully formed,
Prak states that by the late 1930s the theoretical foundations of ordoliberalism were in
place. In fact, in 1948, the Ordo Yearbook, which gave rise to the name “ordoliberalism,”
was launched (Tribe 1995, 1295). Of course, after World War II, ordoliberal policy
needed to be further developed and then implemented through the key concept of the
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“social market economy,” “a carrier of ordoliberal programming and social engineer-
ing” (Ptak 2004 and see Ptak, Chapter 3 in this volume).

17. “In this perspective, the collapse of democracy in Germany is not caused by a
functioning market economy, but rather the consequence of the fact that such an
economy did not exist. From the viewpoint of the Ordoliberals, the Third Reich was
the inevitable result of a series of anti-liberal policies” (Lemke 2001, 193).

18. Records of the 1947 Mont Pélerin meeting, Liberaal Archives, Ghent, Belgium.
Henceforth cited as MPS1947LA.

19. MPS1947LA, 79

20. Thid., 84

21. Ibid., 79

22. Ibid., 80

23. Ibid., 85

24. The information on the FMS in this section comes from TSPR, box 39 (ad-
denda), folder: Free Market Study.

25. Two empirical investigations funded in part by the FMS were Nutter (1951)
and Weston (1953). Interestingly, the empirical research was published after the neo-
liberal claims started to emerge. Moreover, the extent to which the empirical research
supports the neoliberals’ claims is questionable; see Van Horn (2007).

26. See TSPR, November 15, 1946, box 39 (addenda), folder: Free Market Study.

27. Hovenkamp (198s).

28. See TSPR, February 26, 1947, box 39 (addenda), folder: Free Market Study.

29. See TSPR, undated, box 39 (addenda), folder: Free Market Study.

30. See ibid.

31. Levi received his law degree from the University of Chicago in 1935 and his
J.S.D. degree from Yale in 1938. From 1940 to 1945, he served as special assistant to
the attorney general, and worked under Thurmond Arnold in the Antitrust Divi-
sion of the Department of Justice. Coming to the University of Chicago Law School
in 1946, Levi worked as a professor. From 1950 to 1962, he served as dean of the
University of Chicago Law School, becoming president of the University of Chicago
in 1968.

32. Berge resigned as the assistant attorney general in charge of the Antitrust Divi-
sion of the United States Department of Justice a week prior to the colloquy.

33. James Martin, at the time of the discussion, was the chief of the Decarteliza-
tion Branch of the United States Office of Military Government for Germany.

34. Friedman’s article appeared in Farmand, a publication edited by the MPS
member Trygve Hoff (1895-1982), who attended the premier meeting in 1947. Inci-
dentally, Hoff published an anniversary edition of Farmand in 1966, which contained
articles by numerous MPS members—including Friedman, Stigler, Machlup, Hayek,
Leonard Read, and John Jewkes.

35. Director stated: “I am speaking of the ‘older kind of liberals.” These people rec-
ognize that, while the democratic method is preferable to other alternative methods,
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nevertheless the majority decision involves a substantial amount of coercion; and it
seems to me, as a consequence of that, if we are interested in maximizing individual
freedom, we must keep those activities which are taken on the majority principle to a
bare minimum and leave as much as possible—and to me that includes a great deal—
to be decided by the voluntary decisions of individuals, singly or in relations with
other individuals and groups” (p. 5).

36. In 1950, the status quo would have maintained that monopoly precluded com-
petition and thus necessitated government intervention.

37. The fact that Director confined his analysis to the domain of economics is a
neoliberal move. See Director (1951, 18).

38. Friedman stated, “Walter Eucken, a noted German liberal, observing public
monopoly in German railroads, found the results so distasteful that he concluded
public regulation would be a lesser evil. Having learned from both, I reluctantly con-
clude that, if tolerable, private monopoly may be the least of the evils” (p. 28).

39. Robert Bork obtained his J.D. in 1953, and he remained with the Antitrust Pro-
ject for two years. In 1955, he worked at Kirkland, Ellis, Hodson, Chaffetz & Master,
a corporate law firm, located in Chicago and New York City. In 1962, with the help of
Ward Bowman, Bork obtained a position at Yale (Bork 1977, 235). Eventually, in 1982,
Bork would be appointed to the U.S. Court of Appeals for the District of Columbia
Circuit. In 1987, President Ronald Regan nominated Bork for the United States
Supreme Court, and the Senate refused to confirm his nomination. Bork’s 1978 book,
The Antitrust Paradox, has supported the reasoning of numerous Supreme Court cases
(Bork 1978; Kovacic 1990; Contemporary Authors 2004).

40. After his Antitrust Project stint, in 1956, Letwin obtained a position at MIT in
the Industrial School of Management.

41. Bowman, who had been working in the Chicago Law School before the An-
titrust Project commenced, spent his final year with Director in 1956 at the University
of Chicago Law School. In 1957, he obtained a position as associate professor of law
and economics at the Yale Law School (Bowman 1957, 19).

42. By 1957, McGee obtained an associate professorship in the University of Chicago
Business School; in the 1960s, he moved to the University of Washington (Bowman
1957, 19).

43. Present at the premier MPS meeting, Jewkes was in the Economics Section of
the War Cabinet and then later at the Ministry of Aircraft Production during the war
(Cockett 1995, 57). In 1947, he joined Merton College, Oxford University, where he
served as professor of economic organization. At the time the Antitrust Project began,
he was a visiting professor from Merton College (Jewkes 1953b). By 1958, Jewkes had
returned to England (Jewkes 1958).

44. Although it is unclear when the Antitrust Project formally ended, it is indis-
putable that the original group dispersed by 1957, with most of the members remain-
ing through 1955.

45. See Priest (2005, 353-354).
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46. According to the rule of reason, “The courts were to determine reasonableness
by considering the conditions leading to the adoption of the restraint, the effects of
the restraint, actual and probable, and the intentions of the participants, as indicated
by their actions” (Dietz 1951, 8).

47. Simons called for the courts to spurn the rule of reason because “[when]
lawyers try to draw a line between lawful and unlawful restraint of trade, they invari-
ably end up with something that looks like the silhouette of a roller-coaster. . . . The
purpose may be laudable; but the result is that few people get caught, rather fortu-
itously, and the growth of monopoly, with perhaps some formal modification, pro-
ceeds apace” (1or1).

48. The National Recovery Administration (NRA) was an early New Deal piece of
legislation that started in 1933 (later abolished by the Supreme Court in 1935). It es-
sentially suspended antitrust law for two years, and it supervised the development of
codes of fair competition. Consequently, the common law foundation of antitrust
trust law became less important.

49. See Nutter (1951).

50. See Weston (1953).

51. They stated: “But except of this special case, there is no clearly apparent advan-
tage to a firm with monopoly power as against one without such power” (p. 290).

52. Director and Levi rejected the traditional objection to vertical integration, ty-
ing arrangements, and exclusive arrangements on the grounds of scant evidence: “It
will be said that vertical integration like exclusive arrangements and tying clauses in-
creases a competitor’s capital requirements, and so places him at a disadvantage. We
have already indicated that our belief in the need for further exploration and clarifica-
tion of that line of argument” (p. 293).

53. For elucidation of this principle, see Hovenkamp (1985, 225).

54. In 1943, Henry Simons stated, “The efficiency of gigantic corporations is usually
a vestigial reputation earned during early, rapid growth—a memory of youth rather than
an attribute of maturity. Grown large, they become essentially political bodies, run by
lawyers, bankers, and specialized politicians, and persisting mainly to preserve the power
of control groups and to reward unnaturally an admittedly rare talent for holding to-
gether enterprise aggregations which ought to collapse from excessive size” (1948, 246).

55. Coase came to the Chicago Law School in 1964, Posner in 1969, and Dam in
1960. Kitch obtained his law degree at Chicago in 1964, and he served as a professor
from 1965 to 1982. Coase is now professor emeritus at the Chicago Law School, and
Posner still teaches there. Coase and Posner are both MPS members.
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The Origins of the Neoliberal

Economic Development Discourse

DIETER PLEHWE

Neoliberalism and Development
(Economics) Reconsidered

When a key group of concerned neoliberal intellectuals associated with
Friedrich August von Hayek met in 1947 to start up the Mont Pelerin Society,
the “Third World” was not present on the agenda of the founding conference.
A wide range of political economy issues aired at this opening meeting have
subsequently been repeated: “politicization of economic life, the nature and
working of the market economy, the problems of public finance, monetary in-
stability and the problems of inflation, agricultural policy and agriculcural
fundamentalism, trade unions and wage policies, capitalist and socialist pro-
ductivity, and the welfare state and social security.” “The only major new sub-
ject introduced after 1947,” stated MPS member and historian Max Hartwell
(1995, 39), “was underdevelopment, about which, especially in the papers of
P. Bauer and S. H. Frankel, there was omniscient understanding.”

Pace Hartwell, the purpose of this chapter is to shed light on the ambigu-
ous character of the neoliberal development discourse of the Mont Pélerin So-
ciety. Starting in 1951 at the Beauvallon (France) conference, the group placed
the topic of development on the agenda at four of the eight general meetings
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that took place during the 1950s. The area created a remarkable set of prob-
lems for the group in search of a sufficiently defined neoliberal identity. A
closer examination allows us a glimpse into the wide spectrum of opinions
and the extent of disagreement within this transnational group of intellectuals
dedicated to renew liberalism. We can also observe some of the ways in which
certain opinions were subject to a strategic selection process, though methods
and approaches featured in some discarded works continued to inform a neo-
liberal core message on development.

Disagreement between neoliberal scholars on development in the 1950s
should not be surprising, since development economics constituted an entirely
new academic (sub)discipline informing national and international develop-
ment policies in the aftermath of World War II and thus provided ample op-
portunities for a wide variety of approaches in the beginning. Traditional neo-
classical economics—at the time still centered on equilibrium theory and full
competition—seemed of little use in this field. While its shortcomings with
regard to explaining labor market problems provided room for economists in-
spired by Keynes to inform employment strategies, urgently needed theoreti-
cal, conceptual, and empirical information needed to tackle pervasive prob-
lems of underdevelopment also emerged from a wide variety of heterodox
development economists and seemed to provoke another “Keynesian revolu-
tion” of sorts (Hirschman 1981). Although the academic hierarchies and selec-
tion mechanisms typically found in established disciplines had yet to be devel-
oped, there were not many (neo)liberal economists who figured prominently at
the time as potential gatekeepers and guardians of authoritative knowledge in
the formative period of the new discipline of development economics. Tradi-
tional economists in fact objected to the formation of a specialized subdisci-
pline in principle and looked with dismay at the central roles allotted to “the
state” and “planning” by many scholars in development economics.

Exacerbating matters for the scholars and practical men in search of neolib-
eral identities was the emergence of many new nation-states that, in the process
of decolonization, were eager to experiment with extensive state planning. Fre-
quently, these states chose to model their industrial system on the Soviet pat-
tern, though without subscribing to bolshevism. Many Western industrialized
countries eager to secure allies against the Soviets regarded such (noncommu-
nist) planning efforts with some sympathy. According to many Western ex-
perts, the emerging international development financing and aid regime was to
provide crucial funding for state-led development planning in the postcolonial



240 ARGUING OUT STRATEGIES ON TARGETED TOPICS

world. In the eyes of (MPS) neoliberals, a dangerous liaison between planning-
minded leaders in developing and developed countries threatened to under-
mine the free market system. Theoretical and practical challenges abounded,
and “underdevelopment” arguably constituted even #he new question for a re-
newed liberalism in a rapidly changing world (Steiner 2005).!

Although dedicated efforts to address development issues from a neoliberal
perspective were developed in the early 1950s, their impact was not widely no-
ticed until the late 1970s, and not before the 1980s did neoliberal expertise at-
tain the status of authoritative development knowledge. At this point, worried
members of the development community in the field first observed, and crit-
ically examined, a contemporary “neoliberal counter-revolution” (Toye 1993).

Possibly because of the considerable time lag between the genesis and con-
spicuous impact of neoliberal development economics, historiographers fol-
lowing Toye (1993) have dated the rise of the alleged neoliberal “counter-
revolution” to the late 1970s and early 1980s. By those years, Thatcher and
Reagan had been elected, and hence powerful right-wing arguments in favor
of free market capitalism were being made in the analysis of the global debt
crisis (Colclough 19915 Toye 1993; Leys 1996). Until the late 1970s, even criti-
cal scholars like Robert Cox (1979) did not identify a neoliberal camp as such
when trying to describe major discourse coalitions in development. More re-
cent intellectual histories (Ariffin 2001; Jolly 2004) once again speak rather
vaguely about “free market approaches.” The constitution of a powerful neo-
liberal cadre in development economics and politics several decades earlier re-
mains overlooked.

Contrary to widely held convictions about the neoliberal “counter-
revolution,” I will argue that neoliberal development discourse emerged to-
gether with modernization and radical paradigms, and thus also preceded more
comprehensive left-wing theories (dependency theory, world systems theory),
which appeared in the 1960s (Leys 1996, 8—11). While Ascher (1996) correctly
suggests that “in terms of historiography . . . the conventional interpretation
of . .. aclash between so-called structuralists and neoclassical approaches, with
the eventual victory of the neoclassicists, is profoundly misleading” (Ascher
1996, 315), his “evolutionary” perspective resembles the counter-revolution
story rather too closely. Ascher observes the “rise and dominance of a diluted
neoclassicism in methodology and epistemology, and an antistatist doctrine
that nonetheless is still pursued by and through state insticutions” (Ascher
1996, 313; emphasis added). Ascher failed to examine the institutional, socio-
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logical, and anthropological perspectives “diluting neoclassical economics,” in
a new body of neoliberal development literature that emerged in the course of
the 1950s. Partly because of the common failure to better identify and recog-
nize the neoliberal critique of neoclassical economics, his account does not ex-
plain the noted paradox of an alleged “antistatist” doctrine underpinning poli-
cies “nonetheless” pursued by and through state institutions.

The early contributions of leading neoliberal development theorists such as
Peter Bauer and Herbert Frankel emphasized by MPS historian Hartwell were
indeed crucial in setting the stage for the later dominant neoliberal streams of
thought on the subject area. Yet their “omniscient” knowledge and expertise
constituted but one element in a larger family of more or less stringent (neo)lib-
eral and conservative streams of development thinking that at times uneasily co-
existed within and around the Mont Pélerin Society.” Upon closer inspection, it
appears that earlier neoliberal scholars had been severely hampered in aligning
their perspectives on development issues owing, first, to a sometimes hysterical
anticommunism prevailing during the 1950s. As a consequence, many members
of the emerging neoliberal camp relegated questions of development economics
to second place behind international security concerns. Second, a strong com-
mitment to colonial economics explains the dominance of conservative intellec-
tual baggage over future-oriented neoliberal perspectives, which can be easily
detected in the works of many early members of the neoliberal network.

Starting from what in the course of the 1950s appeared to be a rather het-
erogencous group of right-wing liberal and conservative speakers, one can
nevertheless identify the common straits of an early neoliberal development
discourse and a new and positive neoliberal program that has escaped notice
so far. I will argue that Bauer’s contributions to MPS conferences in the late
1950s have been crucial primarily for clarifying the intellectual battle lines
with regard to development economics and politics—both in the neoliberal
camp and in the field in general.

The remainder of this chapter will closely scrutinize the formative period
of development debates in and around the Mont Pélerin Society to clarify the
immense political value of Bauer’s insight and to suggest that the alleged neo-
liberal “counter-revolution” actually developed parallel to the alleged original
“revolution” within development economics in the 1950s. Deepak Lal—
himself a member of the Mont Pélerin Society—has been one of the few who
have noted that “there has, however, afways been some opposition to these

[heterodox mainstream] views” (Lal 2000 [1983], §; emphasis and brackets
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added). The focus on the Mont Pelerin Society not only helps shed more light
on the ecarly neoliberal “opposition” in the academic field, but also can serve
to reveal the social, political and economic dimensions of neoliberal discourse
production beyond academia, which have not been subject to sufficient scrutiny
in the research on the ascendance of neoliberal development theory.’

The analysis will proceed in chronological order. I will first establish how
and why development theory arrived on the agenda of organized neoliberal-
ism. An examination of presentations at the early (1950s) conferences will fol-
low, in combination with an analysis of other publications of some authors,
and there will be an analysis of the links between some of these scholars and
activists who held positions in corporations, business associations, founda-
tions, think tanks, politics, or the media. Strong dissent within the MPS
notwithstanding, neoliberalism will become visible as a well-established, al-
beit quite diverse, scientific and political force operating in a truly pluralistic
development landscape during the 1950s.

When and How Did Development Arrive
on the Neoliberal Agenda?

Beyond local strongholds in different countries (like Germany, the UK, the
United States, and France), MPS had an early presence in the developing world
(e.g., South Africa, Mexico, Brazil) and a number of intellectual allies in others
(e.g., India) as we shall see shortly, which was partly due to the colonial history
of these countries. Reliable transnational links dating back to Mises’s Privatsem-
inar conducted in Vienna during the 1920s and the results of émigré networking
of Hayek in the UK and Haberler in the United States during the 1930s and
1940s (see Feichtinger 2001) were an invaluable asset when MPS members
started to examine the field of development economics and politics during the
1950s. They reinforced previously existing links and forged new transnational al-
liances in order to strengthen collaborative scientific and political efforts:
“When [MPS member] Friedman joined C. W. Guillebaud as coeditor of the
Cambridge Economic Handbook series in 1956,” for example, “they decided to
commission [MPS member] Bauer and B. S. Yamay to write the development
text” (Strassmann 1976, 278). In his own account, MPS member Harberger
(1996) notes that “good economics” was brought to Chile beginning in 195s.
MPS members (at the London School of Economics, in Freiburg and
Chicago, for example) were already engaged in the ensuing development de-
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bates when the issue was first addressed at the fourth MPS conference in Beau-
vallon, France in 1951. Similar to the way that the MPS conferences addressed
many issue areas (“Liberalism and Christianity,” “Liberalism and European In-
tegration,” “Liberalism and Socialism,” “Liberalism and Agriculture,” “Liberal-

»

ism and Democracy,” Liberalism and Racialism,” “Liberalism and Colonialism”;
see Liberaal Archief 2004), a panel on “Liberalism and the Underdeveloped
Countries” was organized to apply “neoliberal norms and principled beliefs” to
the field of development. The novel topic was originally proposed by Ludwig
von Mises, according to the September 7, 1950 circular on the preceding MPS
council meeting (MPS Circular 1950, quoted in Steiner 2005). Liberalism and
the underdeveloped countries, along with three other topics proposed by Mises
(the nature and functions of profits; the treatment of capitalism by the histori-
ans; an analysis of the pro-Soviet bias outside of Russia) eventually constituted
the full program of the 1951 Beauvallon meeting (cf. Liberaal Archief 2004).
Why did von Mises propose the new topic?

Although von Mises did not concentrate on development economics as
such, his whole ocuvre displays a keen interest in capitalist development in
general. In addition, there are specific reasons for his sensitivity to the issue of
developing countries. Most importantly, von Mises was fully aware of the po-
litical controversies surrounding the course of development planning in many
so-called Third World countries preceding the post—World War II discourse
because he had been invited in 1941 by (later MPS member) Luis Montes de
Oca, the former director of Mexico’s central bank, to fortify antiplanning
forces in Mexico in their uphill battle against the reform efforts of the Cdrde-
nas presidency. Von Mises stayed in Mexico in 1942 as visiting professor at the
National University of Mexico (Harper et al. 1971, ix). His sojourn yielded a
book on the economic problems of Mexico, including a proposal to privatize
Mexico’s railroad system (Mises 1998 [1943]; see Plehwe 2002 for further de-
tails). Furthermore, von Mises worked at the Foundation for Economic Edu-
cation (FEE) in Irvington on Hudson together with the prominent journalist
and MPS member Henry Hazlitt. The FEE was an early partisan think tank
leaning strongly to market radical libertarianism (compare Phillips-Fein in
Chapter 8 of this volume). FEE published both Hazlitt’s general critique of
U.S. foreign policy based on financial aid (Dollar Diplomacy), and its applica-
tion to the emerging field of development politics after President Truman’s
Point Four speech. Hazlitt’s political journalism likely reinforced Mises’s sensi-
tivity to the political importance of the subject matter with regard to forging
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a new liberal identity (cf. Steiner 2005). Both Mises and Hazlitt, of course, be-
longed to the core group of intellectuals who, next to Friedrich August von
Hayek and MPS secretary Albert Hunold, were most important in organizing
the Mont Pélerin Society (Walpen 2004). Finally, the new addition to the
agenda of the neoliberal thought collective is hardly surprising given the pres-
ence of MPS members in developing countries. The important role Mises
played in particular for a large group of neoliberal intellectuals in developing
countries is reflected in a two-volume collection of essays titled “Towards Lib-
erty” in his honor published by another MPS related partisan think tank, the
Institute for Humane Studies, in 1971. The sponsoring committee included the
Mexican MPS member Gustavo R. Velasco. The first volume is organized by
country and features MPS member contributions from Argentina, Guatemala,
Mexico, and Peru apart from European Countries, the United States, and
Japan (Harper et al. 1971). Other political factors to be considered when an-
swering the question of why development was placed on the MPS agenda will
be discussed below. It is clear, however, that the ensuing post—World War II de-
velopment debates were situated at the confluence of a whole range of critical
issues (such as the character of the state, the role of international trade, and the
influence of socialism), which at the time caused concerned neoliberals sleep-
less nights.

A critical study of the varieties of neoliberalism present within and around
the Mont Pélerin Society, as evidenced by the speakers and contributions to
the Beauvallon and subsequent general meetings, is crucial, however, to under-
stand that earlier MPS scholarship in development did not conform to the par-
ticular Mises wing of neoliberalism. Nor was later “neoclassical economic
thinking” just “diluted” by absorbing parts of the wisdom generated by struc-
turalist and heterodox thinkers of the left who figured prominently in the field
of development economics during much of the post—World War II history of
development economics. The development discourse within the Mont Pélerin
Society provides ample evidence of a wide range of opinions within the neolib-
eral group and sheds light on the historical, institutional, sociological, and an-
thropological economic traditions of the right that are extremely important to
an understanding of certain transformations of neoclassical economics (e.g.,
with regard to the understanding of competition, labor, knowledge, the law
and the state, and dynamics of development and change in general). There ex-
ists ample evidence (presented later in this chapter) for the great struggle in-
volved in framing a new perspective based on a fairly clear and sufficiently
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defined neoliberal worldview. Ludwig von Mises probably did not anticipate
that he would open a Pandora’s Box when prompting the topic on the agenda.

The Cold War and the Invention of Underdevelopment

The year 1947 marked the serious beginning of the Cold War, with the Tru-
man Doctrine proclaiming a fight against communism wherever. In March
1949, Truman announced what would become known as the point four pro-
gram to aid developing countries, a program based on a modernization vision
of science and technology designed to meet universal development needs
around the globe, especially in underdeveloped areas and countries. Esteva
(1992, 6) argues that Truman “invented” the term wunderdevelopment in the
contemporary sense in his presidential address by using the word underdevel-
oped for the first time in this context, though Cooper (1997) explains the sub-
stantive affinities of earlier colonial development discourses in Europe (which
had emerged in reaction to anticolonial movements). Unconvinced by the
president, conservative Republicans in the United States continued to ques-
tion the rationale of economic development aid during both the Truman and
Eisenhower administrations, and argued in favor of foreign military aid in-
stead to meet the communist challenge. As a result, unilateral spending of the
United States fell far short of the amount envisioned by modernization theo-
rists during the 1950s (Latham 2000; Pearce 2001; Gilman 2003).

Despite the inevitable deflation of grand development schemes, Bretton
Woods, the United Nations, and various U.S. government institutions were
established toward the end of and shortly after World War II, and started to
develop exploratory investigations and programs. Important works directly
addressing developing countries and development issues include Prebisch and
Singer’s structuralist arguments pointing toward a secular trend of deteriorat-
ing terms of trade for primary producers. At the same time, international or-
ganizations and regimes like the General Agreement on Tariffs and Trade
(GATT) were successtully helping to resurrect fledgling world trade.

Domestically, social liberalism was on the rise in many Western countries:
the Labour Party won the 1945 elections in England, and Germany’s Christian
Democrats worked on the Ahlen program, accepting the possible need of so-
cialization of certain means of production. The U.S. Marshall Plan backed the
economic recovery of Western Europe, Japan, and the colonial territories,

though important U.S. institutions were ambiguous with regard to economic
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planning abroad (Hirschman 1989). In any case, economic recovery solidified
the split between (capitalist) Western and (socialist) Eastern Europe. In the
United States, McCarthyism started to target (alleged) communists in 1951: The
prevailing wisdom for much of the 1950s and 1960s expressed a “Cold War
mentality” (Walpen 2004, 118-120), which was well reflected in the discus-

sions at MPS conferences on development topics.

The 1951 Beauvallon Conference: Export-Oriented
Traditional Production

The first MPS general conference to cover issues related to the emerging neo-
liberal development discourse was the fourth time the steadily growing group
gathered—for five days in September in Beauvallon, France.* The final topic
discussed at the 1951 general meeting over the course of two days addressed
“Liberalism and the Under-Developed Countries.”

Carlo Métteli’s discussion of the meeting for the Swiss daily Newe Ziircher
Zeitung omitted the contributions by S. Herbert Frankel, Peter T. Bauer, and
Frederic C. Benham to the conference (Liberaal Archief 2004, 23). In stark con-
trast to Hartwell’s (1995) emphasis on Bauer and Frankel, his summary stated
that Louis Baudin, Wilhelm Répke, and John Jewkes “had the most penetrating
analysis to offer of development plans on the collectivist pattern, while Henry
Hazlite . . . criticized President Truman’s Point Four program rather severely.
The net result. . . may be . . . that there can be no general therapy for the de-
velopment of under-developed countries. . . . Hasty and ill/considered schemes
will merely make things easier for Communism.” If it is sometimes difficult to
find authors openly professing to neoliberalism, Métteli was unafraid of dis-
playing neoliberal self-confidence: “But while the old system of laisser faire, laisser
aller is as much out of the question in underdeveloped areas as elsewbhere, hope exists
that the principles and policies of neoliberalism will find a promising field of ac-
tivity and development there” (Métteli 1951, 23; emphasis added).

Unfortunately, only Benham’s® paper is available in the MPS Archive in
Ghent. Additional information on the early MPS debates can be inferred,
however, by drawing on subsequent publications, which allow documentation
of the close interaction of MPS scholars present at Beauvallon. A wide range of
rather traditional staples of knowledge grounded in colonial economics is hard
to overlook in the collective effort in search for neoliberal perspectives at the

time. While Benham conformed with Métteli’s caveat about specific local cir-
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cumstances in the developing world requiring exceptions from any generalized
approach, he nevertheless went on to make “some sweeping generalizations in
order to bring out . .. some fundamental conclusions, namely that the main
road to economic progress for underdeveloped countries is to increase their
output per worker in agriculture and to specialize on producing for export
those goods and services in which they have a comparative advantage” (Ben-
ham 1951, 1). Benham argued that industrialization strategies failed to under-
stand that, historically, industrializing Britain was dependent on the preceding
improvement of agriculture. In contrast to the British experience, contempo-
rary developing countries were held to immediately benefit from international
trade if they specialized in traditional production for export. Benham rejected di-
versification strategies (from agriculture to industry), especially if they increased
protectionism. He even cast doubt on widely propagated education efforts (al-
phabetization campaigns, etc.) because they “would be very expensive” and be-
cause it is not “clear how a general non-technical education would have any
immediate effect on output” (Benham 1951, ).

Benham stressed overpopulation and a preference for leisure rather than
work as intrinsic obstacles to development. Apart from invoking stereotypes
typical of Victorian anthropology prevalent in the comparative developmental
discourse of nineteenth-century evolutionism (Pieterse 2001, 19), it is not dif-
ficult to see Benham developing a systematic counterargument against the
emerging industrialization and modernization strategies based on import sub-
stitution and selective protectionism. Benham’s paper displays an important
contradiction in this regard: Given his emphasis on “free trade” (Benham
helped translate Haberler’s book on international trade),’ it is interesting that
Benham regards a local lack of certain inputs in industrial manufacturing and
insufficient local markets as important obstacles to industrialization in devel-
oping countries (Benham 1951, 8-9), while emphasizing the benefits accruing
to developing countries from international exports of traditional (i.e., agricul-
tural and raw materials) production. Why should developing countries not
import missing inputs and export manufactured goods to the larger consumer
markets? Hong Kong and Singapore obviously were not yet the neoliberal
poster children of export-oriented industrialization.

Benham’s thinking basically remained confined within the framework of
nineteenth-century colonial economics.” The recommended concentration
on the primary sector (and export specialization in competitive areas thereof)

were strategies that would not challenge the prevailing global division of labor
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and were thus in line with (conservative) interests in the industrialized coun-
tries still in control of colonial territories (securing continued and improved
access to primary inputs and avoiding potentially new competition for their
own industrial exports to the regions). Although the focus of Benham (and
other MPS development experts, as we shall see) was in line with traditional
liberal colonial economics on export-oriented agriculture (and other raw ma-
terials), it is nevertheless easy to see how his reasoning in opposition to import
substitution industrialization (ISI) was an early and rudimentary form of what
can be presently regarded as generalized free trade strategies (despite the em-
phasis on exports displayed in the export-oriented industrialization, or EOI,
paradigm that came to displace it). Since lowering barriers to imports is con-
sidered quintessential to EOI, international trade, and not national develop-
ment, was the predominant guiding principle.

Unlike a collection of papers given at the Beauvallon conference on the related
topic of “Capitalism and the Historians,”® which was subsequently published,
the plan to publish the papers on “Liberalism and Underdeveloped Countries”
failed. While Métteli’s (1951) report on the development discussion does not
provide much detail with regard to the content of the first neoliberal delibera-
tions in the development field, we can learn a bit more about the content of the
MPS meeting’s papers and discussions by reading Wilhelm Répke’s subse-
quently (1953) published article. It appeared in the fifth issue of ORDO, the
premier neoliberal academic journal in Germany (founded by MPS members
Walter Eucken and Franz Bshm), and benefited tremendously from the neo-
liberal network of intellectuals and their encounter at MPS meetings.

Répke’s Early State of the Neoliberal Art in Development

Wilhelm Répke’s? (1953) broad overview warned against the dangers related to
the new favorite term development, especially since most powerful countries
(the United States) and international organizations (e.g., the United Nations)
lent gravitas to the mushrooming development knowledge and expertise.
Répke honestly acknowledged that he relied heavily on the work of the French
economist Gaston Leduc,'? a fellow MPS member, in writing his paper. Répke
suggested that many issues of the present development debate had previously
been discussed under the topic “industrialization of new countries,” and he
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considered it advantageous that the term development is neutral with regard to
the type of economic activity to be achieved. This would allow consideration of
original (agricultural) production instead of industrialization.!" He also at-
tacked the close link between “collectivists” and “state planners” in Western
developed countries and like-minded leaders in developing nations. While rec-
ognizing that “developmentalism” was conceived to shield underdeveloped
countries from Soviet influence and that it reversed some of the previous pro-
tectionist practices in Western countries, he nevertheless regarded state plan-
ning and collectivism as the main features of developmentalism as ill-conceived
strategies that would ultimately destroy freedom, market exchange, and
democracy in both developing and developed countries. According to Ropke,
the new ideology was related to the equally detrimental ideologies of full em-
ployment, the welfare state, and international integration (Répke 1953, 69).
Répke linked the origins of collectivist developmentalism to the prehistory
of the International Bank for Reconstruction and Development (World Bank
Group) and to the genesis of Truman’s Point Four Program. He cited Henry
Hazlitt’s (1950) book, [llusions of Point Four'* to let his readers know that the
leader of the U.S. Communist Party, Earl Browder, had anticipated President
Truman’s core idea in 1944 (R6pke 1953, 68n.4). Répke then attacked the “nar-
row economism/technicism” of development economics, which he defined as
a lack of consideration of a wide range of spiritual and moral as well as socio-
logical questions (Répke 1953, 71). Contrary to liberation theories, he consid-
ered decolonization—not colonization—as a historically unique expansion of
Western culture around the world at the expense of traditional cultures. Al-
though Western responsibility for the cruelties of colonialism and the prevail-
ing misery in developing countries called for active sympathy, Répke neverthe-
less counseled to meet the erroneous beliefs of leaders in developing countries
with strong resistance and straightforward criticism (Répke 1953, 74).
Industrialization strategies were doomed to fail, according to Ropke, owing
to the lack of a “liberal tradition” required to succeed in manufacturing.
Throughout the Third World, with the exception of some Latin American
countries, Ropke thought he observed a lack of punctuality, reliability, the in-
clination to save and to create—entrepreneurship for short. A successful ap-
proach, he believed, would require recognizing the “subtle and complicated
process” of development, “flexible adaptation,” “smart connections to the ex-
isting,” and “slowly growing”—just the opposite of the goals of planners (all
quotes from Ropke 1953, 77). Ropke relied on Herbert Frankel’s Beauvallon
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contribution' to attack the ignorance of development planners, and he re-
ferred to other work by Frankel to authorize the distinction between (accept-
able) infrastructure planning and (misguided) investment and planning for
market-oriented production. And he relied on Frederic Benham’s contribution
for an example of the successful export-oriented development of traditional
agriculture (supporting small-scale industrialization in Malaya) in contrast to
“overindustrialization” in Turkey, Australia, and South Africa (Répke 1953, 85).

Répke pointed out that the overwhelming share of industrial production
remained highly concentrated in just a few countries, in spite off the dedi-
cated efforts to industrialize new countries. To back this assertion, he quoted
a recent study of his Beauvallon co-speaker and fellow MPS member John
Jewkes.! Jewkes argued that the inherent advantages of industrialization, sci-
ence, and technology lead to benefits accruing to industrialized nations, and
these had described precisely the reasons for import-substituting industrializa-
tion strategies: dedicated efforts were needed in order to break the “vicious cy-
cle of poverty” and to overcome the dependencies resulting from the prevail-
ing global division of labor, according to Myrdal and others. Répke assured
his readers, however, that traditional production was not inferior, and he fore-
casted improving terms of trade for primary commodities in the long run for
those developing countries that dedicated their efforts to this sector. The cri-
sis of raw materials production and trade in the aftermath of the Great De-
pression was regarded as the key culprit in erroneous thinking (of Prebisch and
Singer, without mentioning them) (Répke 1953, 88-89).

In line with Benham and colonial economists, Ropke thus called for export-
oriented traditional production. Instead of industrialization, he recommended
diversifying the organizational structure of agricultural producers. Family
farms should specialize in export crops without becoming fully dependent on
market income. Répke referred to Peter Bauer’s work on rubber regulation in
support of his argument. But he also called on the West to remove protective
tariffs and on leaders in developing countries to promote land reform (Ropke
1953, 93). Ropke thus rejected contemporary critiques of traditional produc-
tion (claiming a generally low productivity of agriculture). He suggested that
this sector was more likely to absorb large parts of the growing population
than any industrial alternatives. Ultimately, Ropke concluded, not much
could be done to overcome the fundamental problem: the lack of capital
(availability) due to the low propensity to save, the absence of capital markets,
and the inadequate banking systems. Consequently, capital would necessarily
have to come from the outside. He considered private investment (though
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beneficial) completely insufficient in terms of what would be needed. The
crucial issue was the very condition under which development planning was
supposed to occur: according to Répke, private investment would be under-
mined by creating political conditions inimical to private investors. He did
not trust the international rule of law due to the composition of prospective
UN membership: Europe’s vote was observed to be outnumbered soon by
new developing countries, assisted by the “anti-imperialist screaming” of the
Russian representatives of world communism (Répke 1953, 104).

An examination of Benham and Répke’s contributions reveals the links be-
tween a number of scholars and writers in Europe and the United States
found within the orbit of the Mont Pélerin Society, including some of the
much later well-known “counter-revolutionaries” (e.g., Haberler and Bauer)
as early as 1951. Ropke refers almost exclusively to the work of neoliberals or-
ganized in the MPS: Frederic Benham, Peter Bauer, Herbert Frankel, and
Henry Hazlite, as well as John Jewkes and Gaston Leduc. While dismissing
with disdain the antiagrarian “mentality” of Manoilesco and a few individuals
advancing “socialist propaganda” (Répke 1953, 85 and 70, respectively), advo-
cates of industrialization and planning strategies mostly remained unnamed.
These anonymous writers of international agency and task force reports were
reprimanded with evidence presented from the neoliberal pool of individual
scholars and practical “experts.””®

At this point the MPS group displayed an understanding of development
economics that still uncomfortably resembled traditional colonial economics
underpinned by Victorian anthropology: According to Benham, people lacked
the propensity to save, and according to Ropke, there was a lack not only of
entrepreneurs, but also of a class and the spiritual-moral preconditions that
could eventually generate entrepreneurs. Advancing industrialization strategies
thus were considered ill-conceived strategies for various reasons, pursued by a
dangerous—]Jekyll and Hyde like—alliance of Western socialists and govern-
ment elites in the developing world. Although industrialization was at the
same time considered likely to fail and therefore to be counterproductive as
well with regard to the declared goal of keeping the Soviets out, it was sug-
gested that societies move further toward the “totalitarianism” of planning,.

Although such a group was unlikely to play a strong role in the emerging
development debate (except for the advocacy of free trade and private invest-
ment promoting the GATT, for example), key elements of the later success of
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the neoliberal discourse are readily visible: Neoliberals insisted on the “diver-
sity” of developing countries, objected to industrialization as a universal solu-
tion, and displayed an appreciation for frequently neglected issues of agricul-
ture and traditional production (see Ascher 1996). The emphasis on diversity
could be considered rhetorical rather than substantial, but given the readiness
for generalized solutions related to export-oriented traditional production,
scholars in and around MPS nurtured skepticism against the very way struc-
turalists applied neoclassical modeling tools and emphasized detailed local
knowledge with regard to history, people, and institutions. It was not the in-
terest in sociology and institutions that separated Répke and, say, Myrdal, but
rather different varieties of sociology and institutional perspectives alongside a
different normative and epistemological understanding of economics.

Whereas Ropke’s thinking in particular was nostalgic in some ways, both
Benham’s and Répke’s reasoning already contained programmatic neoliberal
elements of change: conservative reform was prescribed, requiring concessions
both from developed countries and from feudal landowners in developing
countries. Neoliberal scholarship thus displayed its own moments of critique
of the status quo. But we cannot yet observe great confidence in a neoliberal
economic perspective. The developmentalist argument was primarily coun-
tered with general sociological, moral, and historical arguments. A strongly
felt need to engage in revisionist historiography can be observed on industri-
alization, which played an even greater role in later MPS conferences address-
ing the history of colonialism, for example. Another quite obviously domi-
nant concern over Soviet expansion also became more prominent at later
MPS conferences, before Peter Bauer managed to comprehensively challenge
foreign aid strategies, and to develop a more coherently neoliberal develop-
ment perspective. Before revisiting the MPS conferences of the second half of
the decade, it is helpful again to briefly consider the general historical back-
ground for the 1957 (St. Moritz) and 1958 (Princeton) conferences.

The Bandung Era: Consolidation of the Third World

The 1957 MPS conference took place in St. Moritz two years after the Ban-
dung (Indonesia) conference organized by the governments of newly inde-
pendent Indonesia, Ceylon (Sri Lanka), India, and Pakistan. The Bandung
conference “was a result of their frustration with the political logjam sur-

rounding new membership in the United Nations. By 1953/54 no new mem-
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bers had been inducted into the organization since the acceptance of Indone-
sia in January 1950. The 1955 meeting in Bandung was attended by delegations
from 29, primarily new, nation-states or nationalist movements in Asia and
Africa” (Berger 2004, 11-12). The political logjam at the UN had resulted
mainly from the Cold War rivalry of the superpowers. Thus, Mark Berger
aptly captures various organizing efforts of newly independent countries still
fighting anticolonial movements as “the overall consolidation of Third
Worldism . . . grounded in the post1945 conjuncture of decolonization, na-
tional liberation and the Cold War” (ibid., 11). The Bandung conference
specifically addressed the issue of French colonialism in North Africa: The war
that was then being waged in Algeria to prevent decolonization was into its
second year. In 1957, Ghana, under the leadership of Kwame Nkrumah, was
the first (former British) colony in Southern Africa to gain independence.
Only five years later the United Nations would admit no less than fifty new
members (sixteen in Africa), which basically doubled UN membership.

Rapid economic development in the defeated nations of Germany, Japan,
and Italy was largely credited to the Marshall Plan, the U.S. international
credit and aid program that also helped consolidate the Western (North At-
lantic Treaty Organization—NATO) military alliance. Beyond Europe and
Japan, this apparent economic and political success seemed to validate Presi-
dent Truman’s 1949 “point four” vision to win the ensuing Cold War: im-
proving living standards by helping governments in underdeveloped countries
acquire industrial and agricultural equipment and skills. Because the USSR
was perceived to be the dominant threat to world stability, the development
programs run by various agencies at the time eventually supported many state-
led and even socialist development programs in countries such as Nehru’s In-
dia that kept a political distance from the Soviet Union.

Decolonization, and concomitantly rising “Third Worldism,” continued
to present enormous challenges to neoliberal perspectives. The revolutionary
aspirations of the popular masses in the Third World, utopian egalitarianism,
an emphasis on a strong and centralized state to accomplish development, and
international alliances all combined with rhetorical commitments to transna-
tional unions (pan-Arabism, pan-Africanism, etc.) in favor of regional inte-
gration and redistribution (Berger 2004, 34). At home, most neoliberals were
worried about a disturbing willingness of leading politicians from both the
right and the left to embrace expanded state management of the economy and
foreign aid.
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Apropos Decolonization: Feeble Liberalism Abroad
and at Home: St. Moritz

Seven years after Beauvallon, the topic of development moved up on the
MPS’s agenda,16 owing to the rising challenge of Third Worldism in general
and to a specific “German” discussion within the neoliberal camp in particular.
In St. Moritz, cighty-five members (including Peter Bauer, Herbert Frankel,
and Karl Brandt as important academics in the development field) and fifty-
nine guests (including publisher Eugen Rentsch, who published a whole series
of neoliberal contributions to the field of development in the early 1960s)!7 as-
sembled for a week in September 1957 to discuss the topics “Colonialism and
Liberalism” followed by panels on “Liberal Philosophy,” and “European Inte-
gration.” Recognizing the context is important to understand the early quarrel
of neoliberals with the consolidation of “embedded liberalism” (Ruggie 1982).
The effort of MPS circles to rewrite colonial history (emphasizing civilizing ef-
fects rather than exploitation), however, was sparked by the writing of one of
their own, namely, the reflections of German MPS member Alexander Riis-
tow!8 on colonial imperialism. Riistow’s book had prompted Hayek to place
the topic at the top of the agenda. Lined up in the discussion were Karl Brandt
(Stanford), Arthur Shenfield (London), Edmond Giscard d’Estaing (Paris),
and P. T. Bauer (London), all of them pitted against Riistow, who presented
the part on colonial imperialism, the third of his three-volume Ortsbestimmung
der Gegenwart, to his fellow neoliberals. Riistow spoke last, but we will reverse
the order to ascertain what it was in Riistow’s writing that aroused the intellec-
tual leadership of the MPS at the time to arrange for this discussion in the first
place. In fact, there were two Riistows speaking: Riistow the decidedly Christ-
ian neoliberal and Riistow the uncompromising neoliberal Christian. While
the decidedly Christian neoliberal persona was fully in line with the dominant
opinions reflected in the other papers, Riistow’s uncompromising neoliberal
Christian guise caused great irritation.

The first Riistow started his analysis by combining the terms of colonialism
and imperialism to blame the absolutist state’s thirst for power for the earliest and
most brutal application of colonial imperialism in an apparent effort to separate
the term imperialism from capitalism. The liberal Hobson (1965 [1902]), of
course, had originally established this link by way of his critical examination of
British imperialism during the time of the Boer War; Marxists like Lenin, Lux-
emburg, and Hilferding relied heavily on Hobson’s work. Instead of character-
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izing a specific epoch of capitalist development, Riistow turned imperialism
into a universal category of state power indicated by foreign policy “behavior.”
Such a phenomenological approach allowed Riistow to treat the Spanish and
Portuguese conquistador in the same manner as nineteenth-century Western
imperialism and twentieth-century Soviet efforts to expand communism. Need-
less to say, little effort was wasted on searching for different reasons and causes
for only superficially similar policies: then and now, here and there, Riistow
found the same causes for imperialism—centralized state power.

At the same time, Riistow chastised the West for the epoch of discoveries,
blaming avarice, addiction to power, and sadism as the strongest motivations of
the early expansionism. His critical discussion of the carly ideologies developed
to legitimize the conquista—including the denial of human status to the native
peoples in the conquered territories—does not lack clarity. And while he praised
church efforts to humanize colonial practices, as well as general efforts to im-
prove the medical, educational, and technical standards of living in the colonies,
he emphasized the continued abuse of power as well as what he regarded as the
unintended consequences of some of the progress made (e.g., famines linked to
rapid population increase). In Riistow’s analysis, anything positive weighs
“feather light” compared to the crimes committed under the auspices of colo-
nial imperialism, a “seamless chain of heaviest crime against humanity” com-
mitted over half a thousand years and continuing to his days of writing (Riistow
1957, 506).

As background to his fears regarding these crimes, Riistow points to the
feelings of hatred and revenge that have accumulated and built up in four
continents. Though not ready to explode everywhere right away, these feel-
ings, he says, are only waiting to be exploded by bolshevism against “us.”
Riistow urged his contemporaries to find a solution to the most pressing
problem causing the present crisis of humankind, and he warned countries
that still had colonies to leave in good grace instead of waiting to be thrown
out. White settlers were singled out as the gravest problem for anticolonial-
ism, notably in South Africa. Riistow’s “common-sense” approach led him
to ask rhetorically what one could expect from the victims of colonial impe-
rialism other than copying Western behavior: “Is Nasser not exactly the type
of a dashing General Governor?” (Riistow 1957, s15). To sum up, he argued,
in a strongly felt Christian spirit, that “we” still lack any consciousness of
guilt toward our victims of centuries-old colonial superimposition and lack

any sense of penitence.
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Subsequently, however, the focus of Riistow’s contribution shifted consider-
ably. The second Riistow went on to reject “typical” accusations against colo-
nial powers as allegedly preventing colonial people from attaining a cultural de-
velopment similar to “ours.” He interprets all progress in this direction as a
result of colonization; thus, colonized people might be happier without the ex-
ternal enforcement of civilization, but they would also be left more “backward”
(ibid., 516). He goes on to ask what kind of model the West has to offer to lib-
erated colonies that could compete with bolshevism. Riistow dismissed Anglo-
Saxon parliamentarian democracy as an option and asked political scientists to
assist the intelligentsia of former colonies to develop a model that would help
to combine the indispensable elements of dictatorship with a minimum of
democratic freedom. Such a model would eventually also “help us” (Riistow,
1957, s517). Thus, a core feature of his thought in the 1920s—the perceived
need of a strong state to overcome alleged problems of “parliamentarianism”
reminiscent of Carl Schmitt’s argument (see Ptak, Chapter 3 in this volume;
Walpen 2004, 332—333)—remained essentially unchanged despite his clear and
unequivocal rejection of the Nazis. In any case, Riistow’s approach led him 7o
support Truman’s Point Four Program in order to help Third World countries
to avoid searching for needed capital in Russia, although he cautioned against
naive optimism due to the local circumstances. “At the same time the time is
pressing in the highest degree” (Riistow, 1957, 517).

Riistow’s effort to reconcile his neoliberal ideas and his Christian ethos moved
him closer to the increasingly social liberal mainstream, but too close for his
neoliberal confreres, despite strong commonalities in defending certain aspects
of the record of colonialism and in supporting limitations on democracy.
Much like Truman, however, Riistow rejected the “old imperialism.”" Such a
position was likely to concern MPS members who had listened to Hazlitts cri-
tique of the Point Four Program and Répke’s rejection of an ill-timed Christ-
ian emphasis on Western guilt. Three papers explicitly or implicitly responded
to Riistow’s argument: Arthur Shenfield’s “Liberalism and Colonialism,” Ed-
mond Giscard d’Estaing’s “Liberalisme et Colonialisme,” and Karl Brandt’s
“Liberal Alternatives in Western Policies toward Colonial Areas.” None of the
three authors shared Riistow’s concern for Western colonial crimes.
Shenfield,”® much like Riistow, did not want to reserve the term imperial-
ism for “relatively liberal, rapidly abdicating empires of the West.” Instead of
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pointing to the centralized state in general, he singled out the “two great im-
perialisms of our age,” namely, Hitler’s Germany and Stalin’s Russia. Shen-
field considered anticolonialism rather than colonialism the “aggressive”
party. Identified with nationalism,”! Shenfield believed that anticolonialists
weakened the West from within, laying “it open to attacks of its enemies.”
The British colonies, for example, were said to have constituted a major ob-
stacle against Japanese aggression in World War II. And security concerns did
not diminish after the war: “In a world in which the West is at bay, no liberal
can support the replacement of Western dominion by power vacua. Even if
self-determination may be accepted as a liberal doctrine—and it cannot with-
out qualification [sic/ ]—the security needs of the West must override it where
necessary” (Shenfield 1957, 1).

While privileging security, Shenfield conceded that the defense of the West
could not at all times and in all places be equated with fighting anticolonial-
ism. He feared that France would ruin itself by holding on to Algeria, even if
the motivation were just. “There are times and places where a sphere of influ-
ence is still possible but dominion is not” (Shenfield 1957, 4). He proceeded to
turn the argument on the “deterioration of the quality of government” after
decolonization primarily against the colonizing countries: “It may not become
even Britain to talk about high standards of public conduct when the British
electoral game has fallen in large measure to the level of mass bribery of the
“under-privileged” (Shenfield 1957, 5), Ultimately, liberalism was considered
most sophisticated if it was taught to independent people—who, if they would
understand sophisticated liberalism, could even see the dangers of self-
determination, according to Shenfield. In any case, assistance to the former
colonies should be tied to conditions as a weak alternative to imposing “good
government (and in particular the rule of law).” The declared goal to prevent
communism might fail, Shenfield stated, because raising standards of living
might awaken the desire for more rapid progress, “which is in fact impossible
under any system but which communism may plausibly offer to deliver”(Shen-
field 1957, 6). Although Shenfield emphasized how Western security redirected
attention to the dilution of liberalism in the West, the other speakers felt an
even stronger need to revise the history of colonialism.

Edmond Giscard d’Estaing (1892-1982)—the father of French president
Valéry Giscard d’Estaing—headed the Société Financiere Frangaise et Coloniale
(Denord 2003, 401). He served as president of the International Chamber of
Commerce when he addressed the MPS conference to alert his audience to the
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“simplification grossi¢re” of presenting colonialism as the domination of one
country by another. According to Giscard d’Estaing, colonialism was a civiliza-
tion process embedded in a long history of co-penetration. Certain dynamic
people just naturally exercised influence over others. Giscard d’Estaing also em-
phasized historical and regional differences that prompted developing countries
to recognize just how far they had advanced with regard to political and eco-
nomic sovereignty. Apparently unaware of what seems to be but a small irony,
he wrote this belief in the middle of the French war to prevent Algeria from be-
coming independent. Only a few professional agitators believed that political
independence was sufficient to create wealth, according to this wealthy French-
man. Since nomadic people in the desert could not produce, let alone consume,
the oil that was available there, he argued, oil could be turned into wealth only
if it was exported to the industrialized world: “Il est impossible de voir 1a la
moindre trace de colonialisme” (Giscard d’Estaing 1957, 3). It was crucial with
regard to the postcolonial future that political sovereignty should not harm the
rest of the world. The former colonies were called upon to reconcile their politi-
cal independence with economic solidarity.

Karl Brandt*? objected against measuring human action by idealistic stan-
dards: “It is essential for our discussion that we consider it taboo to select cet-
tain historical incidents of misconduct of colonial powers as arguments . . .
because every one of them can be counterbalanced by even more deplorable
evidence on the other side. . . . This latter remark should be redundant, but
the latest discussion of the colonial problem in Germany calls for it” (Brandt
1957, 2). While acknowledging the need to create conditions to advance free-
dom and welfare in the West and in the underdeveloped countries, Brandt
emphasized that the “colonial question involves the priorizy issue of security
of the Western world and defense against infiltration and expansion of the So-
viet orbit into the retarded areas via militant nationalism and emotionally
fired racism” (2; emphasis added). The Germans and Japanese allegedly criti-
cized the colonial powers France and Great Britain because they had lost their
own colonies. This caused “bad feelings,” Brandt alleged, “and led to “ideo-
logical defection” from the defense against the Soviet attack “with its underly-
ing commercial opportunism” (1957, 2). He demanded that the critique of
colonialism be aimed at “those who practice it now with the plain intent to
enslave peoples” (p. 2). The French effort to hold on to Algeria was clearly not
to be regarded as such a case. They “need our friendly understanding and
practical assistance rather than harsh condemnation based on lack of factual
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information and a lack of any will to understand of what is at stake” (p. 6). In
a detailed comparison of the different colonial areas, Brandt emphasized the
accomplishments of the colonizing countries with regard to both develop-
ment and decolonization: “To put it bluntly, the West has no reason to be
ashamed of its history of colonial expansion despite many errors in detail and
the sad shortcomings of all human action” (p. 8).

Although Brandt had no time to consider the darker sides of colonialism,
he did proceed to construct a positive program, and in doing so, he hinted at
some persisting problems of colonial history. His perspective on the “political
and social goals of the West” included a demand for equal access to education
and training, equal pay for equal quality of work, gradual abolition of a privi-
leged status for white people, private property as central precondition for hu-
man dignity, and the responsibility of individuals and as the basic incentive
(p. 11). In this address, Brandt bequeathed us with a concise statement of core
aspects of MPS neoliberalism: “the philosophy of freedom and human dig-
nity, and a market economy governed by social conscience and responsibility of
an elite of citizens” (p. 7; emphasis added).

The 1957 conference report in Newue Ziircher Zeitung was written by Helmut
Schoeck, the MPS’s chief theorist of envy. The Atlanta-based sociologist (Emory
University) went beyond the other speakers at the conference in positively
defining imperialism as the geographic expansion of a system of order (rule of
law, etc.) (Schoeck 1957, 7). He praised colonialism for having brought “about
everything” to those areas with regard to political organization and the rule of
law. Schoeck subjected Riistow to harsh criticism, pointing out that Riistow did
not concentrate on the colonial crimes committed by Russian settlers and mili-
tary. He considered Riistow’s emphasis on Western colonial crimes as possibly
more damaging than known declarations against the testing of atomic weapons
(Schoeck 1957, 7). According to Schoeck, foreign aid amounted to nothing but
misallocation of resources. He thus completely missed the elements of a positive
neoliberal program presented by Brandyt, although he can hardly be blamed for
doing so, given the rather small amount of space allocated to this message com-
pared to the presentation of overriding concerns for “security.”

Unfortunately, we do not know what Peter Bauer and Herbert Frankel as
the most prominent development economists present at the conference had to
say with regard to the deliberations in St. Moritz, but Bauer’s later writing on
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colonialism shows the lasting impact of the MPS exercise in revisionism with
regard to colonial history. Bauer is certain “that it is untrue that the west has
caused the poverty of the underdeveloped world, whether through colonial-
ism or otherwise.” Instead he suggested that it was important “to identify
groups and sections in both rich and poor Countries who stand to gain from
acceptance of the idea of western responsibility for the poverty of underdevel-
oped countries, and to examine the reasons for their success in propagating
this idea, especially in the west” (Bauer 1971, 148).

Princeton, 1958: The “New Orthodoxy” and
the Impertinence of Foreign Aid

One year after St. Moritz, and for the first time in a highly prestigious U.S. en-
vironment (at Princeton University)??, development was again high on the
MPS agenda. A total of seventy-eight members and sixty guests assembled in
New Jersey. US$42,875 had been raised from thirty-five donors, which allowed
reimbursement of travel expenses for participants from Europe, Latin America,
and South Africa. The fund-raising success was credited to Fritz Machlup’s ef-
forts to plan the Princeton meeting in general and to “Jasper Crane of the
DuPont Company, an early member of the Society, [who] had persuaded
enough donors to meet the costs” (Hartwell 1995, 100) in particular.

The first paper on development was delivered by Eugénio Gudin?* in a
panel on agriculture that otherwise featured papers opposing agricultural pro-
tectionism in Europe and the United States (see Liberaal Archief 2004).
Gudin described unfavorable geographic and climatic conditions for agricul-
ture in Latin America (with few exceptions, in Argentina). But countering the
prevailing perception of price and income instability in the agricultural sector,
he made a double distinction between annual and perennial agricultural prod-
ucts, and between durable and perishable products. Such differences and a
“higher or a lower price elasticity of demand makes it difficult to speak of
‘agricultural produce’ in general. Generalization here often leads to confusion,
as is also the case when ‘Latin American’ economic problems are discussed as
a whole” (Gudin 1958, 2). According to Gudin, no “disguised unemploy-
ment” (pace Arthur Lewis) was possible in countries where “land is still quite
abundant in relation to population” (Gudin 1958, 3), though he refrained
from discussing the issue of access to land. According to Gudin, disguised un-
employment was often confused with low productivity.
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Gudin argued against the myth of industrialization. At the time, high levels
of unemployment in Europe and the United States demonstrated that the de-
pression had affected the industrialized countries as well. Another argument in
favor of industrialization—the Economic Commission for Latin America (Pre-
bisch) perspective of an “inevitable trend” of worsening terms of trade for agri-
cultural producers—was subjected to a detailed critique drawing on the work of
Jacob Viner, Charles Kindleberger, and his fellow MPS members Bauer and
Haberler. With all the cards stacked against industrialization strategies—the “re-
currence of the long repeated, resilient and unscientific argument of Manoile-
sco” (Gudin 1958, 5)—Gudin eventually argued in favor of investment in agri-
culture (and education and health) as promising areas for rapid development.
He emphasized the need for special domestic agricultural investment because
different conditions did not allow the import of expertise from developed coun-
tries. Gudin called for agrarian reforms, though he rejected left-wing demands
(for radical redistribution of land): Economists would point out the need to in-
crease productivity and the availability of credit to “increase the cake.” He re-
jected the complaints of small farmers about the difficulties of obtaining credit
and about the prevailing high interest rates. But he conceded that (low) credit
worthiness of small farmers and (high) risk involved in agricultural lending
might require the involvement of government institutions (Gudin, 1958, 6).

Without mentioning Theodore W. Schultz’s work—Food for the World,
which appeared in 1945, and The Economic Organization of Agriculture, released
in 1953—Gudin outlined a positive program that contained elements that were
strikingly similar to proposals made by Schultz.?> Schultz of course won a No-
bel Prize for his “pioneering research in economic development . . . with par-
ticular consideration of the problems of developing countries” (Meier 1987, 15).
When Schultz redirected his earlier emphasis on human capital to agriculture,
he consulted the work of development economists during the 1950s. He was
“appalled by their treatment of the role of agriculture” (Schultz 1987, 20). In-
stead of concentrating on preexisting structural constraints and demands for
industrialization as the main way out of poverty, Schultz’s analysis focused on
growth opportunities and investment in agriculture (not least in research and
human capital). He helped to establish the doctrine that even poor farmers are
“economic men” sensitive to incentives and prices. Herbert Frankel explained
in a speech at the Princeton meeting of the MPS how traditional communal
practices in South Africa effectively constrained individual farmers (printed in
MPS Quarterly 1, 1959, 16-19): Again, we find a peculiar mix of neoclassical and
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sociological/institutional approaches within the neoliberal group of intellectu-
als, now focusing on constrained agricultural entrepreneurship in developing
countries. A voice from Brazil arguing in favor of home-grown agricultural
competencies arguably provided more support for a neoliberal development
perspective than European voices in defense of colonialism. The other major
obstacle preventing a more genuinely neoliberal development perspective was

removed by Peter Bauer, at least theoretically.

Two papers by Peter Bauer?®

in a panel dedicated to underdeveloped countries
(chaired by Arthur Shenfield) can easily be considered the most important
contributions on the topic at Mont Pelerin conferences up to that point.
Bauer’s work reflects the completion of the original constitution of the neo-
liberal discourse: economic arguments no longer appeared to be secondary to
security concerns. Bauer’s work also more clearly defined the “enemy” (state-
led development discourse). Although he did not personally present his work
in Princeton—he had to travel to Pakistan—his papers and the subsequent
discussion were considered important enough to be fully documented in the
first volume of the Mont Pélerin Quarterly published in April 1959.%

John Davenport (Fortune) presented Bauer’s article, “Economic Growth
and the New Orthodoxy,” which had been published in the May 1958 edition
of Fortune, and Bauer’s paper “Regulated Wages in Under-Developed Coun-
tries” (an amended version of a University of Virginia Lecture delivered in May
1958). In his Forzune article, Bauer claimed that the new development ortho-
doxy in the transatlantic world was based on a fallacy. The very division of the
world into a developed and an underdeveloped area, he claimed, and the un-
derlying analysis of a “vicious cycle of poverty” requiring special economic de-
velopment measures were fallacious. He specifically attacked Gunnar Myrdal?®®
because of the political acceptability his arguments had gained through their
sponsorship by the UN and national organizations. Bauer also focused on the
foreign aid proposals of Walt Rostow and Max Millikan, the leading propo-
nents of modernization development theory.

In awareness of prevailing security concerns, Bauer suggested that he nei-
ther condemned all government economic assistance nor wanted to minimize
the Russian threat. But planning would yield the opposite results of what was
aimed for on the one hand, and development should not be reduced to
growth, a simple increase of the volume of goods and services on the other: “It
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is an increase in goods and services that people want and have freely chosen,”
Bauer argued, “it is a widening of human options. This kind of freedom is ob-
viously jeopardized by systems of statist compulsion” (Bauer 1958a, 142).

Bauer thus introduced a normative dimension in support of capitalist de-
velopment requiring qualitative analysis. He conceived of a need to distance
himself from positivistic measurement because of wealth per capita statistics
(which Gunnar Myrdal and other “planners” relied on), which he considered
arbitrary in regard to the division of rich and poor, and slighting real income
“not subject to easy measurement, especially when human satisfactions are
taken into account” (Bauer 1958a, 142).” Bauer opposed the notion that de-
veloping countries were locked into poverty (as statistics seemed to indicate):
“nations, like individuals, are constantly moving up and down in the scale,
and it is the final trend that counts” (2). He also argued that statistics were
misleading because they misrepresented development progress (better health,
etc.) that could lead to worsening per capita income figures. Instead of the
“colossal aggregate,” he proposed considering the “enormous diversity of the
areas in question” (Bauer 1958a, 142-143).

If the “vicious cycle” argument was correct, formerly poor nations could
not have advanced, Bauer argued, nor would the “massive accumulation of
capital” by poor immigrants in many underdeveloped areas have been possi-
ble. He cited the cash crops of the rubber industry in Malaya and West Africa
as examples of rapid—though admittedly uneven—growth spurred by private
investment. Bauer warned against identifying low-level development with
stagnation because of a lack of industry. Though admitting that industrial in-
vestment is measured more easily, Bauer argued that agricultural investment is
“highly important in the early stages of economic advance” and essential
(food) to the fundamental needs in most countries (Bauer 1958a, 143).

Bauer also suggested that agriculture had remained important in many
cases, as it had in the United States, Canada, and New Zealand, and that the
amount of industry a country needed was specific to each individual case. He
held the absence of government intervention rather than the type of eco-
nomic activity to be important. Despite the lack of raw materials and a small
domestic market, Bauer stated, Hong Kong rapidly industrialized through

« - e . s 930 «
private initiative and enterprise.

Unfortunately, it is just these forces that
advocates of the new orthodoxy seem to distrust” (Bauer 1958a, 194).
Bauer attacked foreign aid, even when it was dedicated to improvement of

the infrastructure. Developing countries, he wrote, did not need elaborate
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infrastructures to enjoy rapid development, though he mostly feared “the
propensity of many governments not only to try to finance roads and harbor
developments, but at the same time to finance, and indeed own, all kinds of
manufacturing enterprises from steel mills to chemical plants” (Bauer 1958a,
195).He presented resulting budgetary and foreign exchange difficulties as the
real causes for the request of foreign aid. Although aid could initially be useful
to set a process in motion, Bauer objected to supplying aid to countries that
subsequently failed to severely limit the sphere of government activity. Bauer
also attacked “forced savings” through taxation, because taxation would only
lead to the growth of government bureaucracy. He singled out Myrdal in his ef-
fort to identify alleged common-sense government planning and socialism pre-
sented as the only solution—and backed by Western agencies—due to a per-
ceived lack of private savings and investment in the developing world.
According to Bauer, the resulting government expansion would instead lead to
a misallocation of capital. Even worse, forced saving would discourage private
saving and investment—an idea presaging later crowding out theories. At the
same time, Bauer was eager to extend the critique of government ownership to
government programming because even if a state did not own an industry, gov-
ernment intrusion would likely hamper rather than facilitate development.
Bauer suggested that advanced nations had not relied on such measures in their
early development and that they had found it difficult to manage in wartime.
Bauer eventually used Paul Rosenstein-Rodan’s work (if disingenuously) as
witness to government ineffectiveness because this representative of the new
orthodoxy had written about the lack of qualified personnel in developing
countries needed to actually carry out programming tasks (Bauer 1958a, 198).%!
Bauer cleatly stressed fundamental choices beyond practical considerations.
Enhanced government planning, he asserted, “enhances the intensity of politi-
cal struggle” whereas the “higher liberties and freedoms we cherish—{reedom
of the press, freedom of assembly, freedom of the ballot—have all been built up
and buttressed by certain economic institutions, including respect for private
property and a system . . . that responds to individual choices made in the
marketplace” (Bauer 1958a, 198). In his eyes, the West was about to give away a
successful system in support of a system championed by the Soviet Union.
There obviously was little room for balanced reflections of possible merits
in the tradition of List (infant industry protectionism, etc.), evidenced in the
catching-up process of the United States, Germany, or Japan (vis-a-vis En-
gland), or even of the UK vis-a-vis the Netherlands (e.g., with the Navigation



THE NEOLIBERAL ECONOMIC DEVELOPMENT DISCOURSE 265

Acts supported by Adam Smith). Bauer’s policy for progress suggested funding
policies that were diametrically opposed to the recommendations of the alleged
new orthodoxy: minimize state ownership and planning, and promote private
(foreign) investment instead of suppressing it. He called for professions of faith
in the world economy. Strong signs of rebounding world trade and the West’s
significant investment in the former colonies augured well for progress. Even
more important than trade and investment was what “the people do for them-
selves”: freed from restrictions, Bauer trusted that “middle-class or ‘bourgeois’
virtues” would prevail. He was not shy (if disingenuous again) to cite Karl
Marx as key witness: In the Communist Manifésto, Marx and Engels of course
had observed that the bourgeoisie draws in all nations, “even the most barbar-
ian, into civilization” by way of rapidly improving all instruments of produc-
tion and communication. According to Bauer, history definitely had to end
here. Owing to prevailing political conditions, much remained to be done—in
the field of development and labor economics, for example.

Whereas Bauer argued in his Fortune article that the true development restric-
tions were recently developed political constraints, his second paper, “Regu-
lated Wages in Under-Developed Countries” (Bauer 1958b), applied this rea-
soning to the labor market in developing countries. Labor market problems of
course featured prominently both with regard to the rise of the Keynesian “rev-
olution” and the emergence of “development economics.” Arthur Lewis’s work
on “disguised underemployment” in agricultural societies was akin to Keynes’s
work with regard to unemployment in industrialized countries: neoclassical
equilibrium theory was considered to apply to a special (optimal) case only,
and the recognition of limits of traditional economics paved the way for neces-
sary variations in economic analysis and policy prescriptions for a real world
featuring too many examples of disequilibrium (or low-level equilibrium; see
Hirschman 1981).

Bauer’s discussion directed attention to regulation of wages and work
hours. A motto quoted from a report of the South African Industrial Legisla-
tion Commission in 1935 contained the core message of Bauer’s paper: “In an
unregulated market, the available supplies or numbers determine the wage,
but, under regulated conditions, wages determine the numbers” (Bauer 1958b,
1). Although Bauer admitted difficulties in determining the extent to which

wage regulation existed and mattered, he referred to an International Labor
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Organization (ILO) publication on minimum wages supporting his claim
“that regulated wages affect economic activity over a wide area of the under-
developed world” (Bauer 1958b, 2). The rise of wage regulation was blamed on
organized labor conspiring with established employers, interests in planning,
vested interests in the new bureaucracies involved in wage regulation, and an
“international emulation effect”: international organizations (particularly the
ILO) and foreign governments encouraged local politicians to develop labor
legislation akin to that in the developed world to avoid being considered
backward (Bauer 1958b, 3).

The impact of wage regulation, Bauer said, had destroyed the major com-
petitive advantage of developing countries: abundance of cheap labor. Bauer
contrasted the rapidly growing East Asian economies and India to argue that
“contrived scarcity” injured “prospects for economic growth” (Bauer 1958b, 4).

Bauer denied the existence of disparities in bargaining power between capi-
tal and labor and the exploitation of workers. Only the absence of “indepen-
dent competing alternatives” allowed exploitation in his framework: “Even il-
literate poor workers will be paid what they are worth, if employers can obtain
their services only by competing for them” (Bauer 1958b, 8). Since wage regu-
lation stifled growth and limited employment, employers were denied oppor-
tunities to compete and were more likely to be forced to become exploitative
(Bauer 1958b, 9). “Contrived scarcity,” he suggested, had led to a misallocation
of resources, whereas diminished current production and future growth poten-
tial had led to a reduction in national income (equated to the volume of possi-
ble investment) and to a “lesser flexibility and adaptability of the economy”
(Bauer 1958b, 9).3

In 1958 it was Ernst Bieri*® who summarized the Princeton conference for
Neue Ziircher Zeitung (NZZ). He covered neither the presentation of Bauer’s
papers nor the subsequent discussion. Bieri warned against romantic illusions
about foreign aid for farmers in the Third World. He called for investment in
infrastructure to promote the transition away from farming in the industrial-
ized world, and he repeated calls to continue focusing on agriculture rather
than industry in the developing world. NZZ authors continued to paint a
rather conservative picture of the MPS to the outside world by 7ot reflecting
the formation of the distinctly neoliberal development discourse. Contrary to
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the impression that was promulgated, we can gather further evidence in sup-
port of a new direction and program from the first volume of the MPS Quar-
terly (edited by Hunold).?*

John Davenport stressed the “positive program” contained in Bauer’s work
in response to frequent accusations levied against the neoliberal right of “just
being negative” (MPS Quarterly 1 1959, 7): Foreign private investment com-
bined with the adequate efforts of developing countries, “which can develop
normally and naturally by sticking to well-tested economic principles—the
principle of sound money, for instance, and the principle of limited versus un-
limited government” (Davenport 1959, 7).*> However, David McCord Wright
felt that in order to not be perceived in a purely negative fashion, “we will
have to give some direct aid in addition to the military aid, as a diplomatic
move more than anything else” (MPS Quarterly 1, 1959, 8; emphasis added).

Some of the participants were at odds with Davenport’s presentation of
Bauer’s principled position against foreign aid. Gudin did not agree with
some statements of Davenport (who apparently had suggested “that blank
cheques” were a common foreign aid practice), and he referred to his fellow
MPS member Erik Lundberg’s position on private foreign investment: “some-
times it is very costly to the country which receives it” (MPS Quarterly 1, 1959,
23), because second-rate machinery had been imported at high interest rates,
for example. Gudin also would “not include Professor Nurkse’s book and the-
ories among those which have been mentioned by Bauer as the ‘planifactor
sort of people’” (MPS Quarterly 1, 1959, 21).

Obviously using blunt instruments to define the adverse discourse, Bauer
helped to (over)define what in retrospect appears to be a dominant and co-
herent structuralist paradigm of development economics in the immediate post-
war period. Considering the “confusions” that prevailed among MPS mem-
bers with regard to the development discourse—lack of confidence in the
market and support for state aid—the more nuanced positions within the op-
posing camps arguably had to be ignored to achieve sufficient contrast be-
tween the camps, and to positively define and align neoliberal perspectives over
the coming years: Peter Bauer’s foundational academic contribution, the
Cambridge handbook The Economics of Underdeveloped Countries (commis-
sioned by C. W. Guillebeaud and Milton Friedman), had in any case already
appeared in 1957, as had his Economic Analysis and Policy in Underdeveloped
Countries (Cambridge/Duke). It would still take some time, of course, until
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the Economist could report on May 4, 2002 that Bauer was to the idea of the
Third World as Hayek was to socialism. Lord Bauer’s obituary would be titled
“A Voice for the Poor” (p. 93; emphasis added).

Although a lot of work remained to be done on the road to intellectual hege-
mony, the group of neoliberal development theorists was already well estab-
lished by 1958. The Mexican MPS member Gustavo R. Velasco mentioned
visits by Louis Baudin, a recent lecture by Frankel in Mexico City, as well as
talks and general statements at MPS meetings by the founding members Al-
lan Fisher and Friedrich August von Hayek in his contribution to the Prince-
ton discussion. Gudin relied on Lundberg, Frankel referred to Ferrero, and so
forth. Although the positions of MPS members like Répke, Benham, or
Bauer diverged in important ways, they heavily relied on each other as seen in
their overlapping arguments against state interventionism and planning. Fur-
ther research is needed to more precisely establish if and to what extent aca-
demic publications drew on a pool of talent organized in the invisible and
transnational college of the MPS.

Fortune's Davenport eventually went far beyond Bauer by adding some de-
tails to the foreign aid discussion. His remarks illuminate some of the carly
victories scored by the neoliberal/neoconservative camp in the United States.
He pointed out that Rostow and Millikan’s proposals (to which Bauer had re-
ferred) only required the recipient country to establish a system of forced sav-
ings and to present a development plan. Davenport shared the information
with his audience that the Kennedy/Cooper resolution to back India’s five-
year plan with substantial U.S. aid had been defeated, though he cited a cer-
tain Mr. Morley to stress that this resolution was “a fairly frightening phe-
nomena” (MPS Quarterly 1959, 7). The quoted Mr. Morley, like Milton
Friedman, was on the advisory board of the American Enterprise Association
(AEA), which subsequently became the American Enterprise Institute (AEI).
Peter Bauer’s United States Aid and Indian Economic Development was pub-
lished by the Association in 1959 (with an introduction discussing the flaws of
the Kennedy/Cooper resolution). Already in 1954, AEA had published Karl
Brandt’s work on agricultural price controls, a topic that was also of interest to
Milton Friedman at the time (see Strassmann 1976, 282).

Davenport added another detail (reminiscent of Répke’s 1953 association
of development, full employment, the welfare state, and planning) and sum-
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marized Bauer’s papers to describe “this whole theory of economic develop-
ment . . . [as] part and parcel of the theory of the Welfare State” (p. 6). The
planned economy and the welfare state defined what could not be considered
among principled neoliberal perspectives of development, which in turn had
to be developed to figure out what the state and other forces should do in an
effort to eventually come up with a positive, potentially competitive program.

Davenport clarified the way in which an important link between neoliberal
and security concerns remained after all. Unlike Bauer’s works, Davenport’s
left no doubt about which international policy the United States should de-
velop. If there had been no communist menace requiring costly military ef-
forts, he wrote, “it might well have been possible to be a little more indulgent
toward the Welfare State and some of its experiments. . . . I think, however,
that in the grim situation in which we stand we can go much further. We can
say, ‘The Welfare State is not only wrong in principle. It is, in this setting of the
need to maintain a firm military position, a complete impertinence’” (MPS
Quarterly 1, 1958, 8).

Conclusion: 1950s Pluralism in Development Theory

Looking back at the early MPS conferences, we note a growing self-confidence
within the neoliberal camp with regard to the development theme. Although
many intellectual and real components and circumstances needed for the sub-
sequent rise to hegemony were still missing, many internal obstacles had been
identified and addressed: Peter Bauer in particular clarified the neoliberal vi-
sion with regard to foreign aid. Bauer overcame the previous lack of confidence
in entrepreneurship and market relations in the developing world within the
neoliberal group of scholars and intellectuals steeped in colonial economics.
Bauer’s work manifestly documents a neoliberal reasoning in which economic
considerations are no longer subordinate to security concerns. Other contribu-
tions recognized and addressed specific needs with regard to capitalist agricul-
ture in developing countries, and the manifold battle lines with competing dis-
courses were more readily identified: the neoliberal war of position (Gramsci)
could be fought more easily toward the end of the 1950s. At this point in time,
organized neoliberals in science and politics had already developed an impor-
tant network of intellectuals (as well as a few think tanks and corporate and po-
litical foundations) across borders, which operated in a more pluralist environ-

ment. A wide variety of perspectives articulated the emerging and evolving
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constellation of social forces between and within the First, Second, and emerg-
ing Third Worlds.

Ascher (1996, 314) recognizes the early pluralism when he refers to
Hirschman, who argued in 1981 that in the early (and formative) period of the
field “neoclassical economics was competing with Marxism, neo-Marxism,
and a distinctive development economics,” although neither Ascher nor
Hirschman recognized the distinctiveness of the neoliberal participants in the
debate. Meier and Seers (1984, 22) came somewhat closer in their effort to de-
scribe Western mainstream pluralism of the early days: “Some may choose to
summarize the mainstream development economics of the 1950s as being
structural, shaped by trade pessimism. . . . But there were crosscurrents, and
the period was characterized by vigorous debate over some leading issues. Es-
pecially notable were controversies over balanced growth versus unbalanced
growth, industrialization versus agriculture, import substitution versus export
promotion, planning versus reliance on the market price system. The debates
of some of these issues are still unresolved.”

The early formation of the distinctly neoliberal discourse and the transna-
tional social forces nurturing it in any case have escaped due attention. A fu-
ture analysis of the neoliberal development discourse and thought collective as
evidenced by MPS conferences and networks from the 1960s to the present
time is likely to yield a better understanding of why many debates of long-
standing issues are still unresolved indeed.

Notes

1. Parallel to my own research at ICAS/NYU (2004/5), Yves Steiner at the Centre
Walras Pareto—Université de Lausanne has been conducting his Ph.D. research (“L’af-
frontement des néolibéralismes au coeur du renouveau libéral: les débats de la Société du
Mont-Pelerin (1947-1960)” on this topic. (Compare his chapter on trade unions, Chap-
ter 5 in this volume). This chapter has benefited strongly from his critical comments.

2. Development issues were discussed at sixteen of the thirty-two general meet-
ings between 1947 and 1998 by a total of 110 MPS members and guests (including
Anne Krueger and Jagdish Baghwati; see Liberaal Archief, 2004). In addition, a total
of thirty speakers discussed development issues at nine of seventeen regional MPS
meetings held between 1966 and 1990, according to the conference programs available
at the Hoover Institution’s MPS archive. While Peter Bauer and Herbert Frankel con-
tributed most frequently to the conferences (six and four times, respectively), Hartwell
(1995) fails to help understanding the long-term collective effort.
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3. Toye (1993) and Colclough and Manor (1991) do not venture far beyond an
ideological critique of individual authors and the field’s intellectual history. Toye
briefly alerts his readers to the significant role played by the Institute of Economic Af-
fairs and news media (Toye 1993, 93—94), and Colclough (1991, 7 and 22-23n5) alerts
us to the fact that “some neo-liberal economists secured strategic advisory or executive
posts in government and international agencies.” For an introduction to more than
one hundred neoliberal think tanks around the globe founded or run by MPS mem-
bers, see Plehwe and Walpen (2006).

4. The conference was attended by fifty-three participants and six guests, eighteen
from the United States, and all the others from Europe (Hartwell 1995, 92). MPS
membership had grown to 167. Funding was raised by E M. Morisot “on behalf of a
group of French members and Friends,” according to Hartwell (1995, 92). In fact. the
meeting was financed by the Centre National du Patronat Francais (CNPF), a key
employer organization that also founded the French Association de la libre entreprise
(ALE) at the price of nearly 2 million francs (equivalent to contemporary €39.000) in
1947. ALE was directed by Georges Villiers, the president of the CNPE and led by
Georges Morisot, an engineer at Michelin (see Denord, Chapter 1 in this volume).

5. Frederic C. Benham was part of the British LSE group of liberals that gathered
around Robbins. He carried LSE influence to Singapore and Australia, where he was a
lecturer at the University of Sidney from 1923 to 1930 (Apel 1961, 17; Hartwell 1995,
18). Benham helped translate Gottfried Haberler’s (1968) The Theory of International
Trade, with Its Applications to Commercial Policy. At the time of the Beauvallon confer-
ence, Benham served as economic adviser to the government of Malaya (Hartwell
1995, 89). Two years later Ropke (1953, 84) referred to him as a financial adviser to the
British governor of Singapore. His textbook, entitled Economics, appeared in 1949 in
its fourth edition (compare Tribe, Chapter 2 in this volume).

6. “Haberler is one of the great figures of international economics of the twenti-
eth century. He played a crucial role in the construction of the modern pure theory of
international trade by introducing the opportunity cost approach (which replaced the
confusing real-cost approach espoused particularly by Viner) This new approach clar-
ified the nature of the gains from trade and the law of comparative advantage and
went beyond Ricardo’s special constant cost case. . . . In addition, Haberler’s classic
textbook . . . has laid the foundation for much later work. It sorted out (and usually
demolished) many arguments for protection” (Corden 1987, 84; compare Bair, Chap-
ter 10 in this volume).

7. “Industrialization was not part of colonial economics because the comparative
advantage of the colonies was held to be the export of raw materials for the industries
in the metropolitan countries” (Pieterse 2001, ).

8. This 1954 collection (edited by Hayek) was published “by a commercial publisher,
with Society support but without its imprimatur” according to Hartwell (1995, 93).
He thus freely admits the hiding away of organizational ties between the contributing
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scholarly individuals. The book was in fact published by both University of Chicago Press
and Routledge. The historical revisionism in this area, with particular regard to Marxist
accounts of the history of industrialization (aiming to contradict claims about a decline in
living standards of workers; see Hartwell 1995, 94), played a prominent role in the devel-
opment discourse as evidenced in Benham’s paper. The interdisciplinary composition of
the MPS deliberately sought by Hayek evidently eased the promotion of interdiscourses.

9. Wilhelm Répke was an economics professor at Philipps University, Marburg,
during the Weimar Republic. An eatly conservative opponent of the Nazis, he fled
Germany for Switzerland (via Amsterdam and Istanbul). After the war, he became a
key activist of the neoliberal and neoconservative right. His idea to found a neoliberal
journal was eventually merged with Hayek and Hunold’s initiative to found the MPS.
Répke frequently contributed to MPS meetings and served as president from 1961 to
1962 when he resigned over the Hunold/Hayek affair (Walpen 2004). Zmirnak (2001)
links his heart attack in 1962 leading up to his eventual death in 1964 to the tumul-
tuous ending of his leadership in the MPS.

10. Leduc’s (1952) report “Le sous-devéloppement et ses problémes” was originally
written as a report to the Congres des Economistes de langue francaise (Répke 1953,
64). Leduc was a co-founder of the French neoliberal think tank Association pour les
Libertés Economiques et le Progres Social (ALEPS; see Denord, Chapter 1 in this vol-
ume). Between 1961 and 1978, Leduc contributed five papers to MPS conferences. He
served as MPS president from 1974 to 1976.

11. Apart from the affinities to colonial economics, Ropke’s nostalgic reasoning
considers industrialization truly a mixed blessing in the West because of its tendency
to help destroy the original culture through economic and political centralization.
Roépke wanted every man to be a farmer (cf. Zmirnak 2001, 179-180).

12. Henry Hazlitt (1894-1993) was a highly influential New York-based journalist
writing for Newsweck, the Wall Street Journal, the New York Times, the Nation, the
American Mercury, the Freeman, and the like. He won fame for his popular scientific
Economics in One Lesson (1946). A founding member of MPS and the U.S. Philadel-
phia Society, Hazlitt contributed five papers to MPS meetings. Murray Rothbard de-
scribed Hazlitt’s paper (subsequently published by the Foundation for Economic Ed-
ucation in 1951) as a “brief pamphlet” in which his 1947 analysis “Will Dollars Save the
World?” was applied to foreign aid (www.mises.org/hazlitt/hazlittbib.asp).

13. S. Herbert Frankel (1903-1996) taught in Johannesburg, London, and Oxford,
and published widely in development economics and monetary theory. Frankel con-
tributed three papers to MPS meetings, chaired one session, and was an active partic-
ipant in various discussions of development and labor issues.

14. John Jewkes (1902-1988), an Oxford economist, was a founding member and
president of the MPS (1962-1964).

15. Interestingly, Ropke refers several times to Ragnar Nurkse and discusses his
work with great care. Nurkse’s critique of disguised unemployment, of Keynesian em-
ployment strategies, of endogenous capital formation, and of forced savings are all
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positively noted, though Répke blamed him for mistakenly assuming a general con-
straint on profitable expansion of original production (Ropke 1953, 98-100). Despite
his association with the structuralist paradigm, Ragnar Nurkse was closely tied to the
emerging neoliberal group of scholars. He had participated in Mises’s Privatseminar,
and the Austrian Institute for Trade Cycle Research financed his 1935 study Interna-
tionale Kapitalbewegungen (Feichtinger 2001, 187 and 193, respectively).

16. The 1956 Berlin conference also featured a paper on underdeveloped countries.
Unfortunately, Louis Baudin’s “Soviet Expansionism in the Under-developed Coun-
tries” is not available at the Ghent Archive (see Liberaal Archief 1994). However, the
primary concern of the 1956 conference was “The challenge of Communism and the
response of liberalism” (the conference title).

17. Albert Hunold (ed.), 1961: Entwicklungslinder. Wahn und Wirklichkeit.
Erlenbach-Ziirich (including the discussion of the 1960 Kassel meeting of MPS),
Lateinamerika—Land der Sorge und der Zukunft. Erlenbach-Ziirich 1962, Afrika und
seine Probleme, Erlenbach-Ziirich, 1965.

18. Alexander Riistow (1899-1966), professor of economics, opposed the Nazis in
Germany and eventually fled to Istanbul. After World War 11, he held a chair in eco-
nomics and social sciences at the University of Heidelberg, and headed the Alfred
Weber Institute. His Ortsbestimmung der Gegenwart (three volumes) is sometimes
placed next to Popper’s Open Sociery, Hannah Arendt’s “Elemente und Urspriinge to-
taler Herrschaft,” and Adorno and Horkheimer’s “Dialektik der Aufklirung.” To-
gether with Wilhelm Roépke, Riistow determined the crisis of liberalism in its
economism. The threat of totalitarianism required a complete new beginning in the
social sciences, they argued at the founding conference of the MPS (Walpen 2004,
58). Riistow helped to set up and run the early German quasi-partisan think tank
Arbeitsgemeinschaft Soziale Markewirtschaft (in support of Erhard’s social market
economy; see Schindelbeck and Ilgen 1999). Within MPS, Riistow participated in
seven panels between 1950 and 1961, and he intervened three times in the develop-
ment deliberations.

19. “The old imperialism—exploitation for foreign profit—has no place in our
plans. What we envisage is a program of development based on the concepts of demo-
cratic fair dealing” (Truman cited in Esteva 1992, 6).

20. Arthur Shenfield was an LSE-trained economist with focus on labor and the law
who worked at the Institute of Economic Affairs. He was a member of the Longbow
group, launched in 1965 after the Tory defeat in 1964 to form a coherent conservative
philosophy (Cockett 1995, 165). Hartwell emphasizes that Shenfield was a distinguished
economist, though he did not hold a university position. Shenfield delivered no less
than thirteen papers to MPS general meetings between 1954 and 1986, served three
times as a chairman of panels, and, as acting president of the Society, delivered the pres-
ident’s lecture in 1974. At MPS meetings, Shenfield mostly spoke on trade-union is-
sues. Only once did he again venture out into the development-related sphere, calling
for the abolition of the International Labor Organization in his 1984 paper.
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21. Shenfield’s co-speaker Giscard d’Estaing went even further in this direction.
He understood anticolonialism as an “explosion de xénophobie, du coté negative,
Cest-a-dire de racisme, due coté positif” (Giscard d’Estaing 1957, 2).

22. Karl Brandt (1899-1975) was the founder and director (1929-1933) of the Insti-
tute of Agricultural Market Research at the Berlin University of Agriculture (later ab-
sorbed by Humboldt-Universitit). Brandt was one of the 167 academics rescued in 1933
by the New School for Social Research (in collaboration with the Rockefeller Founda-
tion). He eventually joined the faculty of the Food Research Institute at Stanford Uni-
versity (founded in 1921 with financial support from the Carnegie Corporation) and
served on President Eisenhower’s Council of Economic Advisers (1958-1961). A found-
ing member of MPS, Brandt presented papers or chaired panels ten times between 1947
and 1962. He quit the Society in 1962 and called for its liquidation because its atmos-
phere of friendship and cooperation had been destroyed and because of the
Hunold/Hayek affair (Hartwell 1995, 136-137; Walpen 2004, chapter 3). But he later
presented a paper at the 1970 conference in Munich (Liberaal Archief 2004).

23. Ironically, the Princeton and subsequent Oxford meetings almost witnessed the
collapse of the transnational neoliberal community instead of an increasing reputation.
Hartwell (1995, 100-103) blamed Albert Hunold’s authoritarianism in managing the
MPS, but Hunold and others were at odds with Hayek and others on the fundamental
tasks of the MPS, pitting political against long-term intellectual goals (see Walpen
2004, 131-138). Unfortunately, Hartwell provides no detailed background on Machlup’s
concerns over the American organizing committee’s discussion of the Princeton confer-
ence program. Other research demonstrates conflicts of interests between donors (in-
cluding members) and academic intellectuals as a possible further element of the sub-
stantive conflict between the Hunold and Hayek camps (see Phillips-Fein, Chapter 8 in
this volume). In a rare departure from the usual restraint on political declarations, the
Princeton meeting issued a proclamation signed by about twenty MPS members. The
proclamation expressed gratitude for the United States” “historical role . . . in the pres-
ent struggle for the survival of liberty and human dignity against the forces of Com-
munist tyranny, aggression and subversion” (MPS Quarterly 1959, 8). This would sug-
gest a link between Hunold and U.S. donor interests, contradicting somewhat
Hartwell’s narrative of Hunold “endangering” all the arrangements.

24. E. Gudin (1886-1986), an engineer by training, taught economics and served in
the Ministry of Agriculture. He was a Brazilian delegate to the IMF Directorate from
1951 to 1956, and he was vice president of the International Economic Association in
1959. Gudin joined MPS in 1954. Beyond one paper and two further interventions in
Princeton, no further record of interventions exists at general meetings. Together with
Roberto Campos and José Merquior he was one of the most important neoliberal in-
tellectuals in Brazil (Gros 2003, 123).

25. During the MPS discussion on Bauer’s papers (see below), Romulo Ferrero
refers to “the great agricultural authority . . . Prof. Schultz” whose point against dis-
guised unemployment was more or less repeated “only a few days ago” by Professor
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Gudin (MPS Quarterly 1959, 24). On Schultz’s role at Chicago, see Van Horn and
Mirowski, Chapter 4 in this volume).

26. Peter T. Bauer (1915—2002) arguably was the most prominent development econ-
omist in the ranks of the MPS. Born in Hungary, Bauer came to Cambridge in the UK
to study economics in the 1930s. On the basis of his fieldwork in Africa and Southeast
Asia, he rejected the “dual economics” (Hirschman) perspective, and he vigorously op-
posed national planning and foreign aid. Bauer mainly taught at LSE undil his death in
2002. Margaret Thatcher awarded Bauer the lordship in 1983 (on a recommendation by
Bauer’s fellow MPS member Sir Alan Walters (http://politics.guardian.co.uk/politicso
bituaries/story/0,1441,710597,00.html). Between 1951 and 1990, Bauer contributed to
nine MPS meetings (contributing eight papers and chairing a panel). Bauer eventually
received the first Milton Friedman Prize of the CATO Institute, worth half a million
U.S. dollars (www.cato.org/special/friedman/bauer/index.html, accessed April 10, 2005).

27. In addition to John Davenport’s (Fortune) presentation, seven interventions re-
flecting the cosmopolitan character of the MPS (by Canadian economist David Mc-
Cord Wright, Mexican legal scholar Gustavo R. Velasco, Japanese economist Nobu-
tane Kiuchi, development economist S. Herbert Frankel, Ludwig von Mises, Eugenio
Gudin, and the Peruvian legal scholar Romulo A. Ferrero) were documented.

28. The MPS Quarterly editor (Hunold) also alerted readers to “another article (by
Bauer) . . . published in ‘Economic Journal’ . . . 1959 . . ., a splendidly written critical
analysis of the ideas expressed in three books recently published by Gunnar Myrdal”
(MPS Quarterly 1, 1959, 26).

29. Quality-of-life (anticonsumerist) arguments later became popular on the left,
and development statistics became an important area of contestation. The Economic
Freedom of the World Indexes (by Frazer Institute and the Heritage Foundation) were
originally conceived at MPS meetings. While Cuba does well in the UN human de-
velopment index, it is at the bottom of the Economic Freedom index (see Plehwe and
Walpen 2006).

30. Bauer does not discuss U.S. protectionist measures against Japan (the “voluntary
export restraints” established in 1957), which led Japanese investors to start production
in Hong Kong (Bonacich et al. 1994). Jennifer Bair brought this to my attention.

31. Rosenstein-Rodan would probably have suggested developing missing qualifi-
cations. In general, neoliberal scholars apply a two-level argument: planning and re-
distribution does not work in principle, but even if the ideal plan could be designed,
implementation would be impossible.

32. Bauer used South Africa’s skilled white labor force to illustrate his argument.
These privileged workers succeeded in fending off new entrants (poor white and black
workers) by wage regulation and an “industrial color bar enforced by custom and trade
unions” (Bauer 1958b, 12). Apartheid in this perspective was caused in no small measure
by the institution of wage regulation, though it would be interesting to understand
what Bauer referred to as “custom.” The South African case particularly bolstered his
claim of the (negative) effects of wage regulation beyond the economic sphere.
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33. Ernst Bieri (1920-), theologian, worked (like Carlo Métteli) for Neue Ziircher
Zeitung (from 1946 to 1966) and for the Swiss Bank Julius Bir. He joined the MPS in
1956-1957.

34. This publication was controversial from the beginning, and later, disagreement
would erupt, also owing to the journal, “more or less. . .a personal initiative by
Hunold” (Hartwell 1995, 103).

35. Ludwig von Mises seconded the idea of emphasizing the enormous importance
of foreign private investment that was not accounted for in Ricardo’s trade theory,
and Kiuchi reported that planners in Japan had to scrap the first five-year plan be-
cause the economy grew much faster than planned (MPS Quarterly 1, 1959, 20 and 15,
respectively).
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Business Conservatives and

the Mont Pelerin Society

KIM PHILLIPS-FEIN

Historians of the conservative intellectual movement in the United States
have generally depicted the thinkers who rejected liberalism in the 1940s and
1950s as idiosyncratic and iconoclastic figures on the margins of American life.
“What seems, in retrospect, most remarkable about the leaders of this move-
ment in these early years was their tenacity in the face of an often hostile envi-
ronment,” writes historian George H. Nash, in his magisterial 1976 analysis of
the rise of conservatism as an intellectual force.! This historical judgment
largely echoes the beliefs of the participants themselves. Many conservative in-
tellectuals of the early postwar period—a group that includes traditionalist
philosophers like Richard Weaver and Russell Kirk as well as the Austrian
economists and early libertarians—felt themselves to be sharply at odds with
the rest of the modern world, out of step with the commonly accepted faiths of
their day. They saw themselves as especially distant from the business world,
which they believed had accepted the basic tenets of New Deal liberalism.?
Buct the early history of the Mont Pélerin Society suggests that intellectual
critics of New Deal liberalism—especially those who were most active in de-
veloping the network of neoliberal thinkers—did not entirely lack support

among businessmen. For within the American business community, opposi-
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tion to the New Deal and to Keynesian political economy did not cease with
the end of World War II. On the contrary, a small community of business lead-
ers who had been ardent opponents of the New Deal during the 1930s contin-
ued their political work in the 1940s, the 1950s, and beyond. This group,
which included retired executives, businessmen from small companies, and
management at larger corporations, tried to fight the power of New Deal lib-
eralism in a variety of ways—by struggling to change labor law to make it less
sympathetic to unions; by disseminating strategies companies could use to
fight unionization of their employees; and ultimately by supporting candi-
dates who could take their message into electoral politics. This small commu-
nity of businessmen was delighted to learn of the work of Friedrich Hayek
and Ludwig von Mises, and they helped to form a supportive network for the
Austrian thinkers in America. A few even became deeply involved with the
Mont Pélerin Society (MPS), providing financial support that was critical for
the MPS’s growth and development. Although these businessmen were not
exactly neoliberal in their orientation—they lacked a high level of theoretical
sophistication, and, in general, they did not develop a perspective geared to-
ward using the state to further the power of the market—they found much to
identify with in the MPS project and the work of Hayek and Mises.?

These business critics of New Deal liberalism supported a wide range of or-
ganizations during the 1940s and 1950s. Some of the groups they worked with,
like the National Association of Manufacturers, focused on mobilizing busi-
nessmen themselves, disseminating antiunion strategies and orchestrating pub-
lic relations campaigns. Others, like Fred Schwarz’s Christian Anti-Communist
Crusade, were populist organizations seeking to educate ordinary citizens about
the threat of the far left.* But one of the most significant areas of activity for
business conservatives in the postwar years was in creating and funding conser-
vative think tanks such as the Foundation for Economic Education (FEE) and
the American Enterprise Association (AEA—the organization eventually
changed its name to the American Enterprise Institute). These think tanks were
devoted to articulating an economic philosophy centered on the idea of the free
market and disseminating this vision to intellectual elites—journalists, politi-
cians, businessmen, and academics. Such intellectual organizations were, in a
sense, the ideal social technology for business conservatives. Through funding
think tanks, the business opponents of the New Deal could bring ideas reflec-
tive of their broad political views—not simply their immediate interests—into
the intellectual life of the nation, and they could do so regardless of whether or
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not such ideas could command support in elections or compel a mass-based or-
ganization. The partisan think tanks functioned almost like a political party, in
terms of developing and refining ideology and relating it to matters of immedi-
ate concern. Yet their great strength from the standpoint of the businessmen
who funded them was that they were able to operate without any real need for a
popular organization.

The Mont Pélerin Society differed in important ways from the FEE and
AEA, which sought to popularize free market economic ideas and to intervene
in policy debates. By contrast, Friedrich Hayek, the founder of the MPS,
wanted to create an organization that would serve as a space of free intellec-
tual inquiry, where social scientists and expert thinkers devoted to the idea of
the free market could meet to discuss and refine their thought. The remove of
the MPS from the rough-and-tumble world of policy debate, as well as the
central roles played by European, non-American intellectuals in the organiza-
tion, might have seemed to make it an unlikely candidate for support from
American businessmen. But the Society, along with the domestically oriented,
partisan political think tanks, benefited from the active participation of the
network of American business conservatives. This was most evident in the
fund-raising drive for the first American meeting of the MPS in Princeton in
1958, which the Society pursued almost entirely at the behest of Jasper Crane,
a former executive of the DuPont Chemical Company who did the brunt of
the fund raising from other businessmen to raise money for the meeting.
Crane’s enthusiastic commitment to building the American meeting, as well
as the participation of the other businessmen whom he sought to involve in
the group, suggests a different view of the Society’s history, and in turn, of the
intellectual history of the postwar right—one in which the lines between busi-
ness conservatism and the world of intellectual life cannot be so neatly drawn.

This is not to suggest that the ideas developed by the intellectuals of the
MPS were directly influenced by the funding role played by men like Crane,
but rather that American business conservatives viewed the development of
free market philosophy with great interest, recognizing it as an elegant, sophis-
ticated statement of their world-view. Nor is it to argue that the relationship
between the intellectuals and their patrons in the business world was always
smooth or easy. On the contrary, the businessmen feared that intellectual or-
ganizations would prove insufficiently loyal in the political arena and that their
unrestrained agenda would mean that they advanced arguments that did not
necessarily help the political cause. Hayek’s relationship with Crane and with
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his other business supporters was at times rocky and strained, as the Austrian
thinker had no intention of allowing his Society to become either a propagan-
distic organization or a plaything for rich men. By and large, however, both the
businessmen and the intellectuals understood their usefulness to each other.
The relationship between Hayek and Crane was an early example of a busi-
nessman providing financial and political support for free market ideas—as
many more would in subsequent years, helping the ideology of the market-
place become ever more prestigious and powerful as the twentieth century
went on.

Moreover, the relationship between the MPS and business conservatives
suggests the important and often unrecognized role that international
thinkers played in the rise of the American right. The conservative movement
in the United States is often thought to reflect a distinctly American set of in-
dividualistic values and a uniquely American antipathy to powerful central
governments. But the history of the MPS and its interactions with the busi-
ness right indicates that the ascendance of free market ideology cannot be un-
derstood solely as an American phenomenon, for it grew in tandem with the
development of an international community of economists, political scien-
tists, and other academics committed to the vision of dismantling the welfare
state and reconfiguring society to allow the market greater freedom.

Seeking a Bible of Free Enterprise

Jasper Elliot Crane, the MPS’s most active business supporter in its early years,
was born in 1881 in Newark, New Jersey. The child of local elites, Crane at-
tended Princeton, and shortly thereafter began his lifelong association with the
DuPont Company. He became a vice president of the company, and worked
there until his retirement in 1946. The DuPont Company had been one of the
centers of opposition to the New Deal during the 1930s. Pierre du Pont, the
company’s president, and his brothers Lammot and Irénée, were prominent
conservative activists throughout the New Deal decade. While Pierre du Pont
had initially been a supporter of the Democratic Party in the election of 1932,
largely because of the Democrats’ opposition to Prohibition, he and his broth-
ers quickly grew disillusioned with Roosevelt and frightened by what they per-
ceived as strident attacks on business in the midst of the Great Depression. In
1934, the du Ponts founded the American Liberty League, an organization that
claimed to be devoted to teaching the American people about “the right to
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work, earn, save, and acquire property and to preserve the ownership and law-
ful use of property when acquired,” and in the process, mobilizing a vast pop-
ular movement against the initiatives Roosevelt was undertaking.’ In reality,
the group mostly issued shrill broadsides against the New Deal, warning of the
new era of class conflict and government tyranny that was arising in the United
States. As one pamphlet put it, the New Deal represented “the attempt in
America to set up a totalitarian government, one which recognizes no sphere of
individual or business life as immune from governmental authority and which
submerges the welfare of the individual to that of the government.”®

The American Liberty League failed to attract substantial popular or intel-
lectual support. Journalists portrayed it as an organization dominated by a few
very rich people, striking out to protect their class interests. Few intellectuals
were involved with the League; its speakers were mostly businessmen, lawyers,
and Democrats associated with Al Smith (Roosevelt’s opponent in the pri-
mary election). The organization quietly disappeared following Roosevelt’s re-
election in 1936. The failure of the League suggests the weakness of conser-
vatism in Depression America, especially as an intellectual force. As one
historian has put it, during the era of the New Deal in the United States, “a
coherent body of conservative thought scarcely existed, except to the extent
business philosophers had shaped absolutist ideas of laissez-faire to advance
the interests of private enterprise.”” Those intellectuals and writers who did
criticize the New Deal—thinkers like Frank Knight, Albert Jay Nock, Henry
Simons, and Walter Lippmann—frequently had lictle use for businessmen ei-
ther. Some viewed business as complicit in the New Deal, while others saw it
as inherently lacking in ethics and political principles. Either way, the old
world of laissez-faire championed by the Liberty League seemed dead.?

Although Crane attended some League functions and surely knew of its ac-
tivities, he was not a major participant. During the 1930s, he gave the occa-
sional public speech critical of the general direction of American politics. But
his real political involvement began only after he retired from DuPont in 1946.
Following this dramatic year, which saw not only the advent of the Cold War
but the largest strike wave in American history, Crane quickly became active in
a variety of organizations, all of which were dedicated to the general proposi-
tion that liberalism, even more than Soviet communism, was the gravest dan-
ger facing the United States in the postwar period. In the late 1940s and early
1950s, Crane served as a trustee for the Foundation for Economic Education.

He played a central role in the National Association of Manufacturers, where
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he chaired a Committee on Cooperation with Churches, which sought to dis-
suade churches from allying themselves with “movements to win greater social
protection and advantage for labor.”” Along with his friend J. Howard Pew, the
president of Sun Oil, Crane took on a leadership position in the National
Council of Churches, a lay organization devoted to winning control over the
mainline Protestant church back from the liberals and socialists whom they be-
lieved had won control over the Federal Council of Churches.!”

But even as he grew more deeply engaged in the world of political activism,
Crane sought a firmer theoretical and intellectual grounding for his work. This
was not simply a personal mission for him; rather, he felt that it was of the deep-
est political significance. Ideological incoherence, he thought, was one of the
greatest obstacles faced by opponents of liberalism. As Crane wrote to a friend
in 1945, he had been deeply impressed by another friend’s idea that “Christian-
ity made lictle progress until in the Second Century it had the writings of the
New Testament; Communism got nowhere until Marx wrote Das Kapital (read
by very few people at first but gradually gaining enormous influence); National
Socialism needed Mein Kampf to be effective.” Crane was looking, as he put i,

for the “New Testament of capitalism,” the “ ‘bible’ of free enterprise.”!!

Finding the Prophet

Crane met Hayek during one of Hayek’s trips to the United States following
the publication of The Road to Serfdom. The two were introduced in May 1946
by Loren Miller, of the Detroit Bureau of Governmental Research, shortly af-
ter William H. Luhnow (who worked for the Kansas City-based Volker Fund,
a foundation funded by a furniture manufacturer) proposed to Hayek that he
write a “Road to Serfdom” about trends in the United States.!? Miller, who had
helped arrange a public talk for Hayek in Detroit, thought that Crane would
be interested in the project. The two men had dinner together in New York a
few weeks later, along with Leonard Read of the Foundation for Economic Ed-
ucation and Ludwig von Mises (Read had become one of the strongest sup-
porters of Hayek’s old teacher, going so far as to help Mises publish his mag-
num opus Human Action, and Mises would soon start to work for the FEE). At
that New York meeting, Crane and Hayek discussed Hayek’s plans for what
would become the Mont Pélerin Society.!> The two men were a bit skeptical
about each other. “They seem to be doing very good work, though rather dif-
ferent in character from that which we are contemplating here,” Hayek wrote
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to Luhnow shortly after the meeting.!* Meanwhile, Crane wrote to Miller, ask-
ing him whether Hayek was Jewish and expressing his fears that “a group, half
of whom were Jews, would not be apt to be tinged with the collectivist thought
that is characteristic of reformed Jewry.”!> A few days later, he followed up with
an anxious telegram, telling Miller that he feared that the men who might
work with Hayek were “dubious or semisocialist” and that even in 7he Road to
Serfdom, Hayek had introduced “a note of compromise” that, “if carried fur-
ther by unsound men, [would] result in positive harm.” Crane told Miller that
he hoped Hayek would consult with Ludwig von Mises before starting any
new intellectual organization or project.'®

Hayek’s next contact with Crane came in the preparations for the first
meeting of the MPS. In return for paying the travel expenses of American
members going to Switzerland, Luhnow and the Volker Fund requested pet-
mission to invite some of their own picks: Walter Lippmann, E A. Harper of
FEE, Yale economist Fred Fairchild, and most of all Crane (who, Luhnow
wrote to Hayek, could be expected to pay his own way).!” Hayek was imme-
diately doubtful about Crane’s participation, although he suggested that per-
haps he could attend as an observer, if not as a full member. “After some dis-
cussion with my Swiss friends,” he wrote to Luhnow, “it had been agreed that
for this first conference we should ask as members only people who are in the
first place scholars or writers, in order to avoid any impression that the con-
ference has been instigated by any business interests.”*® Two days later, Hayek
wrote to Crane to tell him that from a strategic standpoint, it was not a good
idea for businessmen to participate in the initial meeting: “I think you will
agree that experience has shown that any effort in the sphere of ideas, if it is to
be effective, must avoid even the appearance of being dependent on any ma-
terial interests, and that for that reason we have been careful not to include in
the list of persons originally invited, anyone, however sympathetic with our
aims, who might be thought by the public to represent specific interests.”"”

Crane’s response to Hayek indicated his deepening interest in the Society
and his willingness to be involved—he even showed a distinct enthusiasm for
taking a backseat role to the scholars. He agreed with Hayek that businessmen
and dilettantes should not be publicly associated with the Society: “The con-
clusions reached, the philosophy developed, the suggestions made, and the
points raised for further inquiry will have, coming from men of the highest
scholarship, profound influence in the realm of ideas.” Perhaps most surpris-
ingly, the specifically nonpragmatic program of the MPS appealed to Crane.
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The new organization should not, he thought, attempt to get involved in pol-
itics, or even to participate in the types of broad ideological campaigns being
organized by the National Association of Manufacturers. “To attempt wide
propaganda would in my opinion be quite unwise and would indeed weaken
the potential usefulness of the society. That, as the need for it becomes mani-
fest, can be carried on by other instruments created for that very purpose.”

Still, Crane declined an invitation from Hayek to attend the first meeting
even as an observer. And despite his enthusiastic expressions of support, his
fears about the ideological heterogeneity of the MPS only intensified after the
first meeting. In June 1947, Crane wrote to Hayek that he was disappointed
by reports (likely coming from Leonard Read of FEE) that there were “ac-
cepters of collectivism” at Mont Pélerin: “Are you quite sure that all of the
American members, as I know some of them to be, are quite dependable?”*!
Hayek responded with a warning against the “tendency to create an unrea-
soning orthodoxy which treats traditional liberal principles as a faith rather
than a problem on which reasonable people may differ.” But Crane was not
impressed by the call to intellectual diversity.”> He argued that “the member-
ship should be as far as possible composed of people who are sincerely devoted
to the principle of human liberty,” and urged Hayek to “scrutinize” future re-
cruits with “great care.” Such fears notwithstanding, he did agree to join the
MPS as a full member.?

Even after joining the group, Crane continued to have doubts about the
ideological direction of the organization. In 1948, he sent one of his friends a
list of the new MPS members, in the hopes that the friend would review it to
make sure everyone was ideologically sound.?* In 1949, Crane wrote an angry
letter to Hayek about a paper by Frank Knight, “The Determination of Just
Wages,” which Knight had written for the Society’s annual meeting. (Knight
failed to attend the meeting, so it never was presented publicly.) The paper ar-
gued, among other things, that wealth was becoming progressively more con-
centrated in the United States, a point that Crane denounced as an idea
“which stems from Karl Marx.” To make matters worse, Knight had written
that “nineteenth century liberalism naively over-emphasizes freedom,” a point
Crane found “really shocking:” as he concluded, “Unless we uphold the sanc-
tity of the individual and cherish moral ideals, we are lost.”*

Yet despite his lingering uncertainty, Crane was not willing to give up on the
Society. At the end of 1948, he sent a copy of Hayek’s article, “The Intellectuals
and Socialism,” to his close friend and fellow activist, the Sun Oil executive
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J. Howard Pew. “I am a member of this Mont Pelerin Society,” Crane wrote
to Pew. “We will get some things of value from the foreigners, even though
they cannot understand our American idea of liberty.”?°

Despite Crane’s long-standing ambivalence toward the Society, Hayek
sought to cultivate him as a potential donor to the group, at some points gently
implying that his financial contributions would be helpful, asking him for help
directly at others. In the early years of the MPS, funds were a perennial source of
anxiety. Efforts to raise money to fund travel to conferences frequently failed,
leaving the Society dependent on the contributions of small think tanks like
the Volker Fund. The conservative businessmen who bankrolled many of the
initial think tanks—Iewis Brown of Johns-Mansville, a major roofing and insu-
lation corporation, who founded the American Enterprise Association, and
B. E. Hutchinson, a Chrysler executive and NAM regular who gave generously
to organizations like FEE—were not interested in the Mont Pelerin Society.
Many conservatives in the business community shared Crane’s chariness about
giving money to European intellectuals to do nothing in particular except meet
and talk to one another. The Rockefeller Foundation declined to make money
available to the Society, on the grounds that it would create a precedent for
funding requests from “Communist and dirigiste” organizations.”” In addition
to the broader questions of strategy and politics, American businessmen may
have been anxious about donating to the Society in part because of a 1950 con-
gressional investigation of the American Enterprise Association. The investiga-
tion pointed out that the group seemed to violate federal lobbying laws because
it was funded almost entirely by corporations, and newspaper reports lambasted
the organization as a “big business” group.?®

Because of the MPS’s trouble in raising money, Crane’s openness to the or-
ganization, however qualified, must have made Hayek hope that someday he
would be willing to donate funds. Late in 1948, Hayek wrote to Crane in
pointed tones of the difficulties he had faced raising money: “While I see daily
how for the international contacts of the leftish groups, and particularly the
Communists, almost unlimited means seem to be available and in conse-
quence the closest co-ordination of their systematic efforts possible, I have so
far failed to obtain any funds to speak of for similar endeavors on the liberal
side.”® Early in 1952, Hayek decided to more explicitly ask Crane for dona-
tions to fund an American meeting of the Society. He anticipated that this
meeting would cost about $30,000 to $40,000, and hoped that Crane and six
or seven other people would contribute $5,000 each.?® Crane responded that
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while he would be happy to give money, and thought the conference a “very
desirable affair,” the requested $5,000 would be “too big a share for me to
take.” He suggested a few additional people for Hayek to contact: the salt mag-
nate Sterling Morton (“he is very wealthy”), the Alfred P Sloan Foundation,
even the Rockefeller and Carnegie Foundations (Crane did not know of the
earlier frustrations with the foundations).?! Crane’s reluctance to become a
fundraiser ultimately helped to doom the plans for an American meeting in the
early 1950s. As Hayek wrote in a November 1952 circular to the Society’s mem-
bership, “The fact is that I simply have not found an American Dr. Hunold.”*

Building the Church: The First American Meeting

In 1956, Crane’s attitude toward the Society shifted. In November 1956, directly
following the reelection of President Dwight D. Eisenhower, Crane wrote to
Hayek to press him on organizing an American meeting of the MPS, saying he
thought it a “very important move.” Through such a meeting, “the American
public, and particularly the thinking people, would learn . . . of the widespread
advocacy of the liberal philosophy and its strong intellectual foundations.”?
Hayek responded in language that seemed designed to urge Crane to step up as
an organizer, saying that while he, too, thought an American meeting was of the
greatest importance— “any further development of the Society, indeed its fruit-
ful further existence, depends largely on the possibility of holding an American
meeting’—he himself was unable personally to devote the time to raising
money for such a meeting. “Unless some friends will take over the effort of
fund-raising for an American meeting, I see no prospect of success.”*

In a sharp departure from his 1952 position, Crane agreed to take a leading
role in fund-raising for the meeting, assuring Hayek, “I will be ready to make
an active effort to secure the necessary financial aid for such a meeting.” He
urged Hayek to invite J. Howard Pew (“a sound libertarian and a most gener-
ous supporter of worthwhile activities”) to join the Society, especially since
Pew would be able to raise and donate money to make the meeting possible,
and he again mentioned Sterling Morton, who Crane thought “might be a
large financial supporter of the Mont Pelerin Society.” Crane’s suggestions of
business supporters reflected a larger desire to change the composition of the
Society’s membership and to encourage exchange between businessmen and
scholars. It also likely reflected his earliest concerns about the ideological con-
sistency of the group. He concluded his note with a prominent postscript that
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seemed targeted at Hayek’s early reluctance to include executives in the orga-
nization: “While the membership of the Mont Pelerin Society is and should
be predominantly academic, I believe a small admixture of dedicated busi-
nessmen is desirable. As the European members get to know them, or I sup-
pose I should say us, they may lose some of their distrust of capitalists.”®
What accounted for Crane’s changed attitude toward the Society and his
new interest in raising money for an American meeting? It may have reflected
a shift in the nature of business activism following Eisenhower’s reelection.
Prior to the Eisenhower years, the business opponents of New Deal liberalism
hoped that the Republican Party, once back in power, would undo the New
Deal. But instead Eisenhower’s “moderate Republicanism,” which accepted a
Keynesian framework sympathetic to limited government involvement in the
economy, and which treated liberal social programs and labor unions as nec-
essary bulwarks against economic strife and social disorder, solidified the
political transformations of the New Deal era. In the 1940s and early 1950s,
business activism had largely consisted of broad public education campaigns
regarding the virtues of free enterprise, featuring newspaper advertisements,
mass-printed brochures, and other similar efforts informed by the desire to
impact political culture as quickly as possible by reaching as many people as
possible. They sought to carry out an essentially populist strategy, believing
that getting their point of view across was all that was needed to regain the
confidence of the masses. In the mid19sos, however, following the disap-
pointments of the Eisenhower era, conservative activists began to feel that
they would be more successful if they tried to shape the opinions of smaller
numbers of more influential people. They began to target their projects at ac-
ademics, clergy, journalists and politicians—people whom they felt would
have a disproportionate impact on the larger culture. A letter from William
Grede—president of Grede Foundries, a past president of NAM and a mem-
ber of the Board of the Federal Reserve Bank of Chicago (and, subsequently, a
member of the John Birch Society)—responding to a solicitation for dona-

tions from a NAM “education” campaign summarizes the shift in opinion:

I would say that I have recently become convinced that broad public edu-
cation programs are very expensive, not only in total but in terms of dollars
per unit of result. I recognize that there is a terrific amount of left-wing
propaganda, but most of it is free because about fifty years back they suc-
cessfully carried on a revolution in the so-called “intelligentsia”—the opin-
ion molding groups. I have come to the conclusion that more good will be
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accomplished with the same money by investing it in a counter-revolution
in this field. Convincing, for instance, the leaders in the education field,
and especially the economics education field, at our universities of the
soundness of our position, the education of university professors in the fields
of sociology and economics in the sounder principles and then in the instal-
lation of these kinds of people on our faculties.*®

Grede became a contributor to the Mont Pélerin Society, and it seems
likely that Crane’s own ideas regarding strategy moved along these same lines
at about the same time. (Grede went even further and began to fund-raise
himself for the Society—as he wrote in one of his letters, “A few of the con-
tacts I have made in Europe convince me that there is a small group that is
fighting back and at the very same sources that started the socialist revolution
of probably fifty years ago. They are beginning to make some headway.”)?’

Once Crane committed to the plan of an American meeting of the MPS,
he at last lived up to Hayek’s hopes as a fundraiser. Crane diligently raised
money for a year and a half, sending letters to dozens of prominent conserva-
tive businessmen and to small right-wing foundations. His initial pitch sought

to persuade businessmen that the esoteric group mattered:

While freedom in economic affairs still seems to be losing ground politi-
cally throughout most of the world, there is at least one encouraging sign.
Among educators there is more awareness of the concept of freedom, and
increased interest in it. Some of them even evidence a retreat from collec-
tivist philosophy, which has so long dominated academic thinking, and a
groping toward a better understanding of liberty. This is important, be-
cause what the highbrows upstairs talk about today has such a decisive in-
fluence on the public opinion of tomorrow.*
Crane urged the prospective donors to contribute to funding an American
meeting: “It is ironic that an organization to advance the ideas which have
found their fullest expression in America has never had a meeting here.”
Many potential donors turned Crane down. But he was able to persuade
thirty-three wealthy individuals to contribute to fund the American meeting
(he himself contributed $5,000, the very amount that he had deemed too
much only a few years eatlier). The du Pont family and DuPont executives do-
nated to the meeting. A small conservative foundation named the Relm Foun-
dation gave $5,000, as did J. Howard Pew. New York financier Jeremiah Milbank
(who would later play an important role in the small group of businessmen
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and conservative activists who drafted Senator Barry Goldwater to run for the
presidency in 1964), the United Fruit Company, U.S. Steel, the Ford Motor
Fund, and the Milliken Foundation (run by Roger Milliken, a textile manu-
facturer and major backer of Barry Goldwater, who shut down his factories
entirely after a union drive won) each contributed $1,000. The Winchester
Foundation contributed $3,000 at the behest of wealthy lawyer Pierre Goodrich,
and the Frederick Nymeyer Foundation, run by a business consultant, gave
$1,000. Smaller contributions came from Henning Prentis (of Armstrong Cork
Company), Sterling Morton of Morton Salt, retired Chrysler chair of finance
B. E. Hutchinson, the Beech Aircraft Corporation, and Grede Foundries, as
well as foundations like the Kennametal Foundation.’ The total amount col-
lected for the meeting was about $40,000.

Yet Crane’s new level of participation, which Hayek had so long sought, was
not without its complications. As Crane grew more active as a fundraiser, he
also began to try to intervene more directly in the internal life of the Society—
leading to a set of conflicts that are entirely absent from the official history of
the MPS.4! Because Crane was raising money, he sought at many points lead-
ing up to the meeting to influence the program and even the membership of
the group. Commenting on a draft of the program, Crane wrote, “I only hope
there is no slip-up by which any compromisers with basic principles would get
on the program. That sort of thing seemed to me to be very regrettable at St.
Moritz, but using the program that you have laid out it is not to be anticipated
at Princeton.” He was especially concerned with the chairmen that Hayek
would select, writing that he hoped they would be “men of extraordinary com-
petence and soundness.”#? After reading an essay by Wilhelm Roepke, Crane
wrote Hayek an anxious letter, expressing fears that Roepke would “attack lais-
sez faire in the American meeting,” and urging Hayek to think about how to
have the “maximum degree of prevention of attacks on free enterprise in the
American meeting.”#

Other members of the Society felt uncomfortable about the degree to
which Crane was attempting to shape the American meeting. Fricz Machlup,
a Johns Hopkins professor and treasurer of the society, wrote to Hayek after a
meeting of the financial committee, “Crane began with a discussion of your
program. I did not like the idea that this Committee should at all get into a
mactter which is entirely in your prerogative, but I did not say anything as
Crane began with a nice statement that he would not like to interfere but he
had a great interest in the program because of his assurances to the various
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donors.”* Hayek responded, “Crane is sometimes a little bit of a nuisance but
on the whole I have been fairly successful at disregarding suggestions from
him I did not like.”®

Meanwhile, Crane regularly consulted with his friends at the Foundation
for Economic Education and other activists and businessmen about the best
ways to quietly influence the program. This was an uneasy process, in part be-
cause of long-standing tensions between the FEE and the MPS. The FEE,
founded in 1946 by Leonard Read, the charismatic former president of the
Los Angeles Chamber of Commerce, sought to revive “freedom philosophy,”
sending polemical newsletters to its mailing list of over 28,000 subscribers and
reissuing classic works of market philosophy like Frédéric Bastiat’s 7he Law
and the writings of William Graham Sumner. Although Read admired Hayek
tremendously and adopted his vision wholeheartedly, Hayek and others in the
MPS had long been wary about the FEE and about its strength in the Ameri-
can free-market intellectual scene, viewing the FEE as an overly strident, sim-
plistic organization that alienated as many people as it persuaded. Karl Brandt,
for example, wrote that the FEE was “radical” and issued “cheap propaganda.”
Crane, on the other hand, considered the FEE “Number One in the institu-
tions for the maintenance of freedom.”¥’

The members of the FEE were well aware of the Society’s condescension.
E A. Harper, one of FEE’s staff libertarians, wrote to Crane, “Anyone who is
acutely sensitive to such things knows how much the officials of the Mont
Pelerin Society are on guard against invasion and capture by FEE, or any group
strongly centered around FEE.” The source of this discomfort, in Harper’s
view, was the Society’s insistence on appearing to be a space of neutral intellec-
tual inquiry, an attitude that the politicized FEE roundly rejected: “We have
acquired the label of intolerance to views differing from our own . . . and the
price we must pay for it is a degree of ‘cold shoulder,” a strong feeling of suspi-
cion whenever we appear to aggress.”*® At first, Leonard Read, the head of
FEE, was lukewarm about the idea of an American meeting. “Considerable ex-
pense is involved and I merely wonder if it’s worth the candle,” he wrote to
Crane.” Nonetheless, Crane consistently solicited Read’s opinions (and those
of Harper) on the program, although he was aware that he had to keep his ef-
forts to do so secret from Hayek. For example, in September 1957 he barred
Read from attending a meeting with Hayek: “While FEE men must be on
guard to make certain of the program for the proposed meeting in the United
States next year, this should be done with a maximum degree of tact, as the
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officers of the Society might resent any suggestion of domination by the FEE.”>

At the same time, Crane himself felt that the FEE was certainly on a par with
the Society. In a fund-raising letter to Irenee du Pont, he wrote, “The Mont
Pelerin Society is an international group which has been largely influenced by
FEE, though that connection is played down as we don’t want the foreigners to
think we are trying to run the show.”!

Crane’s deepening involvement in the conference ultimately came to
threaten the Society’s prized intellectual independence. Because he raised the
money for the conference, Crane believed that he had the right to ultimately
determine its program. As he wrote to his friend Rose Wilder Lane—the
daughter of Laura Ingalls Wilder and a conservative writer and activist in her
own right with whom Crane conducted a voluminous correspondence—he
“had no reluctance atall . . . to insist on sound statements from the speakers at
the Mont Pelerin conference.” He explained that while he did not want to be
“tactless so as to defeat my very purpose,” he had told Hayek that “I must thor-
oughly approve of the program if I am to raise the money for the meeting.”
He was especially interested in one point: he (and the other businessmen
donors) wanted Ludwig von Mises to play a more central role in the conference
than Hayek had originally envisioned. Philip Goodrich, a conservative lawyer
and an activist who contributed to the meeting, wrote to Crane to tell him that
he believed Mises should be invited to play a prominent role in the conference.
“This is Hayek’s society, of course, in the sense that he has been President of it
for a long time but there is also in this First American Meeting a top place for
Von Mises.” Crane relayed the message to Hayek. Hayek responded by
telling Crane that he would permit Mises to give a keynote address—and even
suggesting that Goodrich could speak after Mises if he so desired.”

Crane tried to bring businessmen into the Mont Pélerin Society. In early
June, he sent Hayek a long list of people to invite to the conference, including
B.E. Hutchinson (a retired chairman of the finance committee at Chrysler and
a financial supporter), Charles Hook (the chairman of Armstrong Cork Com-
pany), Lammot du Pont Copeland (a DuPont vice president), James Rogers of
the Ingersoll Milling Company, Robert E. Woods of Sears, Roebuck, Bradford
B. Smith of U.S. Steel, Roger Milliken, Olive Ann Beech (president of Beech
Aircraft Corporation), and Bernard Kilgore, president of the Wall Streer Jour-
nal.>> Hayek complied in some cases, but in others he drew the line. Crane
suggested inviting Ray Murphy, chairman of Equitable Life Insurance Com-
pany, whom Hayek not only asked to the meeting but also requested to deliver
a paper. The company responded that Murphy had retired—but that his suc-
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cessor, James E Oates, would be delighted to prepare and read the paper for the
Society. Hayek turned this offer down.>®

Crane also wanted to bring the European visitors from Princeton—where
the meeting was to be held—out to view the wonders of American industry in
the West. “I am exceedingly anxious that they see something of America beside
the Adantic Seaboard, for one of the great values of the meeting of the Mont
Pelerin Society is that these foreign economists, political scientists, historians,
and other educators, who know nothing of America, should receive on this visit
to the United States some idea of the American way of life, cultural values, and
philosophy,” he wrote to John Holmes, an executive of the Chicago meatpack-
ing firm Swift & Company.”” He hoped to be able to guide the foreign visitors
on a trip to visit the “the stock yards, one of the big banks—and in particular,
to tour corporations with conservative leadership, like Thompson Products and
Sears Roebuck, both of which were led by men who were conservative activists
(Fred Thompson and General Robert E. Wood).? In the end, Crane’s vision of
taking the scholars to Chicago, Cleveland, Detroit, and beyond proved to ex-
ceed the limits of the budget and administrative capacity of the conference. But
instead, on breaks from their meeting, the thinkers gathered in Princeton visited
Levittown, Tidewater Oil Company, U.S. Steel’s Fairless Works, and DuPont.”

The American meeting of the MPS took place on September 8-13, 1958, at
Princeton. It was the largest conference in the history of the Society, with the
most extensive program.®’ The keynote addresses were by Ludwig von Mises
(on “Liberty and Property,”) by conservative journalist Felix Morley (on “The
Meaning of Freedom,”) and by donor P. E Goodrich (“Why Liberty?”). The
program included panels on inflation (including papers by Milton Friedman
and journalist Henry Hazlitt) and the welfare state (businessman and John
Birch Society member William Grede gave a paper on the “Moral Effects of
the Welfare State”). But the conference did not go as smoothly as Crane had
wished. It was at this meeting that Hayek and others began to become acutely
aware of the strange behavior of their original patron, Dr. Albert Hunold. At
the meeting, Hunold’s behavior was erratic and belligerent. He demanded
changes in the menus that Crane had carefully ordered, refused to speak to
the host representing Princeton University and the Graduate College, and got
into screaming arguments with various people at the Princeton Inn (including
Alfred de Grazia, a Princeton professor who had volunteered to oversee details
at Princeton during the meeting). He failed to make appropriate arrangements
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with the public relations agency, Hill and Knowlton, which had been con-
tracted for the Society, and he also abandoned responsibilities for arranging
the Western trip. Worst of all, “from the platform he made slurring references
to the foolish policies of the United States, hardly becoming one who was a
guest in this country,” and “his economics seemed at variance with that pro-
fessed in the aims of the Mont Pelerin Society.”®! Hayek and others blamed
many of the failures of the meeting—the lack of publicity, the fact that the
Western trip did not come off—on Hunold.

From Crane’s point of view, Hunold’s breakdown must have indicated the
ultimate limitations of the MPS as a political vehicle. Despite all his careful
work, the meeting still had been disrupted by unpredictable Europeans. At the
same time, the mounting tensions with Hunold, which would nearly break the
MPS apart in future years, may have had another lesson for Hayek and others:
the danger of allowing donors and businessmen to play too great a role in de-
termining the direction of the MPS. For whatever reason, Crane’s participation
in the MPS seems to have declined following the high point of the American
meeting, although he still remained a general supporter of its aims.

While the American meeting gave the intellectuals new reasons to fear the
strings that seemed to come with the involvement of donors, the conference at
Princeton did not mark the end of the broader relationship between business-
men and the high theorists of the Mont Pélerin Society. On the contrary, the
connections between the business world and that of think tanks and intellec-
tual organizations would only deepen over the years to come. Conservative
foundations such as the Lilly Endowment and the Relm Foundation contin-
ued in the 1960s to donate money to subsidize the travel costs associated with
Mont Pelerin Society meetings to places as far-flung as Japan and even
Venezuela.®? At the 1964 meeting, Milton Friedman and Hayek circulated a
prospectus for a book series on “Principles of Freedom,” in which prominent
free market intellectuals would write short popular volumes for an audience of
undergraduates and lay readers; they had already attracted numerous corporate
sponsors for the series, including GE, DuPont, Shell Oil, and U.S. Steel.®® Free
market economists—including Society members—spoke at meetings of the
National Association of Manufacturers, the Los Angeles Chamber of Com-
merce, and the Crotonville School of General Electric. Their books were
owned by leading conservatives in the business world, like Lemuel Boulware,
who pioneered antiunion strategies at GE during the 1950s. In short, the men
of the Mont Pelerin Society not only drew financial support from businessmen
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and invited them to their conferences; they were well-known within conserva-
tive circles in the corporate world. And while Hayek was not setting labor pol-
icy at American corporations, his ideas helped to legitimate the rising tide of
antiunion sentiment throughout business in the late 1950s. The ideas and argu-
ments of the neoliberal thinkers helped to transform the opposition to unions
and the welfare state from reactionary politics to good judgment in the public
mind. What is more, Crane’s support for the Society anticipated the increase in
political activity and funding for conservative think tanks that would come
about during the tumultuous 1970s—for example, the role played by business-
men like Joseph Coors in funding the Heritage Institute during the 1970s.
The connections between wealthy donors like Crane—whose participation
and imaginative commitment to the MPS went far beyond simply giving
money to taking an active role in fundraising and organization for the
conference—and intellectuals like Hayek are key to understanding the rise of
the postwar right. Recognizing these relationships helps us to see the material
basis for the postwar right. Seeing the networks between businessmen and intel-
lectuals demands that we take account of the influence of free market thought
on the core group of businessmen who remained critical of New Deal liberal-
ism, and the extent to which they came to understand their antipathy to labor
unions and the welfare state in terms of a struggle for freedom against the forces
of collectivist tyranny. The motives of businessmen like Crane reflected a broad
vision of society and their place within it, and cannot be reduced to short-term
economic interest. They were motivated by a broad sense of political values, by
a sweeping philosophical program, even more than a sense of immediate finan-
cial need. In his 1960 work, The Constitution of Liberty, Hayek himself paid an
implicit homage to Crane and the other businessman-activists who clustered
around the MPS. The leadership role played by individuals who could offer fi-
nancial support to organizations representing their beliefs, he wrote, was of spe-
cial importance when it came to supporting unorthodox ideas in “politics,
morals and religion.” If “minority views are to have a chance to become major-
ity views,” they would need to rely upon the financial support of wealthy icon-
oclasts.® It was language that must have been dear to Jasper Crane’s heart.
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PART THREE

Mobilization for Action






The Influence of Neoliberals in Chile
before, during, and after Pinochet

KARIN FISCHER

Introduction

The dictatorship of Augusto Pinochet in Chile (1973-1989) has attracted special
attention among those seeking to better understand the role of neoliberal ideas
in economic and social engineering. But already before Pinochet’s coup d’état,
Chile was considered a “laboratory” by Chicago economist Theodore Schultz
(Valdés 1995, 126). And Chile served later as a showcase for the alleged merits of
neoliberal reform agendas promoted elsewhere.! Despite the brutal repression of
the opposition under the Pinochet dictatorship, neoliberal economists in fact
have been widely praised both inside and outside of Chile for their policy advice
against protectionist, socialist, and populist tendencies, which were thought to
undermine a private property market economy, as well as growth and develop-
ment prospects. Whether the result of or despite the authoritarian regime,
Chile’s post-coup economic development record is widely regarded as relatively
better than that of other Latin American countries. But because of the global
awareness of the Pinochet regime’s abysmal human rights record, Chile has
never enjoyed a “model” status similar to the East Asian “tiger” economies.?
Although a lot of time has passed and Chile has become a stable democ-
racy, considerable disagreement and debate persists regarding Chile’s road to
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neoliberalism. In spite of the extensive research that has been done on the
“Chicago boys” (see Valdés 1995), the role of neoliberal intellectuals and
the significance of the mobilization of a particular set of ideas need to be more
fully considered when explaining the development of neoliberalism in Chile.
To improve our understanding of the role of intellectuals and ideas, it is nec-
essary to reexamine the changing roles and social positions of neoliberal intel-
lectuals before, during, and after the Pinochet dictatorship.

Two years after the coup in 1973, an economic team referred to as the
“Chicago boys” occupied positions within Chile that permitted them to suc-
cessfully introduce a new development model into the country. In an effort to
redirect the domestic economy toward global competition, the previous im-
port substitution model was replaced by an export orientation. Many tariff
and nontariff barriers were abolished in due course, and anti-inflationary
strategies were pursued by means of highly restrictive monetary and fiscal
policies. The thoroughgoing reorganization of the economy was yoked to
equally wide-ranging social changes aimed at no less than a reconfiguration of
the relations between capital, the state, and labor—eventually codified in a
new constitution. As yet there is no agreement, even among scholars skeptical
of the success of the coup, on the key question: how much weight should be
given to neoliberal intellectuals and ideas in transforming Chilean society?

The Pinochet regime fostered highly personalized channels of communi-
cation with the “economic change team” and allowed it a high degree of au-
tonomy in the pursuit of neoliberal planning activities and structural reforms.
This has been confirmed by insiders such as the “godfather” of the Chicago
boys, Arnold Harberger: “Given that there was a military government, the
idea that they were willing to cede economic authority to a group of tech-
nocrats made that transition easier than it would have been in a democratic
context of the same time and place” (Harberger 1999). Yet Harberger did not
subscribe to the perspective of scholars who argued that a radical break with
long-established institutional arrangements and the exaction of high social
costs involved in the neoliberal adjustment process necessarily required an au-
thoritarian political system (Foxley 1986; Martinez and Diaz 1996). To counter
the position of these scholars, Harberger cited the experience of other coun-
tries that had carried out neoliberal reforms: “Then what happened is that one
democratic government after another in Latin America adopted virtually
identical reforms. . . . So you can’t say that these reforms are inevitably shack-
led to a military government” (Harberger 1999).
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As an early proponent of the Chilean economic policy transformation, Har-
berger can be said to have made an affirmative assessment of the technocratic
power of “independent” professional economists. This has been seconded by
some of the key Chilean players: In 1971, before the events of the Pinochet coup,
one critic of the Chicago boys claimed that “the Chileans who returned from
Chicago after 1960 are even more Friedmanite than Friedman himself” (Mario
Zafartu, quoted in Valdés 1995, 206). Institutional sociologists have critically
examined the highly professional involvement and ideological cohesion appar-
ent in the Chilean project, likewise to emphasize the influence of bureaucratic
technocrats empowered to design a new legal and economic framework. By
emphasizing professional academic, technocratic, and bureaucratic dimen-
sions, however, scholars who focus on the role of ideas neglect the content of
scientific and technocratic knowledge when explaining the rise of neoliberal-
ism in Chile and elsewhere.? Scholars who emphasize interest group network-
ing insist that the individuals who succeeded at Chicago sought to introduce
their neoliberal vision of social order, rather than simply to apply “science” in
some value-free and professional manner. Even before these Chilean scholars
served in powerful government and private-sector positions, they—together
with high-ranking military officers, representatives of big business, and other
right-wing factions—played an important role in obstructing the Allende gov-
ernment (Imbusch 199s; Silva 1996; Fischer 2002). Nevertheless, thus far those
scholars have paid scant attention to other important academic and intellectual
developments of Chilean (and foreign) neoliberalism.

We can, therefore, still subject to further scrutiny the multifaceted mobi-
lization and transformation of knowledge and ideas involved in Chile’s eco-
nomic and social transformation,. Although each of the approaches cited
above has greatly enhanced our knowledge of Chile’s road to neoliberalism,
we cannot adequately explain the power and relative influence of neoliberal
intellectual entrepreneurship in Chile through theories that elevate “technoc-
racy” (economic professionalism), “domestic institutions” (the military dicta-
torship), or “interest groups” (power elite networking) to center stage without
considering the transnational evolution of Chilean neoliberalism.

This chapter focuses on the historical trajectories of neoliberal knowledge
and ideas in Chile. Starting in the 1950s, I examine more closely the organiza-
tional efforts made to introduce neoliberal thinking in Chile, in conjunction
with the early careers of economists trained abroad in neoliberalism. I will ar-

gue that we need to consider Chile as a crucial site for transnational neoliberal
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resistance against the dominant postwar development paradigms of state-
driven modernization, import substitution, and social reform. In the next sec-
tion, I will reexamine the networking and coalition-building activities of
the different “counter-revolutionary” political and ideological factions in the
1970s. As we shall see, neoliberal intellectuals were embroiled on multiple
fronts in the effort to overthrow the socialist government of Salvador Allende.
Only later was a Chilean understanding of a “new liberalism” imposed to
crystallize this process. In this regard, it is essential to recognize the role of
Chilean legal scholars in addition to the local economists. In the last section
of the chapter, I will explain how and why the content of neoliberalism has
changed several times in Chile in reaction to important events, above all in re-
action to the severe economic crisis in 1982. Here it will be imperative to rec-
ognize and explore the role of other foreign sources of neoliberal economics
and social philosophy (such as public choice and Austrian economics) in ad-
dition to the Chicago School. I will thus argue that neoliberalism in Chile
cannot be readily understood on the basis of some clearly defined, prepack-
aged, one-size-fits-all set of ideas, and then be simply identified with generic
antidemocratic authoritarianism. Rather, we need to examine diverse neolib-
eral intellectuals in terms of their motives, their individual reasoning quirks;
and their actions in context; only then can we fully understand how neoliber-
als and their ideas have been mobilized and adapted so successfully. Both the
domestic and international stories can be integrated by always keeping one
eye on the international Mont Pélerin Society, where Chilean and foreign
neoliberals worked closely together.

Setting the Stage
Arranging the Transfer of Neoliberal Ideas: The Catholic

University—Chicago Connection

In the 1950s, various programs were initiated to introduce and strengthen
Western economics in Latin America’s academics. Of particular importance
in this regard were U.S. efforts to “modernize” the curriculum in economics
and to provide training grants to Latin American students to come to the
United States. American resources were deployed with the goal of training
new economic personnel, thereby providing a bulwark against Marxist posi-

tions, which were accorded considerable importance in the new development
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discourse established after World War II. Although many academics involved
in the U.S. Point Four Program supported what later culminated in Walt Ros-
tow’s “modernization paradigm,” the effort also recruited neoliberal strong-
holds like the University of Chicago, which was hostile to the strong empha-
sis on state planning that dominated the developmental mainstream in the
West at the time.’

The Point Four efforts to organize a transfer of economic ideas and meth-
ods were aimed at Latin American countries. Chile arguably figured more
prominently in the “battlefield of ideas” than other countries, if only because
the United Nations Economic Commission for Latin America (ECLA) had
been established in Santiago in 1948 and had become a bastion of the struc-
turalist approach to the causes of uneven development. Raul Prebisch,
ECLA’s general secretary, promoted the import substitution development
strategy. Within this framework, a selective retreat from the world market was
prescribed to enhance regional economic cooperation and alter the interna-
tional division of labor to the advantage of the newly industrializing countries
(Prebisch 1950, 1961). ECLA therefore contributed to an intellectual climate
that attracted critical development theorists from all over the Americas, in-
cluding the Chicago School heretic Andre Gunder Frank.

Efforts to nurture neoliberal ideas in Chile culminated in 1956 with the
agreement that the economics faculty of the Catholic University of Santiago
(Universidad Catélica, CU) signed with its counterpart at the University of
Chicago. The so-called Project Chile was conceived as part of the U.S. Point
Four Program of technical assistance and economic aid to underdeveloped
countries. It was conducted by the International Cooperation Administration,
or ICA (today the Agency for International Development, or AID) (Fontaine
1988, 23). The origins of the agreement can be traced to the conversations of
the chair of the Economics Department at Chicago, Theodore Schultz,® with
Albion Patterson, director of the ICA and technical cooperation at the Insti-
tute of Inter-American Affairs in Chile. Schultz was particularly concerned
with education and human capital as they related to economic growth. He ac-
cordingly proposed a project entitled “Technical Assistance to Latin America,”
and “wanted to use Chile as a laboratory to test his theories.””

An earlier signal event in the formation of a neoliberal thought collective in
Chile was a congress of Latin American universities that took place in Santiago
in 1953. The Catholic University representatives, President Alfredo Silva and
law professor Julio Chand, successfully thwarted a plan to establish a research
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institute on regional economic development under the auspices of their pro-
gressive counterpart, the University of Chile. After his successful intervention,
Chand was rewarded with the post of dean of the economic faculty at the
Catholic University, and he immediately began to reorganize the faculty. To-
gether with Patricio Ugarte, a commercial engineer trained in the United States
and responsible for the Point Four Program in Santiago, Chand spearheaded
the establishment of an institute dedicated to investigating and promoting for-
eign investment. Their first attempt to institutionalize neoliberal research per-
spectives was frustrated by strong opposition from nationalist professors and
progressive members of the faculty, who argued that a liberal approach im-
ported from the United States was inappropriate for CU (Valdés 1995, 122f.).

A second attempt, launched in 1955, succeeded in overcoming these obstacles
and led to Project Chile. Patterson, Chand, and Ugarte eventually signed a
treaty of cooperation, and members of the Chicago department (T. W. Schultz,
Earl J. Hamilton, Simon Rottenberg, and Arnold Harberger) traveled to Santi-
ago to work out the concrete terms of a future training program. Despite con-
tinuing opposition from some university council members, an agreement with
the Economics Department of the University of Chicago was finally signed in
March 1956. As a result, approximately thirty Chilean economists were trained
in Chicago between 1956 and 1964. The exchange program also attracted gradu-
ates from the University of Chile and succeeded in substantially altering the way
economics was taught in the whole Chilean University system.®

After the official end of Project Chile in 1964, the recruitment and training
of students continued with funds from the Economics Department of the Uni-
versity of Chicago, AID, the Ford and Rockefeller Foundations, the Organiza-
tion of American States, the Chilean Central Bank, and Chile’s planning office,
ODEPLAN (Oficina de Planificacién Nacional). In addition, the Ford Founda-
tion donated $750,000 for a ten-year period to the Center for Latin American
Economic Research at the University of Chicago. In the course of three decades,
more than 150 Chilean students received their training in Chicago (Biglaiser
2002, 275f.). During the 1960s, Latin American graduate students made up one-
third of the total stock of students in Chicago’s Economics Department (Har-
berger 1999). This long-term investment in the transfer of neoliberal ideas to
Chile was especially important because the intellectual climate was steadily
trending in the opposite direction, as a result of the widely perceived failure of
the policies carried out within the modernization paradigm. Alternative ap-
proaches based on the radicalized structuralist paradigms of the world system
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and dependency theories had increasingly gained currency in ECLA. Latin
American development theorists stressed the lopsided integration into the capi-
talist world market and the exploitative role of foreign capital and multination-
als. Influenced by numerous anticapitalist movements in the Third World, the
“dependency approach” became the most important underdevelopment para-
digm during the 1960s and 1970s. Policy proposals advocated “(collective) self-
reliance” and the severing of ties to the capitalist world economy (“delinking”).”

Such countercurrents notwithstanding, the Chile-Chicago exchange pro-
gram was very successful in realizing its promoters’ expectations. After their
return to Chile, the young economists brought their freshly acquired knowl-
edge into the conglomerates or filled academic posts at Catholic University.
Economists affiliated with the ruling Christian Democratic Party entered
state agencies in the 1960s under President Eduardo Frei. Chicago-trained and
other neoliberal economists secured important positions in the Central Bank
(e.g., Alvaro Bardén, Carlos Massad, Jorge Cauas),'* the budget agency, and
the supraministerial planning officce ODEPLAN. Immediately after the coup,
ODEPLAN would become the “operational basis” of the economic change

team that designed the economic transformation.!!

New Projects of the Right: A New Party and

the Gremialista Movement

Throughout the 1960s, the traditional right lost ground in Chile. To prevent the
victory of the socialist candidate Salvador Allende, the parties of the right felt
compelled to back the moderate Christian Democrat Eduardo Frei in the 1964
presidential elections. In response to electoral defeac—the Liberals fell from
twenty-eight seats to six, and the Conservatives from seventeen to three—
Liberals, Conservatives, and nationalist groups founded the National Party in
1966. The new party, exhibiting a style reminiscent of that of conservative gov-
ernments at the beginning of the nineteenth century, advocated a strong au-
thoritarian nationalism. “Interest group-led” party politics was to be replaced by
a government relying on “neutral” experts, with an emphasis on private prop-
erty and entrepreneurship. The new right thereby tried to distance itself from
the traditional right, which was now disparaged as opportunistic and oligarchic,
always seeming to be at the service of vested interests (Vergara 1985, 61f.).

At the same time, another radical right-wing movement emerged at the
Catholic University. The so-called gremialista movement (“guildism”) became
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a gathering point for teachers and students, who claimed to rescue the univer-
sity and society as a whole from the “Christian-Marxist clutch” (Arriagada
1998, 76ff.). The universities in general and CU in particular served as an im-
portant political arena mirroring the social and ideological climate in society:
when the Christian Democratic government proposed a far-reaching educa-
tional reform that would give poorer segments of the population increased ac-
cess to Chile’s elitist universities, violent clashes erupted between right-wing
and reformist factions (Huneeus 1998).

The gremialista movement would ultimately provide an essential recruit-
ment base for the pro-coup coalition. Established by Sergio Guzmadn, a law
professor at the CU and later one of the intellectual leaders of the military
regime, his ideological project was based on corporatist ideas grounded in ul-
traconservative Catholicism. The gremialists sought to replace party politics
with an authoritarian corporatist regime. Business interest groups and profes-
sional organizations (gremios) were assigned key roles in a system of functional
representation that was to control and moderate the discretionary political
power of the state (Teichman 2001, 25; Valdivia and de Z4rate 2003, chapter
5). In Guzmén’s words, gremialismo is based on the autonomy of intermediate
organizations of society, which all have their very own objectives, without be-
ing instrumentalized by “collectivist” ideologies, governments, or political
parties. Combined with a strong emphasis on an authoritarian Catholic value
code, the gremialismo discourse had a strong impact on those who felt threat-
ened in the face of an “overpoliticized” and increasingly polarized historic sit-
uation: primarily middle-class sectors and small entrepreneurs (cf. Cristi 1999,
2000; Montecinos and Markoff 2001).

The battleground at the university brought together the returning Chicago
economists, who began to occupy leading positions in student and university
bodies at CU, and the gremialistas. Many of the economists who designed the
socioeconomic reforms of the post-coup period actively participated in the
gremialista movement—the only radical political entity in the fight against
what was perceived as a Chilean “road to socialism” inside and outside the

campus (Lavin 1986; Huneeus 1998).

Building Up Networks: Big Business, Neoliberal
Economists, and the Military

In the face of the political shift to the left, with the Frei administration initi-
ating an agrarian reform alongside educational reforms and other redistribu-
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tion measures, the right-wing forces in Chile began to forge direct contacts
and networks within and outside the public sphere. Crucial protagonists in
this regard were the representatives of the conglomerates (O’Brian and Rod-
dick 1983; Silva 1996). Many of the top leaders of the conglomerates cither
were trained in Chicago (Manuel Cruzat, head of the Cruzat-Larrain group,
for example) or collaborated closely with the neoliberal economists from the
late 1950s onward. On behalf of these powerful groups, the economists con-
ducted courses at SOFOFA (Sociedad de Fomento Fabril / Federation for the
Promotion of Industry), the industrialists” association, to win private-sector
converts for their ideas. Important public channels were opened by media
mogul Alvaro Saieh, who also had a Ph.D. from Chicago, and by the pub-
lisher of the influential daily newspaper E/ Mercurio, Agustin Edwards. The
Edwards group was one of the conglomerates involved in the printing, paper,
and packing industries, as well as in finance, mining, and consumer goods
production (Silva 1996; also see Dahse 1979).

Agustin Edwards eventually became a key actor in an informally organized
cabal that would play an important role in shaping the prospect of a military
coup against the duly elected government of Salvador Allende. Together with
Herndn Cubillos, head of the E/ Mercurio newspaper, and ex-Navy officer
Roberto Kelly, he founded the Nawval Brotherhood of the South Pacific
(Cofradfa Ndutica del Pacifico Austral) in 1968. The Brotherhood was initially
conceived as a leisure club for boating aficionados. It was quickly turned into
a political circle comprised of actors who saw their economic and social intet-
ests endangered by the political developments and increasingly felt that they
could not maintain their position within the given institutional order. The
first plans for a military coup originated in the ranks of this “Brotherhood”
(Corvaldn Marquéz 2001, 223f.).

Agustin Edwards founded Chile’s first neoliberal think tank CESEC (Cen-
ter for Social and Economic Studies)!?> whose main task was to attack the
mixed-economy perspectives still popular in leading business circles. Members
of the think tank drew up the economic program of the right-wing candidate
Jorge Alessandri in the 1970 presidential elections, the emblematic figurehead
of gremialism."® Of course, he could count on the active support of Jaime
Guzmdn, who also contributed to his election manifesto and led his youth or-
ganization. Interestingly, at that time the free market ideas of the CESEC
economists were to some extent opposed by Alessandri’s political team, which
favored the traditional right-wing perspectives of a corporativist closed econ-

omy. However, gremialista leader Jaime Guzmdn was successfully mediating
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between the market radical and the corporatist factions backing Alessandri and
thereby helped to avoid public disagreements with regard to these issues. Al-
though neoliberal economic ideas were not high on Alessandri’s agenda, the
campaign was successful in winning important adherents to the Chicago ideas
among key businessmen. Moreover, it brought neoliberal economists together
with gremialistas in joint concrete action—and forced them to compromise
over the common goal (O’Brian and Roddick 1983; Silva 1991, 392).

After Allende’s election victory in 1970 and in the face of the nationaliza-
tion and collectivization of enterprises, SOFOFA, headed by representatives
of the conglomerates, stepped up its counteractivities. Moving well beyond
mere propaganda work, the supply of daily consumer goods was interrupted
in an attempt to provoke backlash. Along these lines, SOFOFA organized en-
trepreneurial boycotts and a collapse of private transportation. In 1971, the as-
sociation explicitly dedicated itself to an overthrow of the government the
Chicago-trained economist Sergio Undurruga was charged with coordinating
the SOFOFA task groups security, propaganda, and economic policy (Delano
and Traslavifia 1989, 23f.; Corvaldn Marquéz 2001, 225).

The informal “Monday Club” (see Table 9.1) activities of the CESEC staff
and members of the Naval Brotherhood were pivotal in mobilizing the eco-
nomic group and in drawing up an economic counterprogram. Starting in
1971, they began to meet regularly in the £/ Mercurio office of Herndn Cubillos.
Contacts were developed with “disappointed Frefstas,” Christian Democrat-
affiliated economists who were willing to join the insurgency. Naval officer
Roberto Kelly was especially important in the effort to broaden the coalition.

Table 9.1 Key actors in Chile’s radical market reform I
(Names of MPS members in italics)

The economic subnetwork with military, technocratic,
conglomerate links: Naval and Monday Club Network

José Toribio Merino Naval Brotherhood, military junta, responsible for economic
matters; with formal position in the government
Herndn Cubillos Naval Brotherhood, Monday Club, head of E/ Mercurio,

Edwards group, CESEC, economic research group; minister
of foreign affairs (1978-1980)

Agustin Edwards Naval Brotherhood Club, head of Edwards group, CESEC,

research group

Javier Vial Monday Club, head of BHC group, Chicago economist
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Manuel Cruzat

Orlando Sdenz

Roberto Kelly

Emilio Sanfuentes

Pablo Baraona

Sergio de Castro

Juan Carlos Méndez

Sergio Undurraga
Ernesto Silva

Juan Villarzd

Jorge Cauas

Carlos Massad

Alvaro Bardén

Andrés Sanfuentes

Monday Club, head of Cruzat-Larrain group, Chicago econo-
mist, Ph.D. in business administration Harvard; “El Ladrillo”
team

Monday Club, Edwards group, president of SOFOFA,
Chicago economist, “El Ladrillo” team; with formal position
in the government. He was widely believed to be involved
with the right-wing terrorist group Patria y Libertad.

Former navy officer, Monday Club; with formal position in
the military government (minister-director of ODEPLAN),
Chile’s representative to BID (1979-1980)

National Party, Edwards group, CESEC, Chicago economist,
“El Ladrillo” team, economic editor of E/ Mercurio; with for-
mal position in the military government (economic adviser in
central bank)

Monday Club, Chicago economist, Cruzat-Larrain group,
BHC (bank of Vial group), Edwards group, SOFOFA,

CESEC; with formal position in the military government

Chicago economist, director of the Faculty of Economics (CU),
Edwards group, “El Ladrillo” team, co-founder of think tank
CEP (1980), with formal position in the military government

Monday Club, Chicago economist, ODEPLAN; with formal
position in the military government (budget director at the
Finance Ministry)

National Party, Chicago economist, “El Ladrillo” team
Monday Club, Chicago economist, “El Ladrillo” team

Originally Christian Democrat—affiliated economist, Monday
Club, Chicago economist, budget director after the coup

Originally Christian Democrat—affiliated economist, MBA
Columbia University, director of the Faculty of Economics
(CU), “El Ladrillo” team, co-founder of CEP; with formal
position in the military government

Originally Christian Democrat-affiliated economist, Chicago
economist, president of the Central Bank

Originally Christian Democrat—affiliated economist, Monday
Club, Chicago economist

Originally Christian Democrat-affiliated economist, Chicago
economist, “El Ladrillo” team, with formal position in the
military government

Sources: Silva (1991); Mdnckeberg (2001); de Castro (2002); Teichman (2001); additional research

by the author.
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He acted as liaison to Pinochet and Admiral Merino, who was responsible for
economic affairs under the military regime. Kelly became minister of planning
at ODEPLAN immediately after the coup. It has been reported that it was
Kelly who recommended the neoliberal shock program to Pinochet in 1975
(Fontaine 1988; Arriagada 1998). The Monday Club developed an economic re-
form program, which eventually gained fame as “El ladrillo,” or “the brick”
(CEP 1992). It was implemented after 1975 when the radical market fraction
within the Pinochet junta achieved control over economic policy making.

The network activities encompassed neoliberal economists, representatives
of big business, the navy (which was in charge of constitutional matters, eco-
nomics, finance, and mining after the coup), and the gremialista movement.
With regard to intellectual resources, they could rely on academics poised and
able to conceptualize a radical counterprogram of political economy. The aca-
demics in question did not restrict themselves to the academic sphere. Quite a
number of key neoliberal economists were ready and willing to help create po-
litical circumstances favorable to testing their ideas in the “real world,” rather
than to simply wait for an occasion to do so. Intellectual projects, in their turn,
were dependent on crucial external partners in order to succeed. Big business,
always an important political actor in Chilean history, provided critical fund-
ing and media channels indispensable to influence public opinion and to
destabilize the existing system. Last but not least, the military provided the
necessary force to overthrow the duly elected Allende government when the
right-wing opposition forces lost all hopes of achieving their ends through
electoral change. Examining the question of intellectual leadership within this
coalition, it is important to further discuss the role of neoliberals vis-a-vis the
gremialistas in particular.

It is often said that the neoliberal economists and the gremialistas came
from totally different intellectual backgrounds, the neoliberal economists be-
ing “scientific” free market apologists and the gremialistas being corporatists
with Hispanic authoritarian values (see, for example, Silva 1991, 393). Distin-
guishing the intellectual perspectives of neoliberals and gremialistas is not eas-
ily done, however. Many of the economists who reentered the Catholic Uni-
versity upon their return from Chicago in fact actively participated in the
gremialista movement. Among the economists who represented the gremialis-
tas in university bodies or participated actively in the movement were Juan
Carlos Méndez, Miguel Kast, Pablo Baraona, and the MPS-members Arturo
Fontaine Talavera and Cristidn Larroulet. The dean of the economic faculty,
Sergio de Castro, was on the list of gremialista candidates; the director of the
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economic faculty and later finance minister, Jorge Cauas, was also close to the
movement (Lavin 1986; Fontaine 1988, 31; Huneeus 1998).

Apart from overlapping membership, the ideology of leading gremialistas
can neither be simply juxtaposed to neoliberal worldviews nor be understood
in a categorical manner. The leading figure of the movement, Jaime Guzmdn,
defended the capitalist economy in his writings, which was rather atypical for
adherents to corporatism. His explicit defense of capitalism was coupled with
a strong antistatism rooted in a traditional Catholicism: in the social doctrine
formulated by Pope John XXIII, Guzmén perceived private property rights
and private enterprise as timeless and permanent values. He strongly invoked
the principle of subsidiarity that is held to protect society against the state.
Guzmdn’s corporativist capitalism perspective thus shared the antistatism and
references to self-organization with neoliberal perspectives. Furthermore,
Guzmidn’s intellectual development from the 1960s to the 1980s reveals a di-
minished reference to encyclical and corporatist principles (Vergara 198s;
Cristi 2000). This shift may be due to Guzmdn’s intensified cooperation with
the economic change team. He first encountered neoliberal thinking during
the Alessandri election campaign in 1970 when he mediated between the neo-

liberal economists and Alessandri’s corporatist-minded supporters. In 1971 he
joined the Monday Club and the CESEC think tank (Fontaine 1991, 252).

Radical Market Reform under Military Rule

After the military coup in September 1973, it took about two years before the
neoliberal faction ascended to positions of authority, which enabled tech-
nocrats to advance their far-reaching reorganization program. Some analysts
have proposed that the insurrection against Allende was motivated by a prior
decision to establish a new type of institutional order in the country. That is
far from true. The military coup was based on a coalition of forces, aligned
against the Popular Unity government (Martinez and Diaz 1996). Initially, the
insurrection only determined that the future of the country would be decided
by some combination of different forces represented in the junta.

With regard to a new neoliberal design of the institutional order, signals
were mixed during the first two years of the new regime. The economic policy
agenda was still dominated by a gradualist strategy advocating a modern
“mixed” economy. Internal conflicts within the junta concerning the appro-
priate response to the economic situation were particularly visible between the
navy and the air force, with the air force taking charge of labor and social
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affairs. The navy had the closest contact with neoliberal cadres, whereas air
force commander Gustavo Leigh, Pinochet’s principal rival for control of the
junta, was the most prominent supporter of corporatist policies and sometimes
was even called a Keynesian (Valenzuela 1993; Kurtz 1999, 409). Leigh was
eventually expelled from the junta in 1978. Because of the internal differences,
in the early years the regime apparently feared that a radical neoliberal shock
program would harm important pro-coup social actors and hence threaten
the long-term viability of political restructuring (Valdivia and de Z4rate 2003,
chapter 3).

Though falling short of fundamental institutional reforms, the initiatives
launched immediately after the coup already advanced the neoliberal agenda
by reversing major economic reforms of previous governments. The junta re-
turned nationalized enterprises to their former owners (approximately 260 do-
mestic firms) and compensated U.S. multinationals affected by expropriation
measures. Price controls were eliminated and interest rates were freed. Beyond
these privatization and deregulation efforts, the regime sought to stabilize
macroeconomic variables in a more traditional fashion. Certain pre-coup con-
tracts were to come into their own with regard to medium- and long-term
planning: The junta commissioned the gremialista leader Jaime Guzmdn to
prepare a new political constitution in its first meeting in the morning of Sep-
tember 13. Guzmdn was also responsible for the most important political doc-
ument of the first phase, the Declaration of Principles launched in March 1974.
This document went far in proclaiming the need for a sharp break with the
past and in announcing a “new institutional order,” although the precise char-
acter of the new order still sparked internal debate. However, inroads within
the junta allowed key neoliberals to advance within the state agencies.

Navy and army officers rather than air force leaders were assigned leading
economic policy positions, and both neoliberal and gremialist academics
were called into key advisory positions (see Cafas Kirby 1997, 61f.). The
more technical aspects of the ministry’s tasks were designed and carried out
by civilian undersecretaries. Pinochet himself made such staffing decisions,
and thus the leading civilian positions involved a dual allegiance: to the min-
ister in charge (typically a military man) and directly to Pinochet. This con-
figuration is important in understanding the long-term trajectory of the re-
form policies instituted under the military regime: Although there were
frequent changes at the minister level, the reform team worked continuously

in loyalty to Pinochet.!*
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Undersecretaries were often recruited from ODEPLAN, the most pro-
market reform institution within the government until the early 1980s. From
early on, the planning ministry was accorded a high degree of autonomy within
the administration. It thereby assumed the functions of a government labora-
tory or think tank in charge of researching and coordinating various reform
projects in separate policy areas. The guiding force behind ODEPLAN was the
gremialista and Chicago economist Miguel Kast. As subdirector (1975) and di-
rector (1978), he recruited like-minded economists and other professionals
(agrarian engineers, for example) and thereby turned ODEPLAN into an ideo-
logically cohesive think tank with a reliable network of experts who were closely
linked to all the important institutions and agencies of the government.'

The Neoliberals’ Ascent (1975—1978)

The post-coup stabilization strategy to control principal macroeconomic vari-
ables failed. Although prices were liberalized, inflation remained on a rela-
tively high level, decreasing somewhat only from 508 percent in 1973 to 376
percent the year after. The continuously high level of inflation undermined
aspirations to significantly increase the influx of foreign investment. Prices fell
mainly because of declining internal demand, which resulted from the reduc-
tion of public expenditures and wages. The country’s trade deficit increased
because the price for Chile’s copper, the principal export commodity, fell con-
siderably in 1974. The rapid rise of oil prices after the formation of OPEC fur-
ther depressed the country’s fledgling manufacturing activities (Olave Castillo
1997; Ffrench-Davis 2003).

When it became evident that the economy was in a recession in 1975, a win-
dow of opportunity for a radical neoliberal transformation opened. First,
decision-making powers were further concentrated in Pinochet’s hands. He
had disempowered the air force and continued purging civil and military offi-
cials who were opposed to a radical “shock treatment” approach. The analyti-
cal and educational work of the neoliberal economists around Pinochet had
apparently borne fruit: Pinochet became convinced that only a radical shock
treatment could effectively counter the ongoing crisis. Several sources point to
a significant role of MPS members, and Milton Friedman in particular, in pro-
viding legitimacy for a radical program of neoliberal shock therapy. Friedman
met Pinochet during his first visit to Chile at the end of 1974, and the personal
meeting was followed up by an exchange of letters. Friedman recommended
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a radical program centered on severe budget cuts, monetary reform, and free
trade.'® Pinochet pointed out that much of what Friedman had recommended
was part of the national recovery plan proposed by his treasury secretary, Jorge
Cauas, who was to become “super minister” in charge of the stability program
(Friedman and Friedman 1998, 594). Friedman’s trip was funded by Javier Vial,
the head of the BHC (Banco Hipotecario de Chile) group, which was close to
the Chicago economists (Delano and Traslavifia 1989, 39; Gonzdlez-Rossetti,
Chuaqui, and Espinosa 2000, 37).

Just as important for this watershed appears to be the curious fact that
Pinochet and his closest advisers distrusted the politicians of the right, whom
they considered a serious potential threat to their own position of power.
Therefore, they disapproved of demands for a restoration of “oligarchic” order
and land tenure (Martinez and Diaz 1996). Neoliberal free market ideas thus
meshed nicely with junta calculations of preservation of a monopoly of politi-
cal power. The Chicago-gremialist coalition of economists also had a competi-
tive advantage owing to its previous work on a coherent economic recovery
plan (“El ladrillo”). Apart from these internal factors, a number of external
conditions argued for shock therapy. As a result of the ongoing economic cri-
sis, Chile had to rely heavily on the external inflow of capital. Multinational
lenders like the Paris Club were reluctant to lend to Chile, however, mainly be-
cause of the regime’s human rights abuses. The appointment of the economic
reform team mitigated this consideration: through their university back-
ground, they had personal and professional ties to officials from international
organizations, which increased the credibility of Chile’s government with
lenders. Pinochet’s leading academics thus served as “intellectual brokers” be-
tween the government on the one side and the International Monetary Fund
(IMF) staff and international capital on the other (Teichman 200r1). Chile had
entered into a standby arrangement with the IMF as early as 1974, but few of
the Fund’s conditions had been met. Disappointed with Chile’s performance,
the Fund dictated a much harsher set of measures to defeat inflation and re-
store price stability and external balance in 1975. Pinochet’s decision in favor of
shock treatment and monetarism helped to facilitate better relations with the
IMF (Fourcade-Gourinchas and Babb 2002, 548) and diminished the need for
external funding from other sources, which would have required significant
improvement in his regime’s human rights record.

With Pinochet’s decision to adopt a radical shock treatment, the neoliberal
economists led by Kelly and Kast at ODEPLAN and by de Castro at the Fac-
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ulty of Economics occupied the most significant positions of economic re-
sponsibility in 1975 (see Table 9.2). The new finance minister, Jorge Cauas, was
given additional power over every agency related to the Ministry of Finance as
well as over ten other ministries, giving him effective control over economic
decision making. The “Pinochet of the economy,” Sergio de Castro, was placed
at the helm of the Ministry of Economics. Miguel Kast was named deputy di-
rector of ODEPLAN, and his staff supervised implementation of ministerial
tasks (Fontaine 1988).

The monetarist shock treatment, along with the establishment of a free
trade regime, deregulation of finance sector activities, and a second wave of

privatizations of traditional (and profitable) state-owned companies,'”

were
the primary components of the first neoliberal package (Tironi 1982; Olave
Castillo 1997, 53-105). Profound restructuring was further enabled by access
to foreign credit, which helped to control the adverse effects of the shock
treatment—namely, soaring imports due to overvaluation of the peso, dein-
dustrialization due to import competition, and rapidly rising unemployment.

Beginning in 1976, the economy slowly recovered. At the time, neoliberals
claimed credit for the economic recovery, although they would later blame the
crisis of the 1980s on the military government’s reluctance to heed their ad-
vice. Implicitly recognizing that monetarist policies alone could not halt infla-
tion, revaluations of the exchange rate were introduced that successfully
forced down inflation under 100 percent. Rising world market prices for cop-
per and a stronger growth of exports improved the country’s balance-of-
payments position. The new development strategy still included some incen-
tives for nontraditional exports, but the focus was on export sectors with solid
comparative advantages. Earlier strategies of import substitution designed to
broaden the country’s industrial base were rescinded. Chile affirmed its com-
mitment to free trade and financial liberalization by its resignation from the
Andean Pact in January 1977 and the removal of obstacles to foreign financial
investment (Ffrench-Davis 2003). The traditional import substitution regime
was effectively abolished.

Public Choice Theory in Practice: Seven
Modernizations (1979—1981)

In 1978 Pinochet declared that the process of basic economic reconstruction
was complete. At the same time, he introduced a new reform agenda, which
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aimed at extending a market approach to many spheres of society. The new
program became known as the seven modernizations and included a new con-
stitution with institutional reforms in labor, education, health, regional de-
centralization, agriculture, and justice policies. The “whole social structure of
the country [was] opened up as a potential field for experimentation, based
upon the pure truth of rational choice and the calculus of marginal utility”
(Martinez and Dfaz 1996, 92). Pinochet’s announcement of the seven mod-
ernizations clearly bore Guzmdn’s trademark and provides further evidence of
the cooperation of neoliberal economists and gremialists.'®

Whereas the Chicago School’s monetary, regulation, and competition theo-
ries served as talismans with regard to Chile’s monetary and fiscal policies, the
Virginia School’s public choice theory pioneered by MPS members Buchanan
and Tullock (Amadae 2003; Pitt, Salehi, and Eckel 2004) is important in better
comprehending Chile’s reform agenda for labor relations and the privatization
of the country’s social security and education systems (Stepan 198s). Partly as a
result of the “Chicago” focus characterizing Chile’s road to neoliberalism, the
Virginia School’s influence has been underemphasized and conflated with that
of the Chicago School.!” Public choice theory focuses on an economic theory
of government and thus directly addresses the domain of political science. The
Virginia School’s Gordon Tullock (1972) was the first to proudly describe the
new theoretical and methodological efforts as “economic imperialism.”

Buchanan and Tullock (1962) identified the state as a central problem of
neoclassical economic theory. Whereas traditional neoclassical analysis had
little to say about the state, neoclassical welfare economics assumed the exis-
tence of a benevolent and efficient state capable of correcting market failures.
Buchanan and Tullock then expanded on the Chicago School interest group
and state agency models confined to regulatory politics (e.g., regulatory cap-
ture theories developed by MPS members Stigler and Posner) by developing a
universal economic theory of politics. All policies, including those carried out
in the name of the public, are explained by economic interests represented by
conspiring coalitions of voters and by the capacity of politicians to shape such
coalitions based on their interest in maintaining their positions of power. In-
efficient consequences in the political marketplace were solely blamed on the
fallacies of political decision making: “We can summarize public choice as a
theory of governmental failure” (Buchanan 1979, 178).

Buchanan (1982) delivered a highly abstract paper titled “Limited or Un-
limited Democracy” to the Mont Pélerin Society meeting in Vifia del Mar in
Chile in 1981, which some construed as a critique of the host country’s recent
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history. Buchanan stated that if limited democracy was a polity predisposed to
disable a political market that would otherwise promote the most efficient al-
location of scarce resources, the only meaningful task of the government
would be to deprive the polity of its ability to do so. Public choice theory thus
sought to limit democracy and to depoliticize the state in order to enable un-
constrained market forces to guide human interaction. Since the Pinochet
regime was committed to using its governmental powers in precisely this
manner, Buchanan’s paper provided theoretical support for the regime, even if
it did not openly endorse authoritarian rule. Other MPS members, such as
the Chilean government official Carlos Céceres (1982), made a more straight-
forward case for authoritarian rule at the Vifia del Mar meeting,.

Both Buchanan and Tullock were frequent guests in Chile (Stepan 1985,
341). In the course of the seven modernizations transformation process, the
Center for Public Studies (Centro de Estudios Publicos/ CEP) and the Foun-
dation of the BHC conglomerate sponsored Buchanan and Tullock (as well as
Hayek and Friedman) to hold seminars. Arguably the most important
Chilean intellectual inspired by the Virginia School was José Pifiera,”® the
minister in charge of labor reform and privatization of the social security sys-
tem. He claimed that the reforms created “the basis of a new political, eco-
nomic, and social reality” (Qué Pasa, December 27, 1980). Pifiera stressed the
importance of propaganda work for the military, the staff of advisory bodies,
and public servants in general, who needed to be cajoled to implement the re-
forms. He envisioned the transformation of the entire government into a
huge university, featuring continuous conferences, educational meetings, and
lectures for the military academies, all generating a high volume of papers
(Pifiera 1990, 1992; see also Gonzdlez-Rossetti et al. 2000). The neoliberal
utopia of a society self-regulated by the market seemed to be just within reach,
fostered of course by a military regime with absolute political power.

The labor reform agenda as laid out in the 1979 Plan Laboral exemplified
the ways in which public choice theory was applied in Chile. Existing trade
unions were made illegal, and workers were denied the right of collectively
bargaining over wages and working conditions. The new law allowed only
weak trade unions and forced them to compete with each other rather than to
unite in order to improve the competitive position of labor vis-a-vis owners
and management. Collective bargaining rights were hampered in several ways.
Basic wage increases offsetting inflation were mandated by law, and individu-
als were granted the right to bargain for wages and conditions regardless of
“collective” agreements, although employees in both the public and service
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sectors were exempted from this rule. The declared goal of the Plan Laboral
was to “create rewards and structures that depoliticize automatically by the
systematic insistence on market and individual-choice principles” (Stepan
1985, 323 quoting Chilean representatives). As Foxley (1986, 105) concludes,
“free markets, decentralization, and political immobilization and control were
all achieved at once.”

Much has been written about Chile’s social security reforms, which were
also designed to replace collective and state-controlled instruments by “indi-
vidualized” market contracting. The whole pension system was turned over to
private enterprises, although members of the armed forces continued to re-
ceive comprehensive state guarantees. Legally mandated security for the in-
vestment of individuals provided for a minimal pension only. The govern-
ment thereby opened up a vast new market. Capital collected on the basis of
individual insurance contracts with workers and employees eventually
amounted to approximately 20 percent of Chile’s gross domestic product
(GDDP) after ten years. While the private schemes were presented to the pub-
lic as a liberating device for the individual, two of the Chilean conglomerates
(BHC and Cruzat-Larrain) quickly gobbled up no less than two-thirds of the
market (O’Brian and Roddick 1983; Ménckeberg 2001, 209-230).

Space limitations prohibit detailed attention here to the wide range of re-
form efforts linked to the seven modernizations program. Intellectual doc-
trines formulated in Chicago were not marginalized during this second phase
of neoliberal mobilization of knowledge. With reference to Harberger’s
ground rent theory, land use and housing in Santiago were relieved of all reg-
ulation and subjected to the market mechanism, for example (Oppenheim
1999, 152ff.; Sabatini 2000). As a consequence, the Chilean welfare state was
weakened, but the authoritarian state was not. The new social security market
was controlled by the conglomerates with the closest connections to Pinochet.
The regime was thus able to fortify its power base. However, the poor perfor-
mance of the conglomerates during the 1980s gave even the newly empowered
customers the feeling that neither neoliberalism nor the junta could keep the
original promises that had been made.

“Authoritarian Freedom”: A Hayekian Constitution for Chile

The discussions at the 1981 MPS meeting in Pinochet’s Chile kept returning
to the concept of freedom. Nevertheless, a critique of the lack of political free-
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dom and democracy in Chile was notably absent from the contributions of
MPS members Friedman, Tullock, Watrin, Frickhoffer, Hartwell, Irvine, and
Shenfield, all of whom complimented Buchanan and Céceres on the list of
speakers (see CEP 1982). Frickhoffer (1982) affirmatively likened Pinochet’s
efforts to the post—World War II German efforts to secure a social market
economy under Ludwig Erhard. Milton Friedman recommended that other
developing countries follow the Chilean example of economic reorganization
without mentioning the touchy subject of authoritarian rule.

Hayek did not participate in the meeting, but Estudios Piiblicos published a
paper he had originally given at the MPS regional conference held in Tokyo in
1966 on the topic of “Principles of a Liberal Social Order” (Hayek 1982). This
paper is important to consider in relation to the arguably most consequential
effort of the military regime: to institutionalize neoliberalism by designing
and implementing a new constitution. In none of his public statements did
Hayek intimate that he was overly troubled by the lack of democracy in Chile.
In a letter to the editors of Frankfurter Allgemeine Zeitung, he suggested that
each Pole would be happy if he/she were fortunate enough to escape to Chile
(Hennecke 2000, 349). On another occasion, in 1981, when a journalist from
Venezuela’s Daily Journal asked him about totalitarian governments in Latin
America, Hayek answered: “Don’t confuse totalitarianism with authoritarian-
ism. I don’t know of any totalitarian governments in Latin America. The only
one was Chile under (former Marxist president Salvador) Allende. Chile is
now a great success. The world shall come to regard the recovery of Chile as
one of the great economic miracles of our time” (quoted in Ebenstein 2001,
300). Buchanan joined Friedman in avoiding specification of the concrete
“limitations” of democracy, while Caceres openly justified the Chilean mili-
tary rule as a defensive measure.

One year before MPS leaders decided to choose Chile (of all places) for
their regional gathering, the military regime enacted a new constitution in
September 1980, which was slated to become effective in March 1981. The
constitution was drafted by gremialista leader Jaime Guzmdn, who from the
beginning served as the architect of the legal and constitutional framework of
the military government. The constitution was not only named after Hayek’s
book The Constitution of Liberty, but also incorporated significant elements of
Hayek’s thinking. Above all else, the constitution placed a strong emphasis on
a neoliberal understanding of freedom. Guzmdn’s version of freedom is in-
trinsically connected to private property, free enterprise, and individual rights.
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Individual freedom in his interpretation can only evolve in a radical market
order. The constitution was dedicated to guarantee such an order without
constraining any economic activities. In order to protect free market condi-
tions and individual freedom against “totalitarian attacks” or “democratic in-
tervention,” the constitution stipulated the necessity of a strong central state
authority to guarantee the established rule of law, and thus above all is ham-
pered in the application of discretionary governmental power. Exempted were
measures to uphold the status quo inasmuch as Guzmdn aggressively sup-
ported the continuing state of emergency, which legalized the use of whatever
discretionary powers were deemed necessary to quell oppositional forces. Hu-
man rights typically guaranteed by constitutions were not considered absolute
in the Chilean version and were to be severely restricted “when a society un-
dergoes turmoil or heavy challenges.”*!

Guzmidn clearly drew on Hayek in distinguishing between authoritarian-
ism and totalitarianism in order to justify a state’s use of repressive measures
when they are required, and deployed tools to shield a free market order
against perceived totalitarian ( = socialist) tendencies. During his second visit
in Chile, Hayek had clarified his understanding of (neo)liberalism in this re-
gard in an interview for E/ Mercurio: “A dictatorship can restrict itself and a
dictatorship which deliberatively is restricting itself can be more liberal in its
policies than a democratic assembly which has no limits”** (Hayek 1981). Not
surprisingly, Hayek went to some lengths to bestow legitimacy on the new
Chilean constitution, since he had been personally consulted by the Chilean
government in the process leading up to the final draft. During his first visit
to Chile in 1978, Pinochet had invited him to a personal meeting. Hayek’s in-
fluence extended beyond the merely personal, however. One member of the
commission in charge of drafting the constitution, Carlos Céceres, was a close
follower of Hayek and eventually joined the MPS in 1980 (Walpen and
Plehwe 2001).

Vergara (1985, 106-133) has carefully reconstructed the internal discussions
and negotiations that led to the final document. Interestingly, nationalists, neo-
liberals, and the gremialistas agreed on certain key elements—notably, the “ne-
cessity” to redefine and limit democracy to a “restricted” or “protected” sphere.
While many elements of Hayekian neoliberalism provided the backdrop for an
understanding of the Chilean constitution, they were recombined with tradi-
tional patriarchal and authoritarian concepts of the state.” The adoption of
neoliberal principles in flexible and pragmatic ways within the constitution pro-
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cess can be further illustrated by turning to the next stage of developments.
When the economy experienced a severe crisis in 1982, Pinochet was forced to
recalibrate the economic policy orientation and to modify his regime’s internal

power structure.

Crisis and Restructuring of the Neoliberal Project (1982—1989)

Chile’s economic crisis in 1982 was caused by a combination of external and
internal factors. Among the external factors, the steep fall of the price for cop-
per due to the global crisis was devastating, given the preponderance of cop-
per in Chile’s total exports. The uncontrolled financial liberalization, in com-
bination with heavy borrowing of the Chilean conglomerates, were large
factors in the country’s economic recession. Credit had been incurred over-
whelmingly for consumption purposes and for the takeover of enterprises, in-
stead of investment in productive capacity. Rapidly declining growth, a grow-
ing balance-of-payments deficit, rocketing interest rates, and the insolvency of
hundreds of firms in the manufacturing sector ensued. Sixteen private finan-
cial institutions (out of fifty) went bankrupt. Some of the most highly in-
debted conglomerates that were at the center of the neoliberal coalition disap-
peared from the Chilean economic map (Rozas and Marin 1988, 1989).

The sharp rise in the price of the dollar forced the government to intervene
in the private administration of pension funds and the banking system. The two
largest banks, BHC of Vial and Banco de Santiago of Cruzat-Larrain, came un-
der state control. At the beginning of 1983, three financial institutions were liq-
uidated, another five were taken over by the state, and two banks were subjected
to a special regime of state oversight. The Central Bank then assumed responsi-
bility for their external debt. Huge amounts of private debt were thus trans-
ferred to the state. The state—otherwise considered the biggest threat to hu-
mankind in neoliberal and conservative critiques of the welfare state—bailed
out the private capitalist class at home and abroad.?* In the face of looming eco-
nomic collapse, the regime was forced to redirect economic policy. Nonetheless,
the basic features of the neoliberal development model either remained in place
or were resurrected after the crisis. What explains the resilience of the neoliberal
economic framework and the maintenance of the neoliberal economic cadre?

The discussion concerning the appropriate reaction to the country’s eco-
nomic crisis exposed a rift within Pinochet’s economic team. Minister of

Finance Sergio de Castro stubbornly supported the regime of fixed exchange
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rates and “automatic adjustment,” which had been introduced in 1979 during
his tenure, and opposed the devaluation of the peso. Confronted with the
growing fears of business leaders suffering from high interest rates and alarmed
by the growing number of bankruptcies, he nevertheless stood by his under-
standing of neoliberalism, declaring that only the strongest and most compet-
itive should survive. De Castro was left high and dry by the majority of his “El
ladrillo” comrades who opted for devaluation—a decision that Pinochet him-
self soon seconded (Fontaine 1988, 154ff.).

De Castro was forced to resign from office at the beginning of 1982, as were
also the minister of the interior, Sergio Ferndndez, and the mining minister,
José Pifiera. They were all replaced by military officers, corporate officers, and
neoliberals who had proven more willing and flexible with regard to neoliberal
principles in the short run. The regime devalued the currency and introduced
various measures to protect domestic business. The new superminister of fi-
nance and economics was another MPS member, the Chicago-trained econo-
mist Rolf Liiders, who had been vice president of the BHC group before being
called to office. Liiders decided to direct government support to indebted en-
terprises and to save the private banking system by way of state intervention,
or, in his own words, “to rescue the financial system but not their owners”
(Liiders 1993, 163). He subsequently appointed MPS member Cdceres presi-
dent of the Central Bank and initiated negotiations with the IME

In order to destroy the opposition movement and to quell the mounting so-
cial protest, the regime proclaimed another state of siege, invoking traumatic
memories of 1973. Fear of a return to the “chaos” of the Popular Unity era,
with the military standing at the ready, stymied the protesters and the middle
classes (Silva 1996, 2001). Another crucial task for the regime was to secure the
confidence of the private sector through recruitment of wider entrepreneurial
interests. Apart from the conglomerates, small and medium-sized enterprises
(gremios) were co-opted. While the export-oriented development model was
not in principle open to negotiation, it was modified to more strongly align in-
ternational and domestic industrial and financial interests on the one hand and
export-oriented agricultural interests on the other in support of the govern-
ment. Minimum prices for key crops like wheat were established, and the gov-
ernment subsidized farm credits and renegotiated debt on highly favorable
terms to promote the production of export crops. A temporary increase in im-
port tariffs on agricultural produce and redirected export subsidies, combined

with a drastic reduction in the cost of labor, was instituted to provide a favor-



NEOLIBERALS IN CHILE 331

able climate for a competitive agrobusiness industry. By way of developing a
strategy of separate negotiations and “segmented responses” to “specific de-
mands,” the regime managed to split the business gremios (Campero 1993).

Arguably the most crucial factor in quickly resuming the neoliberal course
was the materialization of foreign private capital and multilateral loans. Chile
started negotiations with the International Monetary Fund in 1982 and inter-
national creditors in 1983. The country’s recent expansionist policies threat-
ened to be undermined by financial restrictions imposed by the IME which
exercised strong pressure on the regime to return to a stricter fiscal policy. In
addition, the World Bank and the Bank for International Development de-
manded immediate “normalization” of ownership of affected banks and
firms, and the privatization of public enterprises (Silva 1991, 397). Accord-
ingly, no agreement was achieved in the first round of negotiations, but infor-
mal discussions continued. These negotiations reinforced the position of the
radical policy network of neoliberal economists inside and outside the state,
and promoted the formation of a cohesive and effective international policy
network involving World Bank and IMF officials (Teichman 2001, 78f.).

The key figure in the negotiations that would return the country from “cri-
sis management” to a pronounced neoliberal policy was Herndn Biichi, who
served as superintendent of the banking sector. He had been close to the
Chicago team since 1975 and held important posts in the government (see
Table 9.2). In 1985 he was appointed finance minister by Pinochet, and thus
the second generation of economists was promoted. Apart from Biichi, some
members of the old policy network were integrated into negotiations, espe-
cially the former finance minister de Castro. IMF officials briefed de Castro,
who in turn kept Pinochet informed at regular meetings. Apparently, not all
members of the old economic cadre believed in the new orientation. An in-
terviewee told me that some continued to strictly oppose the state manage-
ment of private debt, in the sense that the Central Bank bought the overdue
debt of private banks and conglomerates, and was consequently forced to re-
solve the burgeoning public-sector deficit. This recollection supports the find-
ings of Montecinos (1998, 84, 89). She quotes the “Chicago boys,” who de-
nied that they had acted in favor of the private-sector conglomerates, and
insisted on the “patriotic” character of their mission.

According to the interviewee, it was Chile that helped pave the way for the
technocratic management of the debt crisis in favor of the interests of interna-
tional lenders, which subsequently put pressure on the other highly indebted
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countries in Latin America and Eastern Europe to pursue a similar path. The
“plan chileno” followed the principle of “negotiations instead of confrontation”
and introduced new programs such as the structural adjustment loans and debt
swaps that were later employed in Mexico, Venezuela, Argentina, and Brazil. In
affirmation, Herndn Somerville, chief foreign debt negotiator from 1983 to 1988
and a high banking official after the Pinochet regime, confirms that the “plan
chileno” had been the blueprint for the Brady Plan (Somerville 1992, 114).

Finance Minister Herndn Biichi (1985-1989) continued to implement neo-
liberal reforms in a relatively short horizon and thereby succeeded in restoring
the confidence of the international financial agencies (Silva 1991, 398). On the
basis of Biichi’s economic program, Chile negotiated three structural adjust-
ment loans in 1985, 1986, and 1987. Uncontested measures of the adjustment
program consisted of tariff reductions and privatizations. The reluctance of
some members of the World Bank’s executive board to lend to Chile because
of continuing human rights abuses strengthened the bank’s and the IMFs
ability to ensure orthodoxy: senior officials were willing to risk the disgrace
and trouble of being involved in Chilean affairs only if the agreement was
“flawless” on economic policy grounds (Teichman 2001, 53, 80). In sum, the
role of the multinationals was crucial: they were intimately involved in the de-
velopment of a new economic program that returned Chile to the path of
market reform, and helped to reinstall its strongest supporters in the state
such as Pablo Baraona (minister of the economy 1987, mining minister 1988)
and Ferndndez, who returned as interior minister.

Biichi not only handled the renegotiation and payment of the external
debt, but also designed a coherent response to the crisis in the national finan-
cial system and restored the credibility and legitimacy of the overall economic
model (Martinez and Dfaz 1996, 97). The regime established interest rate con-
trols and adopted a new banking law in 1986, which imposed depositary re-
quirements and strict bank supervision. The principal export model was con-
solidated after the crisis, though nontraditional exports (mainly agriculcural
and related products such as wine and fruit, forest products such as pulp, and
food products such as fish meal) were now promoted with substantial state in-
centives, such as special credit lines, and export promotion agencies. The new
growth strategy consisted of a deflationary adjustment and restriction on in-
ternal demand in order to create favorable terms for export.

When economic indicators finally showed signs of recovery in 1985, a new

round of privatizations were imposed. The privatization process included
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firms that were nationalized during the crisis and some of the strategic sectors
that had been still excluded in the 1970s. State enterprises in the steel, sugar,
and chemical industries, in aviation, energy, and telecommunications, as well
as some copper mines, were turned over to the private sector. Everything was
sold except for the remaining state copper firm and the state petroleum com-
pany. Most of the enterprises had been highly efficient and had so far gener-
ated surpluses for the state. Although small investors and employees were in-
vited to purchase shares of the newly privatized enterprises—the regime
promoted a propaganda discourse of “popular capitalism”—the process of
concentration and centralization of capital resumed. The participation of for-
eign capital was mostly organized through joint ventures. Debt-for-equity
swaps were so popular that, by 1988, nearly $2 billion of hard currency had en-
tered the economy, leading to an intricate intertwining of foreign investors
and domestic capitalists through the joint purchase of privatized firms. Mem-
bers of the economic team participated in the newly formed directorates, thus
reflecting the revival of many old coalitions.?

Altogether the measures taken to overcome the crisis were conceived as
state interventionism designed to rescue the neoliberal model. Pinochet him-
self (quoted in Martinez and Dfaz 1996, 98) considered the period “a case of
sidestepping to recover strength.” The measures taken consolidated and deep-
ened the social relations in support of the previously established and pro-
moted export-oriented mode of production.

Continuity of the Neoliberal Project after
the Transition to Democracy

In October 1988 Pinochet lost the plebiscite, which had been required by the
constitution.?® A union of the center-left parties—the Concertacién—won the
first elections that took place a year later. The regime’s candidate, Herndn
Biichi, was defeated by Patricio Aylwin, a Christian Democrat. The members
of the neoliberal team were now barred from high positions in government.
Despite the new coalition government and the postdictatorship opportuni-
ties, practically all observers concur that the neoliberal model of economic
policy by and large remained in place. Why was this the case?

A crucial factor ensuring continuity had been the “pacted transition” be-
tween the party leaders of the Concertacién and the representatives of the
regime. Not only was the legal framework kept in place—the transition took
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place within the confines of the 1980 constitution—but also the structure of
the state in terms of socioeconomic organization remained intact: “What con-
tinuismo provided for the democratic administrations was stability. It led to
business support for democracy, it brought renovated socialists and Christian
Democrats together around an economic strategy, and it provided a set of
macroeconomic indicators that were perceived as desirable for further liberali-
sation” (Barton 2002, 363). Moreover Chile’s social structure had been sub-
stantially transformed in ways that seem to confirm the argument of neoliber-
als that only a profound change in the culture and value system (rather than
more ephemeral institutions) would be able to protect the neoliberal trajectory.
The final triumph of the neoliberal thought collective was that former oppo-
nents eventually came to embrace it, thereby endowing it with new legitimacy.
Although the foundations of the neoliberal model survived the return to par-
liamentarian democracy, Chile’s neoliberals did not leave the future to chance.
The members of the neoliberal team had to vacate most of their posts at the
center of power,” but they carried on their economic careers, filling important
positions in corporations and civil society (see Table 9.3). They developed major
activities in the academic world, the media, and international advisory services.
Especially important was the establishment of private universities and think
tanks. Three weeks after the installation of the first democratic government and
his electoral defeat, Herndn Biichi, together with his MPS colleagues Cristidn
Larroulet and Carlos Cdceres, founded the Instituto Libertad y Desarrollo
(ILD). The new partisan think tank soon became the “flagship in the battle of
ideas.” It covered a wide spectrum of activities ranging from opinion polls, aca-
demic publications, and commentaries in the media to conferences and semi-
nars, all designed to influence public opinion in lasting ways. Although the di-
rectorate was split between the two right-wing parties (the National Party and
the Independent Democratic Union [UDI]), the ILD was responsible for the
government program of the serial UDI presidential candidate Joaquin Lavin.
Chile’s most internationally oriented right-wing think tank today participates in
the International Foundation for Liberty (headed by Mario Vargas Llosa) and
cultivates relations all over the world, though special attention is paid to Latin
America, Eastern Europe, and the Far East. In 2000, the ILD hosted the bi-
annual reunion of the Mont Pélerin Society (Libertad y Desarrollo 2005).
Apart from the ILD, the already mentioned Centro de Estudios Publicos
(CEP) plays an important role in maintaining the neoliberal spirit. Its leading
figures are Jorge Cauas, Pablo Baraona, and MPS members Sergio de Castro
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and Arturo Fontaine. The CEP enjoys strong backing from the Chilean con-
glomerates; it functions both as a neoliberal bridgehead in politics and as a
meeting place for entrepreneurs and government officials. Among its fields of
activities are sponsorship of debates on long-term neoliberal ideas. CEP pub-
lishes the Revista de Estudios Piiblicos and provides training for foreign (prima-
rily Latin American and Eastern European) economists. Through its well-
organized and well-financed activities, the central figures of the original
neoliberal team continue to maintain a high profile in Chile.

Conclusion: The More Things Change, the More They
Stay the Same

Chilean history provides us with a rich case study of the multifaceted mobi-
lization and transformation of knowledge, and the effective political strategies
of organized neoliberals. What conclusions might be drawn from our ac-
count? First, contrary to much of the secondary literature, neoliberalism in
action has been more than a rote application of Chicago economic orthodoxy.
The Chilean economic transformation was also guided—at different
moments—by Virginia School and Austrian approaches. Furthermore, neo-
liberal scholars have shown considerable flexibility with regard to the “local”
adaptation of theoretical approaches as well as political strategy.

The Chilean path to neoliberalism reveals different stages of development
consisting of different tasks, theoretical positions, and modes of political ration-
ality. To simplify, the first stage, proto-neoliberalism, covers the period from the
mid-1950s to the end of the 1960s. The organized neoliberals focused primarily
on projects outside the state. Think tanks, university institutes, and the media
served as key institutions to build up cadres and a coherent counter to the dom-
inant Zedtgeist in order to gain influence in the public sphere. The primary task
was conceived as an ideological critique of the socialist/import substitution ten-
dencies. The second stage, rollback, was put into effect between 1973 and 1975.
The military regime destroyed the fundamentals of the import substitution
model and its social relations through repression, the return of the expropriated
enterprises, and the abolition of price supports. The next phase, rollout, started
in 1975. The vanguard theorists widely entered in state positions, becoming or-
ganized state cadres, and implemented the monetary, regulation, and competi-
tion theories of the Chicago School. The ultraorthodox measures realized in
the period 1975-1978 were aimed at the core of the economy and included the
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introduction of a free trade regime and the deregulation of the domestic and fi-
nancial markets accompanied by further privatizations. After the economic re-
construction, the extension and, thus, deepening of neoliberalism as a program
were effected between 1978 and 1981. The key reference was to the Virginia
School public choice theory, wherein the market approach was extended to
other spheres of society (viz., seven modernizations). The crisis of 1982-1983
provided the occasion for a substantiation phase of the neoliberal project under
new conditions, requiring a greater amount of concerted state intervention to
safeguard neoliberalism. The adjustment to external power relations and the so-
cialization of debt demanded a reshuffling of the economic team, but ensured
the continuity of the neoliberal model. The period 1983-1989 can be character-
ized as the revival phase of neoliberalism. Under Biichi, a state-led structural ad-
justment of the export-oriented economy was engineered. The path from an ad-
ministration of the crisis to pronounced neoliberal policies mirrored the explicit
demands of the international finance organizations.

Although the regime’s proxy candidate for the presidency, Herndn Biichi,
lost in the reinstated democratic elections, the institutional framework se-
cured cultural hegemony and the persistence of the neoliberal model. Neolib-
eralism in Chile (and elsewhere) cannot be equated with authoritarianism and
military dictatorship, ignoring continuities during and after the transition to
democracy. It is precisely the mutability of neoliberal knowledge and its flexi-
ble relationship with power that sustained essential components of the neolib-
eral model and the neoliberal path in Chile.

Whereas from a purely Chilean point of view, the modification of the inter-
nal power structure and the abandonment of some orthodox elements of the
neoliberal program in the course of the 19821983 crisis might be interpreted as
ending a “radical neoliberalism” and opening up a “pragmatic phase” (Silva
1991, 2001), from a global standpoint it was exactly the fine-tuned adjustment to
external and internal requirements that ensured the continuity of the neoliberal
project. The partly reconstituted economic team made a pact with the global
centers of power, the financial institutions, thus securing the neoliberal path.
Chile not only figured as a role model in the “solution” of the international debt
crisis, but also embarked on a coherent export-oriented development strategy.
Under Biichi’s aegis, a new regime of state-led export-oriented industrialization
was set in motion, without altering the social relations around the development
strategy (the seven modernizations) that had been previously implemented.
Biichi and his alliance appeared as managers of a new industrial policy that in-
cluded a commitment to increase exports and to preserve the domestic base at
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the same time. The state provided the old and new incentives in order to achieve
competitiveness in the new nontraditional export sectors and to increase inter-
nal savings and investment. Simultaneously, it created favorable conditions on a
macroeconomic level through devaluation, temporary tariff protection, regula-
tion of the financial system, and a strict policy of wage controls.

Sergio de Castro was made the scapegoat and his public reputation suf-
fered, but that was not allowed to interfere with the commitment to the over-
all economic model and to the dominance of the community of neoliberal
economists. He took part in the selection of his successors and shortly there-
after again played an important role in debt negotiations and policy formula-
tion. His staying power is further revealed by the fact that Sergio de Castro,
the intellectual leader of the 1970s, and Rolf Liiders, the manager of the crisis,
shared a common ideological home: they both joined the Mont Pélerin Soci-
ety in 1982.28 When ousted from their state positions, the neoliberal protago-
nists continued their work from within civil society: provided with channels
of communication, think tanks, and public reputation, they continue to in-
fluence the transformation of contemporary Chile.

Notes

1. This notion was promoted in the PBS television series 7he Commanding
Heights, broadcast January 10, 2000. There Milton Friedman is quoted as saying, “the
really important thing about the Chilean business is that free markets did work their
way in bringing about a free society.”

2. The editors of Frankfurter Allgemeine Zeitung, Germany’s neoliberal flagship
among the nationwide print media, refused to print an article by Friedrich August
von Hayek titled “True Reports on Chile” (Wahrheitsgetreue Berichte iiber Chile),
for example. The daily paper did not even offer space to Hayek in its letters to the ed-
itors” section. Hayek eventually published his efforts in defense of economic and so-
cial policies under Pinochet in a small booklet published by Hanns-Seidel-Stiftung
affiliated with Bavaria’s Christian Social Union Party (see Walpen and Plehwe 2001,
6769 for details).

3. See Silva (1991); Centeno and Silva (1996); Montecinos (1998); Fourcade-
Gourinchas and Babb (2002) for a general discussion of the political dimensions of
“technocratic power”; in the U.S. context see Fischer (1996).

4. Hence, one cannot take at face value some of the writings of Milton Friedman,
for instance, on the boundaries between “positive” and “normative” economics. For
more on this issue, see Van Horn and Mirowski, Chapter 4 in this volume.

5. Consult Biglaiser (2002) with regard to Packenham (1973); see Plehwe, Chap-
ter 7 in this volume.
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6. For the relationship of Schultz to the neoliberal ascendancy at Chicago, see
Van Horn and Mirowski, Chapter 4 in this volume.

7. See Biglaiser (2002, 274); Harberger (1999); Silva (1991, 390); Valdés (1995,
Chapter ).

8. Among the first grant holders who went to Chicago were later economics min-
ister (1975-1976) and finance minister (1976-1982) Sergio de Castro, who joined the
MPS in 1982, and Ernesto Fontaine and Carlos Massad from the University of Chile.
Among the first to achieve the Ph.D. were Rolf Liiders (member of the Legislative
Commission 19741981, bi-minister of finance and the economy 1982-1983 and MPS
member since 1982), Sergio de Castro, Ernesto Fontaine, and media mogul Alvaro
Saieh (Delano and Traslavifia 1989, 13-16). They were trained by MPS members Becker,
Friedman, Stigler, and Harberger (though Harberger joined MPS later in 1994).

9. See, for example, Frank (1967); Caputo and Pizzaro (1970); Amin (1973).

10. Bardén was a Chicago economist who particpated in the conspiratorial pro-
coup coalition. Cauas received his MBA at Columbia University, but he was a per-
sonal friend of Harberger. At the time of his appointment, Cauas was working for the
World Bank; he later gave up his political affiliation with the Christian Democrats
and was eventually appointed finance minister after the military coup in 1974. Arnold
Harberger served as an adviser for both Massad and Cauas (see Harberger 1999).

11. ODEPLAN was created in 1967 during the presidency of the Christian Demo-
crat Eduardo Frei. The office was in charge of coordinating projects across ministries.
Among the young economists working at ODEPLAN were Alvaro Donoso, Ernesto
Silva, Ernesto Fontaine, Sergio de la Cuadra, and Juan Carlos Méndez (Fontaine 1988,
46; see Tables 1 and 2). See Vergara (1984); Fontaine (1988); Silva (1991, 1996); Huneeus
(1998).

12. Following Valdés (1995, 227), CESEC was established in 1963; other sources
date it as 1968 (see Silva 1991; Soto 2003).

13. The prominent entrepreneur Jorge Alesssandri had been president from 1958 to
1964. His politics of “technocratic liberalism” (inflationary measures, liberalization of
trade, devaluation) was frustrated by the traditional right and the “rentier protection-
ism” of the entreprencurial class. Under the military government, he became a mem-
ber of the state council (Moulian 2006).

14. See Delano and Traslavifia (1989, 27ff.); Gonzdlez-Rossetti, Chuaqui, and Es-
pinosa (2000).

15. ODEPLAN created numerous cooperation treaties with the Catholic Univer-
sity (thus shifting considerable funds to the Economics Department) and granted
scholarships to study abroad. These activities played a decisive part in the building
and maintenance of a skilled reform team throughout the military government, and in
assuring the allegiance of its members to the regime.

16. For the long run, Friedman recommended a social market economy along the
lines his fellow MPS members had developed for Germany immediately after the war
(see Pak, Chapter 3 in this volume).
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17. The privatization process (of 507 public firms in 1973, 70 remained in 1976) cer-
tainly strengthened the private sector and led to a rapid increase in concentration of
private property in the Chilean economy: a handful of conglomerates acquired the of-
fered enterprises at relatively low prices, including financial institutions. However, the
transfer of state property to the private sector remained incomplete. At the beginning
of the 1980s, the state still owned six of the country’s top ten enterprises, all of them in
strategic sectors (copper, electricity, oil, and transport; see Rozas and Marin 1988, 1989).

18. See Guzmdn’s articles in his journal Revista Realidad; Valenzuela (1993); Cafias
Kirby (1997, 82f.).

19. See Vergara (1985); Valenzuela (1993); Valdés (1995, 52—81), cf. Stepan (1985) and
Walpen and Plehwe (2001).

20. Pifiera was a UC economist who did his postgraduate work at Harvard Uni-
versity before serving under Pinochet. After his political career ended, he took an ac-
tive role in the Chilean business sector and developed numerous think tank activities.
He works as an adviser for pension reforms (e.g., in Eastern Europe). He attended the
MPS regional meeting in Canctin (1996) where he gave a lecture on the Chilean pen-
sion system (see Pifiera undated).

21. Guzmdn, cited in Huneeus (1998, 24); see also Moulian (1997, 240—252); Cristi
(2000, Chapters 1 and 5). The first amendments to the constitution of 1980 were made in
November 2005; the 2006 elected government of Michelle Bachelet promised to change
a key restrictive element for civil authority, the electoral law (“sistema binominal”).

22. Spanish original: “Una dictadura se puede autolimitar y una dictadura que
deliberadamente se autlimita puede ser mds liberal en sus politicas que una asamblea
democrdtica que no tiene limites” (Interview with E A. Hayek, £/ Mercurio, April
19, 1981).

23. Vergara leaves no doubt which group adapted more during the process of consti-
tutional debate, observing the “neoliberalization of the gremialistas” (Vergara 1985, 168).

24. When the nationalized banks were rapidly privatized after economic recovery,
the government did not require a repayment of taxpayers’ expenditures (Martinez and
Diaz 1996, 59).

25. See Martinez and Diaz (1996, ss5f.); Fazio (1997); and Kurtz (1999, 422). A
telling example is the directorate of SQM, the flagship of the chemical industry that
was fully privatized in 1988. Members of the directorate included the former ministers
Carlos Céceres, Sergio de Castro, and Enrique Valenzuela; Sergio de la Cuadra, Pablo
Baraona, and Herndn Biichi were appointed in the 1990s (Monckeberg 2001, own in-
vestigations). Compare Rozas and Marin (1989, 56) on the recomposition of the direc-
torate of Banco de Chile.

26. Although 54.7 percent eventually succeeded in ousting Pinochet from office by
choosing the No option, one should not forget that 43 percent of the population still
supported Pinochet at this juncture. As stipulated in the 1980 constitution, Pinochet
also remained commander-in-chief until 1998. Subsequently, his position as “Lifelong
Senator” protected him from trial until the judicial process was initiated in 2001.
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27. The exclusion from higher ranks was not complete. A consensual formula be-
tween the Pinochet and the incoming governments designated the composition of the
board of the Central Bank, for example. Both administrations nominated two mem-
bers; an economist who gave guarantees to both parties was made president. Accord-
ing to the new finance minister, Alejandro Foxley, this solution “was a way of showing
the country, the private sector, and the international financial community that the
Concertacién is committed to the economic stability of the country” (El Mercurio,
December 7-13, 1989, quoted in Montecinos 1993, 35).

28. The key figure, Herndn Biichi, is also rumored to be a MPS member, but we
were unable to verify his membership.
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Taking Aim at the New International

Economic Order

JENNIFER BAIR

In the context of the recently proclaimed New International Economic Or-
der, the United Nations Center on Transnational Corporations (UNCTC)
was established by the UN Economic and Social Council in 1975.! This New
York—based organ of the UN Secretariat was created to assist the work of an-
other new body, the Commission on Transnational Corporations, which was
charged with negotiating a code of conduct for multinational corporations.
In less than two decades, the UNCTC was defunct, and the Commission’s
effort to adopt and implement a code of conduct had been abandoned. Yet in
1999, just a few years after the Center was officially disbanded by the General
Assembly, multinational corporations reemerged on the UN scene when Sec-
retary General Kofi Annan announced the launch of a new partnership be-
tween UN agencies and international business. This new venture, known as
the Global Compact, underscored a dramatic shift in the United Nations at-
titude toward multinational corporations (MNCs); the old debates of the
1970s and 1980s about how efficacious a code of conduct might prove in reg-
ulating MNC conduct have been replaced by efforts to leverage what Annan
described as “the enlightened self-interest of companies” to developmental
and social ends.
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The transformation in development theory and policy that the trajectory
from code to compact represents extends beyond the institutional arena of the
United Nations and its embattled experiment with MNC regulation. Prevailing
views on a range of issues relating to economic growth and industrialization
were challenged as part of “the counterrevolution in development economics”
that occurred during the last quarter of the twentieth century (Toye 1993). As a
global debt crisis unfolded over the course of the 1980s, widening the gulf sepa-
rating First and Third Worlds and casting ever greater doubt on the feasibility of
import-substituting regimes, a new orthodoxy was being consolidated. Famously
summarized by John Williamson as “the Washington Consensus” (Williamson
2004), this neoliberal model prioritized macroeconomic stabilization, liberaliza-
tion, and privatization as the prescription for the developmental cure. Rejecting
“the dirigiste dogma” (Lal 1985) that had haunted and halted the development
efforts of poorer countries, the Consensus promoted a market-led paradigm
that proscribed the kinds of interventionist strategies embraced by much of the
developing world during its short-lived struggle for the New International Eco-
nomic Order (NIEO).

Although the relationship between the defeat of the NIEO and the tri-
umph of neoliberalism has received little scholarly attention, John Toye, in an
exception to this general neglect, argues that “the threat of an NIEO, particu-
larly one imposed by the South and supported on moral grounds by influen-
tial public opinion in the North, acted as a strong spur to the counter-
revolution in development policy” (Toye 1993, 180). In this chapter, I revisit
the rise and fall of the NIEO in order to excavate some of the intellectual and
institutional foundations of that counter-revolution. Specifically, and in keep-
ing with the project of this edited volume to analyze the foundations of con-
temporary neoliberalism, and especially the activities of individuals and or-
ganizations associated with the Mont Pelerin Society (MPS), I focus on how
four economists (university professors who are also MPS members) and one
MPS-related think tank sought to shape the development debate before, dur-
ing, and after the specific period of the NIEO.

The chapter proceeds in four sections: First, I review the foundations of
the NIEO project, highlighting the key events that precipitated the develop-
ing world’s efforts to transform the international economy via the institu-
tional vehicle of the United Nations. Having outlined the main elements of
the NIEO platform and its fate at the UN through the early 1980s, I consider
how the work of Gottfried Haberler, Karl Brunner, Peter Bauer, and Deepak
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Lal informed and contributed to the promotion of a counter-revolution in de-
velopment economics that took aim at the NIEO’s agenda for reform. Third,
I focus on a particular front in the battle for the NIEO—the protracted and
ultimately unsuccessful effort to draft a UN Code of Conduct on Multina-
tional Corporations. In the fourth and final section, I discuss the Heritage
Foundation’s United Nations Assessment Project, which was an effort by Her-
itage to discredit and defuse the UNCTC, the Code of Conduct project, and
indeed the broader NIEO agenda at the United Nations.

Collectively, this analysis underscores the extent to which the NIEO and its
proponents were interpreted as a threat to an embacttled “liberal international
economic order” (Lal 1985). The Third World’s perceived radicalism generated
a sense of alarm in certain quarters that helped mobilize support for positions
and policies that were being advocated in some academic and political circles.
Thus, the developing world’s struggle for reform of the international economy
created an opening in the existing regime and in this sense provided an oppor-
tunity structure that did indeed facilitate a shift in the prevailing order, though
not the one envisioned by the NIEO’s supporters. Indeed, the defeat of the
NIEO agenda both signaled and consolidated the ascendancy of the Washing-
ton Consensus as the dominant development paradigm.

Revolution from Within? The New International

Economic Order at the UN

Although the New International Economic Order was officially proclaimed
in 1974, its declaration at the United Nations was the culmination of a
movement that began two decades earlier, with the Bandung conference of
non-aligned countries in April 1955. The Non-Aligned Movement was initi-
ated by African and Asian countries to address issues arising from decolo-
nization, but by the second half of the 1950s Latin American states were seek-
ing to join forces at the UN with these new nations for two reasons. First, the
sheer increase in the number of UN members diluted the ability of Latin
American countries to exercise power in the General Assembly through bloc
voting. Second, governments in the region were seeking to enlist broad sup-
port among developing countries for the policies being promoted by the
Economic Commission for Latin America (ECLA) and its director, Argen-
tine economist Radl Prebisch. The creation of the European Economic

Community (EEC) in 1958, which many Third World governments feared
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would negatively impact their export performance, seemed to reinforce the
view that developing countries had similar interests at stake with regard to
the international economy.?

Thus, a mutual interest in putting economic development issues more
squarely on the UN agenda served to secure an alliance between the African
and Asian nations of the Non-Aligned Movement and the Latin American
countries. When representatives from the three regions met in Geneva for the
first United Nations Conference on Trade and Development (UNCTAD)
during the spring and summer of 1964, they formed the Third World caucus
known as the G-77, which proceeded to play an important role in lobbying
for UNCTAD’s institutionalization. The creation of UNCTAD as a perma-
nent organ of the General Assembly was established by UN resolution no.
1995 in December 1964, and in early 1965, the General Assembly approved the
appointment of Raul Prebisch as that body’s first secretary-general.

During its first decade of existence, UNCTAD scored some modest victo-
ries (most notably, agreement on the principle of a Generalized System of
Preferences for developing-country exports), but it also sustained bruising
losses on critical fronts, such as commodity agreements and international
monetary reform (Toye and Toye 2004). Although UNCTAD II in 1968 and
UNCTAD III in 1972 produced little in the way of progress on the G-77
agenda, the developing countries nevertheless appeared to ratchet up their
rhetoric in the early 1970s. During the 1972 UNCTAD meeting in Chile,
Mexican President Luis Echeverria proposed that the UN undertake the
drafting of a “Charter on the Economic Rights and Duties of States,” which
would include, among other tenets, the right of states to the full exercise of
national sovereignty over natural resources.

If the G-77’s efforts for reform of the international economy were principally
pursued through UNCTAD, the Non-Aligned Movement (NAM) served as a
parallel source of support. The early 1970s witnessed a shift in what had been
the NAM’s primarily political focus, as the movement began devoting greater
attention to economic concerns (Gwin 1977; McCulloch 1977). During the
fourth summit of the NAM in September 1973, President Houari Boumedienne
of Algeria, host of the Algiers meeting, called for a special session of the United
Nations “with a view to establishing a new system of relations based on equality
and common interests of all states” (Marshall 1994). This meeting, which would
take place in spring 1974, was the Sixth Special Session of the General Assembly,
at which the G-77 countries officially launched the NIEO project.
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In terms of content, the NIEO platform represented more continuity than
change, as it contained vague proposals for reform that the G-77 had advo-
cated for some time. However, what was different, and dramatically so, was
the international context in which the Third World was making its demands.
The vertiginous increase in the price of oil engineered by OPEC in late 1973
created a perception on the part of several key G-77 members that the balance
of international power had tilted in their favor. The fact that Northern coun-
tries, which even before the acute crisis precipitated by the embargo were con-
cerned about the price and supply of oil, had agreed to a special meeting of
the UN General Assembly devoted to development issues also emboldened
the G-77, and the bloc’s increasing radicalism culminated in the contentious
Sixth Special Session of the General Assembly in March-April 1974.°

Appropriately enough, the Special Session opened with a two-hour address
from President Boumedienne, who as an active player in OPEC, aptly em-
bodied the North’s oil crisis-induced anxiety.* As its piéce de résistance, the
Sixth Special Session featured the adoption of UN resolution no. 3201, which
declared “the establishment of a new international economic order.” The
NIEO platform consisted of twenty wide-ranging principles, including the
inalienable right to “permanent sovereignty of every State over its natural re-
sources and all economic properties . . . including the right to nationalization
or transfer of ownership to its nationals.” This new order was to be based on
“equity, sovereign equality, interdependence, common interest and coopera-
tion among all states irrespective of their economic and social systems, which
shall correct inequalities and redress existing injustices, making it possible to
eliminate the widening gap between all the developed and the developing
countries and ensure steadily accelerating economic and social development
in peace and justice for future generations.”

The NIEO’s proponents contended that the gap separating the Third
World from the developed countries could only be narrowed if the interna-
tional trading system were reformed in such a way as to correct the “biases”
against developing countries that were alleged to be inherent in it. This ration-
ale for the NIEO’s program of structural reform rested largely on the influen-
tial work done by Raul Prebisch while head of the United Nations Economic
Commission on Latin America. Much of the research conducted by the econ-
omists at ECLA purported to show a historical decline in the terms of trade for
primary commodities, which Prebisch argued allowed the rich countries to
reap most of the technological advances engendered through industrialization.
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Prebisch and his colleagues at ECLA thus agreed with the prevailing view of the
modernization theorists—that is, that industrialization was the requisite linch-
pin of any development effort. But they took issue with modernization the-
ory’s claims that the primary constraints on successful industrialization in the
Third World were institutional and/or cultural. Instead, they argued that they
were structural, and rooted in the nature of international trade patterns—that
is, the exchange of primary commodities from the periphery for manufactured
goods made in the core. On the basis of this analysis, Prebisch concluded that
developing countries should pursue autonomous industrialization, and pre-
scribed a regime of import substitution toward that end.

Prebisch’s work undoubtedly provided an important justification for the
NIEO platform, but his seminal thesis alleging deteriorating terms of trade
for primary commodity exporters was published in 1950, more than two de-
cades earlier. Thus in explaining why the NIEO emerged when it did, one
must look to contemporary events, and specifically to the Arab oil embargo of
1973. The sense of economic and political dislocation generated by the oil
shock, and the portentous predictions of the Third World’s coming “resource
power” that the energy crisis was thought to augur, were of decisive impor-
tance in explaining why the G-77 countries, despite having failed to secure
most of the objectives laid out at the first UNCTAD conference ten years
prior, nevertheless viewed the Sixth Special Session as an auspicious opportu-
nity to advance their agenda (Doyle 1983).

From the perspective of the developing country coalition, there were seven
primary areas on which progress had to be made in order for the New Inter-
national Economic Order to be realized. First was implementing a system of
“commodity price stabilization through the negotiation of price floors below
which commodity prices would not be allowed to fall. The second was a
scheme of preferential tariffs, or allowing exports of Third World manufactur-
ers to enter First World markets at lower tariff rates than those applied to ex-
ports from other industrialized countries” (Bello 1998, 209). Third, the G-77
countries sought an increase in foreign aid and, fourth, alleviation of the debt
burden. Reform of multilateral institutions in order to increase the voice of
the Third World was the fifth action item on the NIEO agenda. Sixth, various
forms of developing country protectionism deemed necessary to promote au-
tonomous industrialization through import substitution were to be legiti-
mated, including increased control of MNCs operating in the Third World.
The seventh and related point was an enhancement of technology transfer



TAKING AIM AT THE INTERNATIONAL ECONOMIC ORDER 353

from the North to the South, which eventually resulted in work by UNC-
TAD on a code of conduct for technology transfer (Doyle 1983).

Most of these principles were contained in the founding document of the
NIEO, UN resolution no. 3201, adopted during the Sixth Special Session. It was
followed by three other resolutions pertaining to the NIEO: “Programme of Ac-
tion on the Establishment of a New International Economic Order,” which was
also adopted during the Sixth Special Session; “Charter of Economic Rights and
Duties of States,” dating from the twenty-ninth session of the General Assembly
and adopted in December 1974; and, “Development and International Cooper-
ation,” which was passed in September 1975 during the Seventh Special Session
of the General Assembly. Karl Sauvant, a close observer of the NIEO’s evolution
at the UN, who later became head of UNCTAD’s investment division, con-
cluded that, with the adoption of these four documents, “the developing coun-
tries had succeeded in making development—the establishment of the New In-
ternational Economic Order—the priority item on the international agenda”
(1977b, 4). In fact, the long denouement of the NIEO was already underway by
the time Sauvant’s laudatory assessment appeared in print.

The period between late 1973 and 1975 was not the germinating stage of the
new international economic order advocated by the G-77, but rather the
high-water mark of what proved to be a brief and ultimately ineffectual period
of reform. While in retrospect it may appear obvious (and to some, inevitable)
that this challenge to the existing order would prove unsuccessful, the NIEO’s
fate seemed far less certain at the time. In fact, when the Seventh Special Ses-
sion of the General Assembly was held in September 1975, some delegates and
analysts judged the NIEO’s prospects for success as moderately bright. The
tone of the G-77 at the Session was less confrontational than it had been a
year prior, as suggested by the Group’s decision to omit from the position pa-
per it prepared for the meeting a few of the more controversial items on the
NIEO agenda, including permanent sovereignty over natural resources, pro-
ducers’ associations, and control over multinational corporations.

A number of observers of the Seventh Special Session concluded that, for
their part, the rich countries were more receptive to the G-77’s proposal for a
new dialogue on development than they had been eatlier, though it was clear
that considerable distance continued to separate the two camps and that the
United States, Japan, and the European Community were unwilling to accept
the proposition that structural transformation of the international economy
was a prerequisite for the outcomes sought by the G-77. Still, some analysts
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offered positive assessments of the meeting: “although there is still no agree-
ment between the rich and poor countries on the substance of fundamental
issues, there now exists an explicit commitment to negotiate. This commit-
ment led to the optimism of participants at the Session; it indicated that, after
a standstill of more than a decade, development diplomacy may be newly en-
ergized” (Gosovic and Ruggie 1976, 327). Yet others pointed out that the
changes that had occurred between the Sixth Special Session in spring 1974
and the Seventh Special Session in fall 1975 improved the bargaining position
of the developed countries at the expense of the G-77. While the former meet-
ing had taken place “in the final moments of a historic commodity boom and
in the height of the resource scarcity ‘scare,” the Seventh Special Session oc-
curred after many commodity prices had dropped precipitously and after the
effects of world inflation, recession, and higher oil prices in the less-developed
states had become well-documented” (Gwin 1977, 107).

Indeed, most discussions chronicling the trajectory of the NIEO focus on
how the G-77’s challenge to the existing order rose and ebbed with the flow of
political and economic events during the 1970s. The uncertainty created by
growing instability in the global economy at the beginning of the decade was
followed by OPEC’s audacious move to regulate petroleum output, and thus
control the world market price for oil—an apparent coup in international
economic relations that reverberated throughout the developing world and
precipitated the G-77’s increasingly assertive posture at the UN. It was in this
context that the NIEO was launched, and while in objective terms the obsta-
cles confronting the G-77 were still formidable, the international environ-
ment, characterized for the moment by Southern solidarity and Northern ap-
prehension, was perceived by the developing countries as being exceptionally
propitious for advancing their agenda of structural reform (Rothstein 1984).
However, the window of opportunity that the Third World perceived to have
been opened by the events of that winter was brief. Following the initial shock
of the oil crisis, the industrial economies adjusted rather briskly to the
prospect of paying more for energy, and as Northern confidence returned,
Southern solidarity waned, thanks in part to the economic difficulties higher
fuel prices caused for the so-called NO-PEC members of the G-77 that found
themselves on the wrong side of the “oil divide.”

Though it was not the transformation sought by proponents of the New In-
ternational Economic Order, the 1980s did bring dramatic changes to the de-

veloping world. For many countries, the new order arrived in the form of a
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Third World debt crisis, which, in turn, ushered in the era of structural adjust-
ment, as the international financial institutions attempted to chart a course
through that crisis. Although World Bank president Robert McNamara had
hoped that the appointment of an Independent Commission on International
Development could provide renewed focus and direction to the North-South
debate, the recommendations made by that Commission, headed by former
West German president Willy Brandt, were greeted with skepticism by U.S.
and Western European governments when they were released in early 1980. Of-
fering support for several of the proposals advanced by the G-77 under the
aegis of the NIEO, the Brandt Commission report was more warmly received
by the developing countries. However, it failed to reinvigorate the North-
South dialogue, which was publicly acknowledged to be at a stalemate later
that year during the 11th Special Session of the United Nations, when a num-
ber of G-77 members refused to promulgate the International Development
Strategy for the Third Decade, despite having previously agreed to the docu-
ment (Doyle 1983).

As something of a last-ditch effort to renew negotiations and overcome the
impasse between North and South, Mexican President José Lépez Portillo
agreed to host a summit of leaders from twenty-two developing and developed
countries in Canctin, Mexico. Although the organizers hoped that the meet-
ing’s intimate and unstructured format would encourage a new round of dia-
logue, the October 1981 summit proved instead to be the NIEO’s death knell
(Toye and Toye 2004). It is perhaps best remembered for the speech in which
Ronald Reagan, foreshadowing the decisive turn in development discourse al-
ready under way, exhorted Third World leaders to embrace the “magic of the
market.”

Between 1979 and 1982, Margaret Thatcher, Ronald Reagan and Helmut
Kohl came to power in the UK, the United States, and West Germany, re-
spectively. Their electoral victories are generally regarded as the key political
events marking neoliberalism’s ascendance. The policies advocated by all three
governments on key issues such as international trade and foreign aid were
consistent with the market-led, export-oriented development model cele-
brated in President Reagan’s 1981 speech at Cancin. Within a decade, Rea-
gan’s vision would be the new orthodoxy, widely diffused across the (after
1989, rather anachronistically named) Third World. Yet as various contribu-
tions to this book document, the ideas on which the new international devel-
opment agenda was based predate neoliberalism’s political triumph. Even as
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import-substituting industrialization strategies were disavowed and discred-
ited over the course of the 1980s, throughout that decade and well into the
next, proponents of the view that economic freedom and market competition
are the best guarantors of development persisted in their fight against any reg-
ulatory or redistributive policies at the international level, which they re-
garded as inimical to the effective functioning of the free enterprise system.
Although one can dispute the extent to which the G-77’s agenda ever posed a
clear and present danger to the existing order, it is evident that dedicated ef-
forts to secure a liberal international economic regime continued well past the
point at which the NIEO could be considered a viable threat.

In the remainder of the chapter, I examine more closely some of the efforts
contributing to the emergence and consolidation of the neoliberal develop-
ment paradigm, focusing first on four academic economists whose work ad-
dressed the debate regarding the causes of growth and development (or the
lack thereof) in the Third World. Following this discussion, I describe how
this debate played out with regard to one particular plank in the NIEO
platform—the effort to draft a UN code regulating multinational corpora-
tions. Finally, I discuss one of the best known American think tanks associ-
ated with MPS, the Heritage Foundation, whose opposition to the NIEO and
the United Nations more generally culminated in an initative called the
United Nations Assessment Project.

My focus on MPS-connected actors does not imply a causal argument that
organized neoliberals are responsible for the defeat of the G-77’s agenda at the
United Nations, nor do I want to suggest that their efforts explain why poli-
cymakers in the global South turned toward the Washington Consensus when
they did. An adequate explanation for the wave of economic liberalization
that broke over the developing world from Mexico to Morocco during the
1980s must acknowledge the extent to which these reforms were enabled by
events in the international political economy, and especially a profoundly
destabilizing Third World debt crisis, as Dani Rodrik (1994) has persuasively
argued. However, by looking at the arguments and activities of individuals
and institutions engaged in the debates of the period, we can add to this con-
ventional, macro-level analysis another layer of understanding, one that is en-
abled by examining how and where the ideas and positions that orient much
of today’s development discourse were formulated and fostered, both before
and after the relatively brief period of the G-77’s campaign for reform. Thus,
by revisiting the largely forgotten episode of the NIEO, I aim to provide a dif-
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ferent perspective on the making of a neoliberal development model—
namely, one that highlights the interaction of both political and economic op-
portunity structures, as well as the mobilization of intellectual and organiza-

tional resources in the articulation and dissemination of a new orthodoxy.

Dissent on Development: Haberler, Brunner,

Bauer, and Lal on Trade and Aid

Economists Gottfried Haberler, Karl Brunner, Peter Bauer, and Deepak Lal
helped shape the contours of the development debate during the second half
of the twentieth century, and they contributed in various ways to what Toye
refers to as the “counter-revolution in development economics.” While Toye
dates the counter-revolution from the late 1970s, the material presented in
this section, which extends from Gottfried Haberler’s 1957 report on the Gen-
eral Agreement on Tariffs and Trade (GATT) to a 2005 article by Deepak Lal,
encourages a different periodization. It suggests that the seeds of this transfor-
mation were sown well before the specific period of the NIEO, and that the
ideas that underlie it continue to be developed by scholars today, who draw
on these earlier arguments while also updating them to reflect what are repre-
sented as ongoing challenges to the liberal international economic order.

While I draw out some of the common threads that run through their work,
the four economists discussed in this chapter are by no means a coherent group:
Haberler was an expert on international trade theory and policy; Brunner was
a pioneering monetarist; and both the late Peter Bauer and Deepak Lal were
development economists. I chose to discuss these figures because their work
engages some of the key issues that were at stake in the NIEO, and because
each has been a member of that network of neoliberal intellectuals and organ-
izations discussed throughout this volume, the Mont Pélerin Society. Al-
though their work ranges widely over many themes in development eco-
nomics, I focus on trade and aid, beginning with Haberler’s intervention in
the terms of trade controversy, which was a prime point of contention in the
North-South debate.

As noted eatlier, reform of the international trading regime was a principal
objective of the NIEO’s proponents. The rationale for such reform rested
largely on a contention famously advanced by the first secretary-general of
UNCTAD, Raul Prebisch—namely, that the terms of trade were deteriorating
over time for exporters of primary products. The so-called Prebisch-Singer
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thesis was accepted by many of the economists working at the United Nations,
including those serving under Prebisch at the Economic Commission for Latin
America and later UNCTAD, but it was regarded as controversial in the disci-
pline at large. Following the key publications that disseminated the secular de-
cline argument (Prebisch 1950; Singer 1950) , the Prebisch-Singer thesis was
roundly attacked by academic economists, particularly in North America, with
criticisms ranging from vehement denunciations (e.g., Jacob Viner) to some-
what more measured, if still unfavorable, assessments (e.g., Gerald Meier)
(Dosman 2001).

Gottfried Haberler was among the trade economists of the day who
weighed in on the controversy. Born in Austria in 1900, Haberler studied in
Vienna with two of the principal figures in the history of the Austrian School
of economics, Friedrich von Wieser and Ludwig von Mises. He later left the
country and took a position in Geneva with the League of Nations’ Econom-
ics Intelligence Service (EIS) before immigrating to the United States. In 1936
he joined the economics faculty at Harvard, where he taught until 1971. He
later became the American Enterprise Institute’s (AEI) first resident scholar,
and like fellow Austrian economist and MPS member Fritz Machlup, he was
associated with AEI until his death in 1995.

In 1975 Haberler was appointed to head a panel of experts commissioned
by GATT to assess the terms of trade for primary commodities. The report
produced by this commission, published in 1958 under the title Trends in In-
ternational Trade but universally referred to as the Haberler Report, has been
called a “turning point in GATT history” because it called for a range of mea-
sures aimed at expanding international trade and the role of developing coun-
tries within it (Evans 1968). Among its findings, the Commission confirmed
that the prices of primary products had declined 5 percent since 1955, while
the prices of industrial goods rose 6 percent over the same period. The Haber-
ler Report also expressed concern about the implications of commodity price
fluctuations for developing countries and voiced support for a buffer-stock
scheme to help stabilize the earnings of raw material exporters.”

In their discussion of the Haberler Report, Toye and Toye suggest that the
GATT Commission’s findings supported the Prebisch-Singer side in the terms
of trade controversy, which was well underway by the time of its publication.
The authors also note that the Report prefigured several of the policy recom-
mendations that would be associated with UNCTAD during Prebisch’s tenure
there—a resonance the authors find surprising, “given Haberler’s criticism of
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the Prebisch-Singer hypothesis the following year” (2004, 215). Yet this appar-
ent contradiction between Haberler’s criticism of the Prebisch-Singer hypoth-
esis and the findings outlined in the report, which bears his name, may be re-
solved by a closer consideration of both.

Haberler delivered his verdict on the Prebisch-Singer thesis in 1959 during
lectures he gave in Cairo to commemorate the fiftieth anniversary of the Na-
tional Bank of Egypt, and his assessment relied heavily on numerous critiques
that had already been made by others. Although he did not dismiss the
Prebisch-Singer thesis as impossible, Haberler faulted the analysis as very
weak in empirical support. Furthermore, he argued that even if there had
been a decline in the terms of trade in the recent past, there was no reason to
assume that it would continue in the future, and no justification for basing
policy recommendations on that assumption (Toye and Toye 2004, 133-134).
In fact, none of the criticisms that Haberler offered of the Prebisch-Singer
thesis are inconsistent with the conclusions reached by the GAT T-appointed
commission one year earlier: The Haberler Report did document a decline in
commodity prices relative to those of industrial goods over a several year pe-
riod in the mid-1950s, but it did not endorse the thesis of a secular decline in
the terms of trade for raw material exporters. Its major complaint was not
with the qualitative nature of trade between the rich and poor countries, but
rather with the quantity of trade, and specifically with the consequences of
market barriers constructed by developed-country governments. In “quiet and
guarded language,” the report’s authors conceded that there was some merit
to the developing-country grievances against the existing trade regime
(Michalopoulos 2000), but they maintained that these complaints could be
resolved through improved market access, and therefore more trade. The
Haberler Report thus offered little in the way of ammunition for the G-77
countries when they appealed to the Prebisch-Singer thesis in making the case
for the NIEO fifteen years later.

As noted eatlier, the Prebisch-Singer thesis provided an intellectual ration-
ale (and some might argue, a scholastic pretext) for the NIEO agenda in two
ways. First, the secular decline argument was felt by the G-77 countries to
buttress the case for reform of the international trade regime. Second, it
helped justify another plank in the NIEO platform—an increase in foreign
aid, which the NIEO’s proponents argued “was transformed from being char-
ity to being compensation, a rebate to the Third World for the years of de-
clining commodity purchasing power” (Bello 1998, 209). However, the G-77s
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efforts to shift the aid discourse in this way were not entirely successful; the
inefficacy of aid and the illegitimacy of Third World claims, moral or other-
wise, on First World resources were themes that appeared frequently in the
writings of the NIEO?s critics, including the three economists discussed in the
remainder of this section.

Karl Brunner was among the most important contributors to the develop-
ment of monetary economics in the second half of the twentieth century. Sev-
eral of Brunner’s influential publications were co-authored with his former
student and fellow MPS member Allan Meltzer (cf. Weller and Singleton
2006), with whom Brunner created the Shadow Open Market Committee in
1973 to appraise (often critically) the policies of the Federal Reserve’s Open
Market Committee. Yet while he is best known for his contributions to mon-
etary analysis and policy, having coined the term monetarism to describe the
approach most closely associated with Milton Friedman and the Chicago
School (Brunner 1968), Brunner was also keenly interested in questions of
epistemology and philosophy of science. These issues came to receive more
explicit attention in Brunner’s work over time as he developed “a gradual un-
derstanding that economic analysis offers a systematic approach to the whole
range of sociopolitical reality” (Brunner cited in Laidler 1991, 634).

Brunner received his Ph.D. in economics from the University of Zurich in
1943 and taught at the universities of Konstanz and Bern, as well as at UCLA
and Ohio State University before joining the economics faculty at the Univer-
sity of Rochester in 1971. At the time of his death in 1989 at the age of 73,
Brunner was Fred H. Gowen Professor of Economics and director of the Cen-
ter for Research in Government Policy and Business at Rochester. In addition
to teaching and research, Brunner invested substantial energy in organizing
conferences and meetings, including two events that survived Brunner him-
self and attest to his lasting influence. The first of these, the Konstanz Seminar
on Monetary Theory and Monetary Policy, dates from 1970, at which time
Brunner held a chair in economics at the University of Konstanz. Brunner or-
ganized the event with two goals: (1) to promote monetarism in Europe, par-
ticularly among European policymakers, who remained more strongly influ-
enced in the early 1970s by the Keynesian paradigm than their North
American counterparts; and (2) to narrow what Brunner saw as a lamentable
gap in the quality of research and teaching in Europe compared to the United
States, and accordingly to improve economics departments in European uni-
versities, especially in Germany and his native Switzerland.
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Another influential initiative that Brunner spearheaded in the 1970s was
the annual interdisciplinary series called the Interlaken Seminar on Analysis
and Ideology (later renamed the Karl Brunner Symposium). The Interlaken
Seminar, which continued throughout the 1980s and early 1990s, provided a
forum for participants to explore wide-ranging methodological and epistemo-
logical questions across different disciplinary and policy domains. Brunner
himself held strong views on such issues. He advocated that all endeavors of
social science broadly conceived, not just economics, should accept the postu-
late of a “resourceful, evaluating, maximizing man”—a slightly modified ver-
sion of Homo economicus to be contrasted with a sociological view of the sub-
ject. Once man’s nature is understand as essential and invariant, the challenge
for social scientists becomes clear: to design whatever institutional framework
“offers the best chance, never an absolute guarantee, that this self-interested
behavior will be channeled into socially productive directions beneficial to
members of society” (Brunner cited in Laidler 1991, 637).

Brunner considered the NIEO to be an example of the misguided proposals
that result when policymakers fail to recognize the importance of designing in-
stitutions that encourage the accommodation of individual self-interest with
societal good. In a series of stinging essays on economic development in the
Third World, Brunner characterized the NIEO as the “New Marxian-Leninist
Manifesto” and a key “instrument in the worldwide bacttle to transform the free
societies according to the prevailing totalitarian pattern” (Brunner 1996a, 161).%
Brunner expressed particular concern that First World governments did not
appreciate the magnitude of the threat because they dismissed the organiza-
tional vehicle of this “ideological assault on the West,” the United Nations, as
a highly ineffective, and thus generally benign, institution. But even if the nu-
merous UN resolutions expressing support for the NIEO could be dismissed as
empty thetoric, and even if there was little in the way of empirical evidence
that the G-77 was advancing its agenda, Brunner urged caution:

Any particular event or occurrence . . . may have modest or even negligible
significance, but their cumulative effects over many years still emerge with
a serious weight. Moreover, even minor concessions supplemented with an
array of new committees, commissions, or agencies open new avenues for
the exploitation of the ‘institutional weapon.”” (Brunner 1996a, 156)

Brunner refuted the claim that foreign aid to the Third World could be viewed
as a form of restitution for the West’s historical sins, since colonization had
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brought significant material progress to the Third World: “Justification of the
NIEO in terms of an established ‘right’ based on ‘past exploitation’ should
eventually be recognized as a theme without support in reality. It remains,
however, a powerful ideological weapon to lure the support of a gullible west-
ern intelligentsia for the persistent raids on the wealth of western nations”
(Brunner 19963, 152). Despite all the NIEO’s rhetorical emphasis on the right
of developing countries to economic sovereignty and self-determination, the
leaders of the G-77 were primarily intent on securing their own wealth and
privilege. While the ruling oligarchs of the developing world advocate “the es-
tablishment of a socialist economy with eroded property rights and a political-
administrative machinery replacing markets over a wide range of activities,”
the policies they endorse would actually worsen instead of improve life for the
masses (Brunner 1996b, 183). Many of Brunner’s criticisms of the NIEO were
developed more fully in the work of Peter Bauer, whom Brunner references at
length in his explication of colonialism’s salutary effect on the Third World’s
economic development.

Born Pieter Tamas (later Peter Thomas) in Budapest, Lord . T. Bauer
studied at Cambridge and spent most of his academic career at the London
School of Economics, from which he retired in 1983. Although Africa was his
primary area of interest, Bauer wrote on a wide range of topics during a long
career, including population policy, commodity stabilization, exchange rates,
and property rights, as well as foreign aid and entrepreneurialism, the two is-
sues for which his work is perhaps best known. Much of Bauer’s later work
took square aim at the “intellectual barbarism” of orthodox development eco-
nomics, which he faulted for being methodologically flawed, politically moti-
vated, and lacking in intellectual rigor (Bauer 1979). Chief among his com-
plaints was that most development economists, failing to understand the
central role of markets and the free enterprise system in generating growth,
had, at least historically, wrongly endorsed dirigiste models, which were inim-
ical to genuine development.

Advocacy of international aid, or what Bauer preferred to call “government
to government transfer,” is one of the grave errors for which development
economists stand accused. Bauer argues that such aid does not and cannot
promote economic growth in the Third World; where development has oc-
curred, foreign assistance played no meaningful role in the process. Given the
inefficacy of such transfers, why do arguments for foreign aid persist? Bauer
suggested that “Western guilt” was the principal impetus behind such flows
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(Bauer 1977). In fact, if the Third World transformed itself into a lobbying
group for ever greater amounts of assistance, the rich countries are primarily
to blame since, in Bauer’s view, the demand for foreign aid was created by the
very act of giving it, with the original sin dating back to U.S. president Harry
Truman’s misguided Point Four Program of 1949 (Bauer 1984).

Intent on debunking the idea that development assistance is a moral impera-
tive to redress extant inequalities, Bauer argues that neither Western guilt nor
humanitarian concern can justify resource transfers from rich-country govern-
ments to poor-country governments. He acknowledges that foreign aid is
viewed by some as restitution for past wrongs instead of as charity, but Bauer re-
jects this assertion, concluding that “contact with the West has been the prime
agent of material progress in the Third World” (Bauer 1984, 57). The prima fa-
cie evidence for this causal argument is the observation that those Third World
countries with close historical ties to the First World are better off than other de-
veloping countries whose exposure to the West has been less extensive.

As for the specific argument of the NIEO—that aid be regarded as com-
pensation to commodity exporters adversely impacted by changes in the
terms of trade—Bauer is skeptical that a secular decline has occurred. How-
ever, he avers that if the Prebisch-Singer thesis were correct, exchange between
developing and industrial countries would still be welfare-enhancing for both
parties: “even if the terms of trade of the South were unfavourable on some
criterion or other, this would mean only that the South had not benefited as
much from its contacts with the West as it would have done had prices been
more favourable. The peoples of the South are certainly better off than if they
had no trade to have terms about” (Bauer 1984, 58).

Peter Bauer’s career as a development economist spans the entire period ex-
amined in this chapter. His earliest publications on the rubber industry in
Africa appeared prior to the publication of the Prebisch-Singer thesis in 1950
(Bauer 1946), and his final book, From Subsistence to Exchange, appeared in
2000. Throughout, he viewed himself as a maverick development economist,
neglected by a mainstream opposed to his substantive views and his mode of ar-
gumentation, as he eschewed the trend in economics toward ever more sophis-
ticated mathematical modeling. Deepak Lal, whose writings on development
echo many of the themes championed by Bauer, addressed the question of
Bauer’s standing among development economists in his contribution to a 1987
issue of the Cato Journal devoted to Bauer’s work.” Attributing Bauer’s margin-
alization to a conflict between the “Weltanschaung” of Austrian economics,
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with which Bauer’s work is identified, and that of mainstream economics, Lal
laments the methodological narrowness of the latter, which proceeds from “an
epistemologically unsound positivist view of economics as a science” and leads
many to dismiss the work of figures, like Bauer, who fail to express their findings
within the field’s dominant rhetoric of mathematics.

Yet in the same article Lal also acknowledges that Bauer is not only no
longer dismissed as a dissenting voice within his field, but that his contribu-
tions are being increasingly recognized and celebrated. Indeed, by the time of
Bauer’s death in 2002, his views were closer to mainstream development eco-
nomics than those of Gunnar Myrdal, a frequent target of Bauer’s criticism
who received one of two Nobel Prizes awarded in economics in 1974, the same
year that the NIEO was declared by the G-77.1° Although the Nobel eluded
Bauer, he was awarded the Cato Institute’s first Milton Friedman Prize for Ad-
vancing Liberty in 2002.!"! As one article lauding the choice noted, many of
Bauer’s “formerly heretical insights” have become “part of a new conventional
wisdom” (Economist 2002). In fact, Bauer anticipated many of the most cele-
brated themes in what Lal (1987) calls the “new political economy”; chief
among these is a profound skepticism toward the state, frequently regarded as
a self-interested bureaucracy inclined toward predatory behavior, and the ar-
gument that government intervention in market processes encourages rent-
seeking dynamics that are inimical to productive economic activity and gen-
uine development (Krueger 1974; Bhagwati 1982).

The fourth and final economist discussed in this chapter is Deepak Lal,
whose essay “Markets, Mandarins, and Mathematicians” (1987) is cited sev-
eral times in the preceding discussion of Bauer. Lal, an Indian-born economist
who was educated at Oxford, served as a research administrator at the World
Bank in the 1980s before becoming the James S. Coleman Professor of Inter-
national Development Studies at the University of California at Los Angeles.
In a body of work that extends from the 1970s through the present, Lal has
sought to affirm what he calls the “liberal international economic order” or
LIEO (a phrase presumably coined to contrast with the NIEO neologism),
most notably in a well-received book, The Poverty of Development Economics.
Originally released by the Institute of Economic Affairs, the noted British
think tank, later editions of the book were subsequently published by Har-
vard University Press and MIT Press.

Among the topics that Lal addresses in his critique of postwar development
economics is foreign aid. While demurring that he finds the debate over for-
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eign aid exaggerated in relation to its importance, Lal nevertheless opposes
such aid (or official development assistance, as it is generally known) on two
grounds. Like Bauer, Lal first rejects the argument that the South has a right
to aid from the North, since such a moral claim rests on the false assertion
that there is an international community bound by a single shared ethical
standard. Second, insofar as citizens of the North are concerned about the
poverty of their counterparts in the South, there is no guarantee that transfers
from rich-country taxpayers to the governments of poor countries will, in
fact, benefit the poor.!? Yet Lal notes approvingly of aid programs that come
in the form of technical assistance, of the sort occasionally provided by the
World Bank, for example, and his overall assessment of the dangers of foreign
aid are far more measured than Bauer’s vehement denunciations: “My conclu-
sion, therefore, is that both the Left and the Right have trained their big guns
on a target which at worst does little harm and at best can do, and has done,
some good in the Third World” (1985, 57).

Echoes of another theme prevalent in Bauer’s writings on foreign aid,
Western guilt, can also be found in Lal’s treatment of the subject. In a recent
article warning of the “threat to economic liberty from international organi-
zations,” Lal offers a critical assessment of the World Bank, writing that the
institution’s “foreign aid arm—IDA—Tlargely serves as an instrument for as-
suaging Western guilt. A useful analogy is with the money people give to
street people, knowing full well that this will be used to fuel their drug habits
or alcoholism, as it makes them feel vircuous” (2005, 517). Yet despite these
apparently similar perspectives on foreign aid, John Toye emphasizes that
Bauer and Lal differ in one important respect. Whereas Bauer rejects the value
of aid entirely, Lal does not dismiss the possibility that it can be used to suc-
cessfully leverage policy reforms. Indeed, when it is made conditional on the
adoption and implementation of desirable policy, Lal views aid as the “catalyst
which makes sound academic advice politically effective” (1993, 94).

Although Lal wrote little on the NIEO, a pamphlet that he authored for the
Fabian Society in 1978 “secks to provide some understanding of the historical
and psychological roots of these [the G-77’s] demands.” Lal interpreted the
South’s aggressive posture in its confrontation with the North as an attempt by
developing country elites to mobilize Western ideas (specifically national self-
determination and equality) in pursuit of their own ends: “the elites of the
Third World remain conscious of their country’s vulnerability to any deter-
mined exercise of Western military power, and also of the potential threat to
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their positions vis-a-vis their subjects through subversion by the West. The fear
that Western economic power, expressed through transnational corporations,
could be used to exert pressure through economic destabilization to sow dis-
content between the rulers and the ruled, continues to be a serious worry for
Third World leaders. Hence their strident calls for respect for national sover-
eignty and codes of conduct for multinationals” (Lal 1978, 7).

Lal’s negative appraisal of the NIEO can be contrasted with a near contem-
porary assessment offered by Jagdish Bhagwati—a fellow Indian-born econo-
mist and Columbia University professor since 1980. In 1977, Bhagwati edited a
volume featuring papers that had been presented at a May 1976 conference on
the North-South conflict funded by the Ford Foundation. In his editor’s intro-
duction, Bhagwati noted the emergence of increasingly prominent critics of
the NIEO who sought to discredit the G-77 agenda by denouncing developing
country governments: “the argument that ‘we cannot allow ourselves to be
pushed around into giving aid to an undeserving, corrupt Third World’ has
several adherents in fashionable intellectual circles in the United States. This
attitude of hostility to developing countries has been reinforced by the subtle
but propagandistic caricaturing of the positions of developing countries in re-
gard to the NIEO by conservatives and neoconservatives alike in the United
States. Ignoratio elenchi is a favorite fallacy of intellectuals who are prominent,
rather than eminent; it works very well in its intended purpose, but it must be
exposed” (1977, 10). In the event it is not clear which “prominent rather than
eminent” intellectuals Bhagwati is targeting in this passage, the reader is re-
ferred to a clarifying footnote: “Variations on this basic theme have appeared
in articles by Daniel Patrick Moynihan, Peter Bauer, and others, in American
magazines such as Commentary” (Bhagwati 1977, 23).

In the same chapter, Bhagwati offered a measured assessment of the
South’s position and the North’s response to the G-77’s agenda. Among the
planks of the NIEO platform that Bhagwati considered most reasonable, and
indeed necessary, was the regulation of multinational corporations. Conclud-
ing that “there is now clearly scope for a code of conduct on multinationals
(MNCs) and their activities in developing countries,” he notes that “until
now the developing countries that worried about the MNCs were considered
to be somewhat bizarre, if not depraved and corrupted by socialist doctrines.”
Referring to a series of events, including the dramatic overthrow of President
Allende in Chile, Bhagwati goes on to note that “nothing works to cure one of
illusions faster than to be proved naive by unpleasant revelations. Thus the
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awareness seems to have grown in influential circles in both the developing
and the developed countries that MNCs are a good thing but need to have
their international conduct regulated by explicit codes and legal sanctions, in-
cluding the extension of trust-busting legislation to internal operations in the
social interest” (1977, 19—20).

It might appear surprising that an economist who has been one of the most
eloquent and consistent defenders of the position that globalization and trade
benefit the poor (Bhagwati 2005) could have endorsed what seems today to be
a decidedly illiberal idea: the regulation of MNC activities in developing coun-
tries. Yet Bhagwati’s views were widely shared in the late 1970s; Many observers
agreed that the increasing size and influence of multinationals warranted some
kind of international guidelines to regulate their activity, and several argued
that a carefully crafted instrument could benefit multinational corporations as
much as the governments that hosted them (McCulloch 1977; Davidow and
Chiles 1978). In fact, as early as 1970, two defenders of MNCs had called for
the creation of an “agreement based on a limited set of universally accepted
principles” (Goldberg and Kindleberger 1970, 323). Although these were main-
stream views, they were certainly not universal, and as the remainder of this
chapter chronicles, the regulation of MNC activities via a United Nations code
of conduct became one of the most contested planks in the NIEO platform.

The UNCTC and the Battle for a Code of Conduct

When the United Nations Center on Transnational Corporations was created
in 1974 by the Economic and Social Council (ECOSOC), it was hailed as “a
landmark in the development of the institutions needed for a New Interna-
tional Economic Order” (De Seynes 1976).!% By that time, multinationals
were figuring prominently in academic as well as political debates. The publi-
cation of Raymond Vernon’s Sovereignty at Bay had focused attention on the
implications of foreign direct investment in the Third World (Vernon 1971),
and contemporary events, particularly in Latin America, generated anxiety
about the extent to which powerful MNCs were meddling in the domestic af-
fairs of host countries. But it was specific concern about the activities of ITT
in Chile that led, in July 1972, to the creation of a Group of Eminent Persons
appointed by the secretary general to study and report on the issue of multi-
nationals. The twenty-member Group held three plenary sessions in the fall of
1973 and the spring of 1974, conducting hearings in New York and Geneva
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that included expert testimony from corporate and labor leaders, as well as
from academics and advocates.'

In the spring of 1974, members of the Group drafted their final report,
which relied both on the expert testimony given during the hearings and on a
background document prepared by the UN Secretariat (UN pub. sales no.
§.74.11.A.5). Among its key recommendations, the Group of Eminent Persons
proposed the creation of a commission on multinational corporations, an in-
dependent research center to support the work of the commission, and prepa-
ration of a code of conduct that would regulate MNC activities in developing
countries. These recommendations were reflected in the NIEO Programme of
Action, which was adopted later that same spring, on May 1, 1974. This Pro-
gramme “urged that all efforts should be made to formulate, adopt, and im-

plement an international code of conduct for transnational corporations:

a) To prevent interference in the internal affairs of the countries where
they operate and their collaboration with racist regimes and colonial
administrations;

b) To regulate their activities in host countries, to eliminate restrictive
business practices and to conform to the national development plans
and objectives of developing countries, and in this context to facilitate,
as necessary, the review and revision of previously concluded agreements;

¢) To bring about assistance, transfer of technology and management
skills to developing countries on equitable and favorable terms;

d) To regulate the repatriation of the profits accruing from their opera-
tions, taking into account the legitimate interests of all parties con-
cerned;

e) To promote reinvestment of their profits in developing countries.”

Within the UN Secretariat, primary responsibility for this task was assigned
to the newly created Center on Transnational Corporations, which began its
work in November 1975 with a staff of twelve. The UNCTC consisted of three
branches: an Advisory Services division, which would assist developing country
governments in their negotiations with MNCs; an Information Analysis divi-
sion, which would gather data on multinational companies; and a Policy Analy-
sis division charged with supporting the Commission’s work on the Code of
Conduct. The actual drafting of the Code was carried out by a working group

composed of experts from the country-members of the Commission.'®
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Initially, expectations were high that work on the Code would be con-
cluded quickly; one staffer wrote in a 1977 article that the Commission ex-
pected to finalize the Code in 1978 during its fourth session (Sauvant 1977a;
cf. Ries 1977). As noted earlier, the idea of such a code had broad support at
the time, inside as well as outside the Commission, even if there remained
considerable vagueness or disagreement regarding what specific provisions it
should contain. Although the U.S. representative to the United Nations reit-
erated his country’s opposition to the New International Economic Order at
the end of the 7th Special Session of the General Assembly in 1975, Secretary
of State Henry Kissinger nevertheless voiced support for a code of conduct
regulating MNCs when he addressed the Assembly, suggesting it was among
the least objectionable (if perhaps still not welcome) proposals on the table.

Although the effort to develop a code of conduct regulating multinationals
was part of the broader NIEO agenda, the UNCTC (and the Commission
which it served) nevertheless enjoyed something of an independent existence.
Its status in this regard was underscored by the fact that the Center reported to
ECOSOC, not UNCTAD, the body most closely identified with the G-77’s
position in the North-South debate. The Center’s first director, Klaus Sahlgren,
who came to the position from a post at GATT and led the Center until 1982,
actively sought to avoid the CTC’s identification with the NIEO project.
Sahlgren viewed the Center’s approach to the Code as less confrontational and
more businesslike than work on the NIEO that was being conducted elsewhere
at the UN. Reflecting years later on the Code project, Sahlgren remarked that
the members of the Group of Eminent Persons, the staff at the Center, and the
representatives and experts from different countries who served on the Com-
mission agreed that it was important for the CTC to preserve “a neutral, impar-
tial image in the eyes of its clients, which were both West and South, and also
business. . . . The Code gave some concrete content to the NIEO. ... Now
personally I felt, and I still feel vindicated that the NIEO was a naive mistake. It
produced nothing and consumed a lot. Our [UNCTC] exercise could have
been a signal to members—to the world, to put it a little bit pompously—that
the NIEO could also mean something realistic and useful, like the code, instead
of trying to introduce socialist concepts on the global scale” (Salhgren 2002).

During much of this early period, various corporate leaders (particularly
from Europe) had a positive relationship with the CTC staff, as did the Inter-
national Chamber of Commerce, which, like the major trade union federa-
tions, regularly sent delegates to meetings of the Commission. By the late
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1970s, however, relations had cooled somewhat, and although meetings be-
tween corporate officials and members of the Center’s staff conducting re-
search on their enterprises had occurred with some frequency during the
CTCs early years, a number of companies displeased with the results of these
studies quit cooperating. A few went so far as to visit director Klaus Sahlgren,
who listened to their complaints while defending the Center’s independence
(Mousouris 2003).

By 1978, the Commission had produced an annotated code of conduct, with
brackets indicating passages on which consensus had not been reached (Feld
1980). According to Sotiris Mousouris, a longtime staff member at the Center,
by the early 1980s Commission members had agreed to about 80 percent of the
text: “We made fantastic progress in most of the provisions on labor, environ-
ment, human rights, on consumer protection, on obligations of home and host
countries, on transfer pricing, on clarity of laws, on disclosure of information,
and so on. One of the stumbling blocks that we never overcame . . . was the
question of which law would apply in the case of nationalization and compen-
sation. The host countries said national law. The western countries said interna-
tional law. Other related problems were issues of jurisdiction, transfer of profits,
settlement of disputes, and political intervention” (Mousouris 2003).

Several key disagreements about the status and scope of the Code were re-
solved during the eleven separate negotiating sessions that occurred during the
first five years of the Commission’s existence. There was, first, the fundamental
question of to whom the Code would be addressed. Several developed coun-
tries proposed that the Code should outline responsibilities for host country
governments as well as MNCs. The G-77 countries initially balked at this sug-
gestion, which they felt would elevate multinationals to the status of sovereign
states (Dell 1990). By 1980, the developed country-position prevailed, and the
Commission proceeded to draft a two-part Code that outlined obligations for
MNCs, as well as for the foreign governments that hosted them. The Southern
countries also compromised with regard to the question of the Code’s binding
versus voluntary nature: While representatives to the Commission from the
G-77 countries initially wanted observance of the Code to be obligatory, most
quickly realized that only a voluntary Code would have any chance of success.

A more vexing issue arose when representatives to the Commission from the
Soviet bloc insisted that their multinationals should be exempt from the Code.
In their view, enterprises under the direction of socialist states operated accord-
ing to different principles than their profit-oriented counterparts in capitalist
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economies. The OECD countries adamantly rejected this line of reasoning,
and for years the status of the Second World’s MNCs remained a contentious
issue. Finally, the Commission confirmed in 1987 that the draft Code, upon
becoming operational, would apply “to all enterprises that operate across na-
tional boundaries and in any field of activity, irrespective of whether they are
privately owned, state owned, or of mixed ownership” (Dell 1990, 87-88).
Thus, while the socialist countries agreed that their multinationals would be
subject to the Code, they refused to call these firms corporations, leaving
transnational enterprises as the compromise, if rather expansive, term.

Nationalization and expropriation proved more intractable issues, how-
ever. The OECD countries wanted a reference to what they asserted was “cus-
tomary international law,” including specific language about the right of
foreign investors to “prompt, adequate, and effective” compensation. This
position was rejected by several of the G-77 countries, whose representatives
insisted that there was no consensus on what constituted “customary interna-
tional law” in the first place. Furthermore, they argued that no international
regulation regarding nationalization could supersede domestic law and be
made binding on host country governments in the event of a dispute with for-
eign investors. This conflict fueled further disagreements. For example, the
G-77 countries maintained that subsidiaries of MNCs should “insure that na-
tionals of the host country can manage and operate the enterprise at all lev-
els,” but this position generated alarm within the OECD camp since it was
“an obvious prerequisite for successful nationalization and/or expropriation
by the host country government” (Feld 1980, 54).

By 1980, members of the Economic and Social Council were expressing dis-
satisfaction with the pace of the Code-drafting effort, noting in an ECOSOC
resolution (1980/60) that “the progress made in the formulation of a code of
conduct has not met the expectations of all.” The same resolution went on to
urge an expeditious conclusion to the process, concluding that “a universally
accepted, comprehensive and effective code of conduct . . . will make an essen-
tial contribution to the new international economic order.” Work on the Code
continued, at least nominally, throughout the 1980s, but prospects for success
were rapidly diminishing (Fatouros 1980; Hamilton 1984). Although agree-
ment on two-thirds of the draft Code had been reached, the distance separat-
ing the Northern and Southern positions on the remainder was substantial.

When a full draft of the Code was finally completed in May 1990, a vote on
it was scheduled for November of that year. However, the prospects for its
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adoption did not appear bright. In congressional hearings, U.S. Deputy Assis-
tant Secretary of State Jane Becker testified that the United States would op-
pose the Code when it was brought to a vote at the United Nations. Charac-
terizing the instrument as “obsolete,” she noted that it would provide “only
marginal benefit to the United States and American investors,” and that it did
not provide any protections that could not be secured through the more desir-
able options of bilateral investment treaties and GATT (BNA 1990, 1584-1585).
The vote planned for November 1990 was postponed and rescheduled for 1991,
but this deadline came and went as well. By this point, the Code was increas-
ingly regarded as an anachronistic relic of the NIEO, “so divorced from reality
in recent times that the attention of most Government representatives and in-
ternational business leaders has shifted elsewhere” (Kline 1990, 2).

Negotiation of the Code was formally suspended in 1992. With the Com-
mission that it was designed to support no longer working on the Code, the
Center on Transnational Corporations became increasingly embattled, and
later that year the UNCTC was dispersed.!” Some of its staff were relocated
from New York to Geneva and folded into UNCTAD’s Division on Invest-
ment and Technology, where they helped launch the annual World Investment
Report, a new flagship publication that reflected well the change in attitudes at
the United Nations toward multinationals (Bair 2007).

One concrete outcome of the work done by the UN on multinationals is
the impetus it provided for similar exercises. At the same time that the Code of
Conduct on Transnational Corporations was being negotiated, UNCTAD was
pursuing two other, more specific projects: the International Code of Conduct
on the Transfer of Technology (begun in 1978 and abandoned in the early
1990s) and the Set of Multilaterally Agreed Equitable Principles and Rules for
the Control of Restrictive Business Practices (adopted in 1980). Perhaps even
more notable was the decision taken by the Organization for Economic Coop-
eration and Development (OECD) to pursue its own code project, resulting in
the OECD Guidelines for Multinational Enterprises, which were adopted by
member governments in 1976. This set of recommendations, which encourage
multinationals to observe the policies of host country governments, was for-
mulated not long after the UNCTC began its work on a Code of Conduct. Al-
though the OECD guidelines differ in important respects from the UN draft
code, there were several meetings between staff members at the UNCTC and
the OECD in which ideas and information were exchanged. Even if the
OECD project can, and to some extent should, be seen as an attempt to co-opt
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the UNCTC’s work in this area, it is doubtful that the Guidelines for Multina-
tional Enterprises would have been developed and adopted as rapidly without
the pressure created by the United Nations’ parallel efforts.

Yet if one can point to the OECD Guidelines as a positive legacy of the
UNCTC, by the time of the Center’s demise in the early 1990s, the entire
Code-drafting effort was viewed by some as an unfortunate patrimony of the
Cold War. For example, in Sandrine Tesner’s recounting of the UNCTC’s de-
mise, the Code did not so much fail as fade away from lack of relevance. She
describes the “quiet burial of negotiations on the Code of Conduct on
Transnational Corporations” in 1992:

Trying not to call undue attention to the failure of these discussions, the
president of the 46th General Assembly reported that “delegations felt that
the changed international economic environment and the importance at-
tached to increasing foreign investment required a fresh approach.” In fact,
in the 1980s as negotiations had moved from the charged atmosphere of the
NIEO, differences on the content of the code had progressively been nar-
rowed to the point where a text acceptable to all parties was within reach.
The legacy of these discussions, however, and the suspicion they inspired
because of their historic linkage to the NIEO, made it preferable to give up
the entire enterprise. In the 1990s, the CTC gave up its hostile tune to
multinationals and began to praise their positive impact on job creation,
technology transfers, and the facilitation of access to global markets by de-
veloping countries. (Tesner 2000, 23)

What is missing from Tesner’s account of the CTC’s demise is some sense of the
context in which the need for a “fresh approach” became so apparent. While
Tesner suggests that the abandonment of the Code project reflects “the changed
international economic environment,” she fails to note the attacks that had, for
some time, been waged against the UNCTC and other elements within the UN
associated with the G-77’s agenda. Perhaps most notable among these attacks
were the efforts of the Heritage Foundation discussed next.

The Heritage Foundation’s United Nations
Assessment Project

In 1973, Ed Feulner and Paul Weyrich, two young staffers working for a Repub-
lican congressman in Washington, D.C., decided to establish a new and differ-
ent kind of think tank in the nation’s capital. Feulner and Weyrich envisioned
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an activist organization with an independent research operation that would be
dedicated to influencing policy debates in a way that the venerable and well-
established American Enterprise Institute did not. Within a few years, thanks
largely to seed money provided by the Coors Foundation, the Heritage Founda-
tion emerged as the first and arguably most effective of a new breed of “advo-
cacy think tanks.” The organization’s Board of Trustees, drawn mostly from the
private sectot, appointed Ed Feulner as president of Heritage in 1977.

By the time Feulner assumed the mantle at Heritage, he could boast of an
impressive resume as a conservative activist. Together with William Buckley,
Milton Friedman, and Donald Lipsett, he helped establish the Philadelphia
Society in 1964—an effort that grew out of deep disappointment among con-
servatives over Republican candidate Barry Goldwater’s defeat in the U.S.
presidential election. The founders of the Philadelphia Society envisioned it as
“an American version of the Mont Pélerin Society, begun by E A. Hayek in
Europe twenty years before” (Edwards 1997, 186). A decade later, at the age of
32, Feulner himself would be made a member of MPS, and two decades after
that, in 1996, he would be elected president of that organization.

The Philadelphia Society was founded while Feulner was completing an
MBA degree at the University of Pennsylvania’s Wharton School. Upon gradu-
ating from Wharton, Feulner decided to continue his studies as a nondegree
student at the London School of Economics. Among the professors that Feulner
would later name as influences on him during this period were Peter Bauer,
whose seminars introduced him to new ideas regarding foreign aid for develop-
ing countries, “about which I had previously gotten the conventional wisdom
from ‘experts’ like Walt Rostow” (Feulner quoted in Edwards 1997, 188). While
studying at the LSE, Feulner also worked part-time at the Institute of Economic
Affairs (IEA), the London-based think tank that was closely associated with the
policies pursued by Margaret Thatcher as prime minister. The experience of
working at the IEA reportedly taught Feulner about the power of ideas, sup-
ported by research, to shape political debates and influence public policy.

Although Feulner reported that MPS was the inspiration for the Philadel-
phia Society, it was the IEA’s tactical and organizational model that Feulner
embraced for the Heritage Foundation. In Hayek’s vision, MPS was a long-
term project: a loose but focused network of individuals dedicated to the de-
velopment and debate of neoliberal ideas and their advancement in different
spheres of society, including academe, the media and the private sector, as well
as government. Despite internal disagreements about the extent to which MPS
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should intervene in a more public way in policy debates, the Society has re-
mained a relatively low-profile organization, albeit with a considerable number
of high-profile members. Instead of promoting its agenda via direct participa-
tion in the political process, MPS opts for a patient strategy of continually re-
examining and renewing neoliberalism in thought and practice (Plehwe,
Walpen, and Neunhoffer 2006). The Heritage Foundation, on the other hand,
secks a more immediate form of influence, paying paramount attention to the
marketing of its ideas, chiefly to members of the media in a position to dis-
seminate them, and to public officials, for whom Heritage prepares concise
and unsophisticated summaries of key issues that can be digested en route to
congressional votes—what Feulner refers to as the organization’s “pioneering
use of shorter policy papers for busy policy makers” (Feulner 2002, 73).

This self-conscious marketing of ideas to political figures culminated in
Heritage’s well-known manifesto, Mandate for Leadership, “a comprehensive
blueprint for the incoming Reagan team” (Diamond 1995, 210). With an eye
to what Heritage’s leaders wagered would be a Democratic defeat in the 1980
presidential election, a team began work on the Mandate project in late 1979,
around the same time that Ronald Reagan announced his candidacy for the
Republican nomination. Consisting of twenty volumes and several thousand
pages, the report outlined an inclusive conservative agenda for the new ad-
ministration. Two days after Reagan’s victory in the November 1980 presiden-
tial election, Ed Feulner and two of his colleagues from Heritage met with
several members of Reagan’s staff, each of whom was presented with a copy of
Mandate for Leadership. Among them was Edwin Meese, one of Reagan’s clos-
est advisers and future U.S. attorney general, who had followed the prepara-
tion of Mandate for Leadership over the course of the preceding year while
serving as Reagan’s deputy campaign director. In fact, Meese’s relationship
with the Heritage Foundation continued for years after that 1980 meeting:
Upon leaving the Reagan administration, he became the Ronald Reagan Dis-
tinguished Fellow in Public Policy and Chairman of the Center for Legal and
Judicial Studies at the Heritage Foundation.

Several contributors to Heritage’s Mandate for Leadership went on to posi-
tions in the new administration, including William J. Bennett, who would
eventually serve as secretary of education (a cabinet post that Mandate had rec-
ommended be eliminated), future Interior Secretary James Watt, and James
Malone, who would serve as the head of the U.S. delegation to the United Na-
tions conference on the Law of the Sea.'® While the close relationship between
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Heritage and the Reagan White House was widely noted, the American Enter-
prise Institute could boast of sending an even larger number of alumni to the
new administration. Among the twenty-seven members of AEI that went
to work for Reagan was Jeane Kirkpatrick, who was named U.S. ambassador to
the United Nations in December 1980."

By the time Kirkpatrick became U.S. ambassador to the United Nations,
Heritage had grown into an organization with forty employees and an annual
operating budget of US$5.3 million in 1980 (Feulner 2002). The Foundation’s
staff more than doubled over the next five years to 100 employees, and its
budget doubled over the same period as well, to $11.5 million in 1985. This
amount slightly exceeded the entire operating budget for the United Nations
Center on Transnational Corporations in the same year, as Heritage itself re-
vealed: One of the many short position papers prepared by Heritage analysts
(known as “Backgrounders”) noted that the UNCTC received $11.4 million
in funds for the UN’s 1984-1985 budget cycle (Brooks and Pilon 1986).%°

From the Foundation’s earliest days, Heritage had called for a decrease in
U.S. financial support for the UN. In addition to being an early proponent of
reduced dues to the United Nations, Heritage analysts singled out specific or-
ganizations within the UN apparatus it considered prime candidates for budget
cuts, including UNCTAD and the United Nations Educational, Scientific, and
Cultural Organization (UNESCO). In 1982, Heritage launched an initiative
called the United Nations Assessment Project, which, according to one policy
analyst for the project, was developed in “response to the general perception in
the United States that the UN was not very conducive to promoting U.S. inter-
ests” (Multinational Monitor 1989). Concerned about the use of the United Na-
tions as an “institutional weapon” by the Eastern bloc and the Third World
countries that were presumed to be under Soviet influence, Heritage urged the
U.S. government to be steadfast in its opposition to the G-77 agenda.?!

In a series of more than 100 Backgrounders, Heritage assailed the UN sys-
tem, reserving its strongest criticism for UNCTAD and the UNCTC, which
were seen as the leading promoters of an anti-American and anticapitalist
agenda at the United Nations: “The United Nations has a long history of at-
tacking the free enterprise system. A key element in this is the campaign
against multinational corporations. . . . A leader in this attack is the New York-
based Center on Transnational Corporations” (Heritage Foundation 1987). A
1983 Backgrounder pointed to the UNCTC as a prime example of Communist
influence at the United Nations (Pilon 1983). Heritage argued that the NIEO
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was a vehicle for Soviet manipulation of the Third World and a grave threat to
American interests. Furthermore, the misguided and ineffective policies its
supporters promoted would simultaneously deprive the world’s poorer coun-
tries of a brighter future: “Despite the collectivism, the Orwellian language, the
sloppy scholarship, the increasing preoccupation with extraneous political is-
sues, and the unconstitutional trend toward closed meetings, the most serious
criticism of the UNCTAD is that, if adopted, the program sought by the radi-
cal leaders of the G-77 and the secretariat would actually make it more difficult
for Third World nations to grow and develop” (Michalak 1984).

Among the several books that Heritage published as part of the United Na-
tions Assessment Project is the provocatively titled volume A World withour a
U.N, featuring a foreword by former U.S. deputy ambassador to the United
Nations Charles Lichtenstein. In a chapter discussing the UN and economic
development, the authors warn that while “there is little new about NIEO
emphases on grant aid, reduction of trade barriers, preferential market access
for exports of developing countries, planning, and alleged deterioration of the
terms of trade for raw materials exports . . . there is a new, disquieting strain
in the NIEO proposals. Article 2 of the Charter of Economic Rights and Du-
ties of States, for instance, is directed toward the regulation of transnational
corporations and foreign investment and the authorization of nationalization
and expropriation, with compensation to be determined by the courts of the
nationalizing country” (Erickson and Sumner 1984, 3—4).

Heritage’s own evaluation of its United Nations Assessment Project is highly
favorable. Several specific actions that Heritage had championed, including
U.S. withdrawal from UNESCO and the closing of the United Nations Center
on Transnational Corporations were achieved. In a 1998 article urging the
United States to pay some of its $1.3 billion in outstanding dues to the organiza-
tion, the Wall Street Journal noted that the UN “has adopted more than half of
the specific reforms demanded by the Heritage Foundation’s United Nations
Assessment Project in a series of 1983 and 1986 recommendations. Some of the
unadopted reforms either are no longer relevant (e.g., an agency that was to be
altered was eliminated) or have been partially implemented” (Kasten 1998). In
fact, in his laudatory history of Heritage written to commemorate the Founda-
tion’s twenty-fifth anniversary, Lee Edwards recounts a visit to the Heritage
Foundation’s offices by then UNCTAD-president Gamani Corea, occasioned
by the publication of a highly critical Heritage study. According to Edwards,
“stories about Corea’s ‘dressing down’ at the foundation raced through the
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United Nations. Several months later, Corea resigned, his departure credited by
observers to the confrontation at Heritage as well as the foundation’s half-dozen
pungent analyses” (Edwards 1997, 78).

Although it is not surprising that Heritage’s leadership sees evidence of its
influence on developments at the United Nations, some skepticism about this
account of events is warranted. Corea’s resignation from UNCTAD likely had
as much to do with the embactled status of his Integrated Programme for
Commodities as it did with any “dressing down” he received from Heritage
staff. More generally, the Reagan administration was already warmly disposed
toward many of the proposals that would be advanced by the Heritage Foun-
dation’s United Nations Assessment Project, including the closing of the
United Nations Center on Transnational Corporations. In fact, U.S. opposi-
tion to the UNCTC was most likely a decisive factor in Boutros Boutros-
Ghali’s decision to fold the Center into UNCTAD as part of the reforms he
made upon becoming secretary general in 1992.

Yet one of the lessons to be learned from the Mont Pelerin Society’s long-
term vision of building the neoliberal movement is that rather than cultivate
complacency, success should inspire the setting of new goals and the identifi-
cation of new targets. Twenty years after the demise of the NIEO, the pro-
moters of the LIEO are still waging numerous battles involving the United
Nations. The director of foreign affairs for the Cato Institute recently pub-
lished an edited volume, Delusions of Grandeur: The United Nations and Global
Intervention, calling for a reexamination of the UN’s role in numerous areas,
including economic development. Deepak Lal has warned of the growing in-
fluence of NGOs at the United Nations, and concludes that the “web of mul-
tilateral organizations created at the end of the Second World War to promote
a new LIEO...are increasingly becoming the purveyors of a ‘new di-
rigisme’ ” (2005, 517). In April 2004, the late American Enterprise Institute se-
nior fellow and former U.S. ambassador to the United Nations Jeane Kirk-
patrick testified before the U.S. Congress regarding the Law of the Sea Treaty.
Urging against the Treaty’s ratification, Kirkpatrick noted that during the
1970s, “the Treaty came to be viewed as the cornerstone of the New Interna-
tional Economic Order and of the associated efforts to use U.N. regulatory
power as an instrument for restructuring international economic relations and
redistributing wealth and power. The General Assembly is the institution
through which the NIEO operates. It operates on the principle of one coun-
try, one vote” (Kirkpatrick 2004).
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The transition from past (“the Treaty came to be viewed”) to present tense
(“the NIEO operates”) in Kirkpatrick’s remarks is instructive. To suggest that
the NIEO functions today through the institution of the General Assembly is
to reinscribe the danger that the G-77 agenda poses thirty years after it was de-
clared at the Sixth Special Session, and in so doing to efface the dramatic
transformation that has occurred within the international political economy
in the intervening three decades. If this transformation seems obvious, the
role played by networks of neoliberal intellectuals and organizations in secur-
ing it remains an ongoing debate to which this volume aims to contribute, if
not resolve. While the success of the neoliberal revolution in the development
sphere was fully secured only in the 1980s, and in the context of a Third
World debrt crisis that dramatically reconfigured the contours of the North-
South debate, this chapter has emphasized the agency of individuals and or-
ganizations in articulating and promoting the policies and positions that were
mobilized against the NIEO. These policies and positions continue to be
marshaled by those invested in securing the liberal international economic or-
der against whatever new threats appear on the horizon.

Notes

1. I am grateful to Will Milberg, David Levy, John Toye, and the editors for their
comments on earlier drafts. I would like to thank the staff at the Modern Reading
Room of the Bodleian library at Oxford University for assistance in accessing the pa-
pers of Sidney Dell, the directors of the United Nations Intellectual History Project
for allowing me to consult oral histories of UN staff associated with the NIEO and the
UNCTGC, and those current and former UN staff in Geneva and New York whom I
interviewed for this project.

2. These fears were shared by U.S. President John Kennedy. In part, they motivated
the launch of what would become the Kennedy Round of tariff reductions through
GATT, as well as the Alliance for Progress in Latin America (Toye and Toye 2004).

3. President Boumedienne’s request for a special session of the General Assembly
dedicated to raw materials and development was intended partly to defuse an earlier
French proposal for a UN conference devoted exclusively to energy. Although the
United States was not enthusiastic about the Algerian proposal, the Europeans em-
braced it, hoping that the meeting would provide opportunities to address developed
country concerns (Gosovic and Ruggie 1976, 321).

4. As another symbolic demonstration of this perceived power shift, President
Boumedienne’s speech was given in Arabic at a time when it was not an official UN
language.
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5. Quotations taken from the text of General Assembly resolution no. 3201 (S-VI),
“Declaration on the Establishment of a New International Economic Order.” This
resolution was adopted without a vote.

6. The policies and positions that Heritage advocates may be more widely recog-
nized as conservative or neoconservative than neoliberal in the domestic political con-
text. The relationship between neoconservatism and neoliberalism in the United
States is contested by adherents and opponents of each school of thought. See Harvey
2005 for one discussion.

7. However, the Haberler Report did not endorse measures to raise or stabilize
raw material prices (as opposed to export earnings). This issue, along with indexation,
would prove a critical fault line in the negotiations over international commodity
agreements in the decade to follow.

8. Similarly, Lal (1978, 10) argued that the rhetoric of equality mobilized by Third
World states as a justification for the NIEO in part “represents the transfer of the
Marxist notion of class and class warfare to the international scene.”

9. This special issue of Cato Journal (volume 7, number 1), titled “Development
Economics after Forty Years,” amounts to a festschrift for Bauer and includes papers
by three of the four economists discussed in this chapter (Bauer, Brunner, and Lal), as
well as two other MPS members (Alvin Rabushka and Alan Walters).

10. The other Nobel Prize in economics in 1974 was awarded to Friedrich von Hayek.

11. Margaret Thatcher, who granted Peter Bauer his peerage while she was prime
minister of Britain, was a member of the international selection committee for the
Friedman Prize. The second recipient of the biennial Friedman Prize in 2004 was Her-
nando de Soto (see Chapter 11 by Mitchell in this volume).

12. Compare Lal’s formulation to Bauer’s oft-cited claim that aid is an excellent
method of transferring money from poor people in rich countries to rich people in
poor countries.

13. ECOSOC resolution 1913 created both a Commission on Transnational Cor-
porations and a subsidiary body called the Information and Research Center on
Transnational Corporations. The Center on Transnational Corporations was expected
to “develop a comprehensive information system on the activities of transnational cor-
porations by gathering information made available by Governments and other
sources, and by analyzing and disseminating such information to all Governments.” It
was also charged “to conduct research on various political, legal, economic and social
aspects relating to transnational corporations, including work which might be useful
for the elaboration of a code of conduct and specific arrangements as directed by the
Economic and Social Council.”

14. During the course of these hearings, ousted Chilean president Salvador Al-
lende was killed. Amid concerns about the role of ITT in the activities leading up to
the military coup preceding Allende’s death, the events in Chile had a sobering effect
on the Group and its staff (Mousouris 2003).
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15. The Commission on Transnational Corporations included representatives
from Africa, Asia, and Latin America (who collectively comprised two-thirds of the
Commission), while the developed world was represented by ten OECD members
and five countries from the socialist bloc.

16. Although it rejected #he new international economic order advocated by the
G-77, the United States insisted it was willing to entertain discussions about 2 new in-
ternational economic order, thus setting in motion a terminological dispute that con-
tinued at the UN for several years.

17. The UNCTC was officially disbanded in 1995 with passage of General Assem-
bly resolution 49/130.

18. The Law of the Sea Treaty (LOST) was an NIEO initiative that the Reagan ad-
ministration strongly opposed as a particularly misguided and dangerous element of
the G-77 platform. President Clinton signed the treaty in 1994, but it has not been rat-
ified by the Senate. See Eckert (1979) for an early assessment of the treaty and Bandow
(2005) for a more recent statement of opposition.

19. Kirkpatrick returned to the AEI after leaving her post at the UN, becoming a
senior fellow and director of the Institute’s Foreign and Defense Policy Studies.

20. By 2000, Heritage’s budget of $38 million represented well more than half the
amount of that year’s budget for the United Nations Conference on Trade and Devel-
opment ($65.4 million). UNCTAD’s budget had peaked in 1995 at $79.4 million.

21. In fact, the NIEO was the subject of one of Feulner’s earliest publications for
Heritage (Feulner 1976).
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II

How Neoliberalism Makes Its World
The Urban Property Rights Project in Peru

TIMOTHY MITCHELL

To Friedrich Hayek and his fellow neoliberals, the individualist and none-
galitarian society that neoliberalism envisaged was not a natural condition.
They did not expect it to emerge spontaneously once the powers of the state
were reduced, as nineteenth-century liberals had believed. The neoliberal or-
der was an economic and social project to be built by capturing and reorganiz-
ing political power. In postwar Europe and North America, however, they
could not hope to accomplish this project by entering politics directly. Poli-
tics, they argued, is governed by the prevailing climate of opinion. The post-
war world of ideas was inhospitable to radical individualism. To capture po-
litical power, they would first have to alter the intellectual climate.

Hayek proposed that political technologies could be developed to engineer
changes in the general climate of opinion. These technologies had to operate on
those second-tier thinkers he called “intellectuals.” In contrast to the “scholar or
expert in a particular field,” he wrote in an essay published in 1949 in the Uni-
versity of Chicago Law Review, those who perform intellectual functions—
principally journalists and school teachers, but also media commentators, film
makers, writers of fiction, and many others—are “second-hand dealers in ideas”
(Hayek 1949). These people control the distribution of expert knowledge to or-
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dinary members of the population. The task of the neoliberal movement was to
design its own network of dealerships. By altering the distribution of ideas
among the second-hand dealers, neoliberalism would try to change the world.

Half a century later, the worldwide spread of neoliberal projects appeared
to demonstrate the success of these new intellectual technologies. But what
exactly were their methods? What kinds of sociotechnical arrangements did
they develop?

As several contributions to this volume explain, an important innovation
was the think tank. The prototype for this new instrument of intellectual en-
gineering was the Foundation for Economic Education (FEE), established in
1946. The previous year, on a visit to the United States, Hayek had met
Harold Luhnow, head of Volker & Co., the country’s largest wholesale inte-
rior furnishings business.! Luhnow helped finance the creation of the FEE, set
up in Irvington-on-Hudson, an affluent suburb of New York City, in March
1946. He also funded the Free Market Project at the Law School of the Uni-
versity of Chicago, established in the autumn of 1946, from which the
Chicago School of Economics developed, financed Hayek’s appointment to
the Committee on Social Thought at Chicago, and supported the founding of
the Mont Pelerin Society in April 1947 (see Plehwe, Introduction, and Van
Horn and Mirowski, Chapter 4, in this volume).

Backed with funds from corporations and their owners, usually channeled
through private foundations, think tanks repackaged neoliberal doctrines in
forms that “second-hand dealers” could retail among the general public. Doc-
trine was supported with evidence presented as “research,” and was translated
into policy documents, teaching materials, news stories, and legislative agen-
das. Ideally, the think tank was to be led by an “intellectual entrepreneur,”
who would energize the sales team and be its spokesperson.

In London in 1955, another businessmen, Antony Fisher, founded the In-
stitute of Economic Affairs with Hayek’s encouragement, following a visit to
the Foundation for Economic Education in 1952. The IEA further developed
these methods and then helped establish a number of think tanks in other
countries including the United States. Many of these partisan think tanks
were founded and run by members of the Mont Pélerin Society (see Plehwe
and Walpen 2006 for an overview). The think tanks transformed neoliberal-
ism from an intellectual philosophy into a set of practical political tools.

We should not assume that Hayek’s own understanding of the role of in-

tellectuals adequately accounts for the success in spreading the project of
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neoliberalism. Hayek himself was indebted to the marketing and public rela-
tions methods developed by men like Fisher, who had a background in busi-
ness and marketing.’

As the movement spread, it was also indebted to something more: an abil-
ity to transform its economic ideas and slogans into demonstration projects.

Like all sciences, economics faces the task of persuading people that what it
says is true. To strengthen its arguments, it must sometimes try and put them
to the test. But compared to laboratory sciences, it faces a particular difficulty
in establishing empirical evidence. The sociotechnical world that economics
describes cannot easily be rendered testable. For this reason, compared to
many other sciences, economics attaches less importance to having clear tests
and often seems to pride itself on not needing them. The manipulation of sta-
tistical data provides the most common way around this difficulty, while ex-
perimental economics offers a more specialized approach. Occasionally, how-
ever, academic economics employs another method for advancing and testing
its arguments. It is sometimes able to use the world as a laboratory.

When academic economics conducts experiments in the world-as-laboratory,
it encounters an interesting situation. The world is already full of economic ex-
periments. These occur on a variety of scales, from the trial of a new commercial
product to the design of an entire market mechanism (Guala 2001; Callon 2007;
Muniesa and Callon 2007).

Among the most ambitious forms of economic experiment in recent de-
cades have been the attempts in numerous countries to reformat the economy
as a whole, in programs of neoliberal economic restructuring (see Fischer,
Chapter 9 in this volume). The scale of these experiments offers unusual op-
portunities for putting economic arguments to the test. Such tests are inter-
esting, not so much for the facts they confirm—the evidence never seems
complete enough to establish conclusive arguments—as for what they tell us
about how neoliberal facts about the economy are produced. They illuminate
the relationship between neoliberal economics and the object it studies—
including the role of think tanks and other intermediaries in this relationship.

Elsewhere I have argued that the idea of “the economy” is a surprisingly re-
cent product of sociotechnical practice, emerging only in the mid-twentieth
century (Mitchell 1998, 2002, 2005a, 2008). Before then, economists did not
use the word “economy” in its modern sense. From around the 1930s, new
forms of consumption, marketing, business management, government plan-
ning, financial flows, colonial administration, and statistical work brought
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into being a world that for the first time could be measured and calculated as
though it were a free-standing object, the economy. Economics claimed only
to describe this object, but in fact it participated in producing it. Its contribu-
tion was to help devise the forms of calculation in terms of which sociotech-
nical practice was increasingly organized. Economics, it follows, is important
not just for what it says but for what it does.

The neoliberal movement has a peculiar relationship to wartime and post-
war national projects for making “the economy.” On the one hand, neoliber-
alism came into being as a movement of opposition toward “the economy.” If
the economy was in part a product of Keynesian and other forms of planning,
calculation, and management, neoliberalism opposed this with the rival con-
cept of the market, whose principles of operation were portrayed as an alter-
native to the administrative management of “the economy.” On the other
hand, as neoliberal think tanks proliferated and began to circulate and pro-
mote the ideas of neoliberal academic economists, they became increasingly
involved in economic experiments in the world at large. These experiments
took place in a world already formatted with the help of economic expertise,
whether in the form of earlier Keynesian economic planning or of more re-
cent neoliberal projects.

What is the relationship between these varieties of economic knowledge?
How does the production of neoliberal economic knowledge assist in the
wider circulation of neoliberal projects? Conversely, how does the unfolding
of neoliberal experiments in the world help produce the experimental knowl-
edge of the academy? And what is the role of neoliberal think tanks as inter-

mediaries in this process?

In December 2004 the World Bank reported the completion of an ambitious
and widely discussed economic experiment, the Urban Property Rights Pro-
ject in Peru (World Bank 2004). The project addressed an issue found in al-
most every country of the global South. Large populations migrating from the
countryside to the city have housed themselves by building neighborhoods
that are not planned or regulated by the state. In many countries, these infor-
mal neighborhoods contain a majority of the urban population, most living
without adequate municipal services or sufficient access to employment and
income. The World Bank supported a crash program in Peru to transform the
country’s informal urban neighborhoods into legal, state-regulated housing.
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The plan was to set up a simple procedure for registering the ownership of
property and thereby turn millions of people into the formal owners of the
homes they had built.

The plan promised much more than the regularization of property rights.
The government and the World Bank believed that creating property owners
offered a simple and inexpensive means to end widespread poverty. Holding
formal title would enable ordinary people to use their homes as collateral for
loans. The loans would provide capital for starting small enterprises, enabling
every household to produce potential entrepreneurs. Formalization would also
increase the value of the property, in the case of Peru perhaps doubling the
price of the average 100-square-meter lot. By spending only $66 million ($38
million borrowed from the World Bank and the balance from its own rev-
enues), the government would create $1.75 billion in economic benefits (World
Bank 1998, 9).

The plan was developed from the work of the internationally known Peru-
vian entrepreneur and development economist Hernando de Soto. Founder of
the Instituto Libertad y Democracia (Institute for Liberty and Democracy) in
Lima, de Soto became the country’s leading advocate of neoliberal reorganiza-
tion in the 1980s and 1990s. He argued that informal housing and other forms
of unregulated and illegal economic activity were a symptom not of economic
backwardness but of overregulation by the state. Simplifying the process of reg-
istering property ownership would turn dead assets into live capital and trans-
form every home owner into a capitalist entrepreneur (de Soto 1989, 2000).

The Institute for Liberty and Democracy carried out a pilot property-
registration program in Lima in 1992-1994, building on an earlier U.S.-funded
scheme it had introduced in the 1980s. The 1992-1994 program gave formal ti-
tle to about 200,000 households. Two years later, the government launched a
comprehensive urban titling program, targeting the capital and seven other
cities, which together accounted for about 90 percent of the country’s informal
housing (World Bank 1998, ). It later extended the program to another six ur-
ban areas. When completed in 2004, the program had registered a further 1.2
million households and issued 920,000 property titles (World Bank 2004, 8).

The program appeared to have a remarkable effect, though not the one antic-
ipated. A number of studies of the Peruvian experiment found that property ti-
tles had no significant effect on access among the poor to business credit (Cock-
burn 2000; Field and Torero 2002; and other studies cited there).> Mortgage
lending did eventually increase, but only after a new government abandoned de
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Soto’s neoliberal prescriptions and began to subsidize low-income mortgages.
However, another study found an unexpected change in the economic lives of
those who became formal property owners: they began to work harder.

Obtaining title to their property seemed to increase the average number of
hours that members of a household worked by 17 percent. The data suggested
that over time, as the effect of titling intensified, the total number of hours
worked might increase by 40 percent. There was also a redistribution of labor
from work within the home to employment outside and from children to
adults. Property titling was associated with a 47 percent decrease in the num-
ber of hours worked inside the house and a 28 percent reduction in the use of
child labor (Field 2003, 3, 37).

To explain these findings, the author of the study, Erica Field, hypothe-
sized that acquiring formal title freed members of the household to spend
more time outside the home, based on the intuition that in the absence of a
formal title people had to stay home to protect their property from being
seized by others. A further intuition suggested that adults had a comparative
advantage over children in defending the home, so in the absence of secure
property rights children were more likely to be sent out to work. Once the
property was secured with a formal title, children could stay home and adults
could take over children’s jobs outside the household (Field 2003, 7-8, 12).

The reports of this unexpected but remarkable consequence of property
ownership were widely circulated. Alan Krueger, a senior economist at Prince-
ton University, devoted a column in the business section of the New York
Times to the paper’s findings (Krueger 2003). Another well-known economist,
Bradford DeLong at the University of California, Berkeley, singled out the
same paper on his widely read weblog for making him “extremely hopeful
about the future of economics” (DeLong 2003).>

For reasons I will explain, the paper’s findings concerning the impact of
property titling seem to me implausible. I will suggest a number of features of
Peruvian politics and urban settlement that offer alternative explanations for
the apparent increase in hours worked—explanations more closely linked to
the implementation of the titling program and to its location within the wider
networks of neoliberalism.

There were particular reasons why the research on the Peruvian experiment
was able to reach such extraordinary conclusions. The research experiment was
made possible by the political experiment that it studied. The political actors
and the practical arrangements that shaped the property rights experiment
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shaped the conclusions reached in the experiment on the experiment. Uncov-
ering how this happened will enable us to understand the relationship between
the experimental process of making economies and the making of economics.

There were also particular reasons for the popularity of the paper, despite
the implausibility of its findings. First, it suggested that the Peruvian property
rights experiment confirmed in an unexpected fashion a leading tenet of neo-
liberal doctrine: that the right of private property is the fundamental require-
ment for economic development and that securing this right and reaping its
benefits can be accomplished by establishing the proper rules and institutions
(North 1981, 1990). Since the 1960s, the neoliberal movement had nurtured
what became known as “the property right paradigm” (Alchian and Demsetz
1973). At the 1965 Mont Pélerin conference, held in Stresa in northern Italy,
Armen Alchian presented one of the earliest papers on this theme, “Some
Economics of Property Rights,” derived from research on corporate decision
making carried out at the RAND Corporation (Alchian 1961, 1965). Harold
Demsetz presented his paper on “The Exchange and Enforcement of Property
Rights” (1964) at the same meeting (Mont Pélerin Society 2003). The prop-
erty rights literature provided a way for economists to acknowledge the role of
corporations, governments, and other complex arrangements of agency and
power, by simplifying them into individual actors governed by rules of prop-
erty. It identified the absence of private property rights or the existence of
communal rights as a source of uncertainty and potential instability. This
work of simplification prepared the ground for the development of New In-
stitutional Economics, which became a major branch of neoliberal thought.
The discovery that securing their property ownership appeared to enable the
poor of Peru to escape insecurity and get on with making money was an ex-
citing confirmation of these fundamental doctrines of neoliberalism.

A second reason for the popularity of the paper was that its claims about
Peruvian property rights echoed the arguments of neoliberal opponents of de-
velopment planning. Peter Bauer (1984), the leading neoliberal critic of state-
led development, had been arguing since the 1950s that the citizen of the
Third World is a natural entrepreneur, whose capitalist spirit is stifled by the
policies of the colonial and developmental state. The main reason why people
in the South are poor, Bauer and his followers argued, is that the state’s bu-
reaucratic regulations and its failure to protect property rights discourage peo-
ple’s natural propensity to work hard and make a profit (see Plehwe, Chapter
7, and Bair, Chapter 10, in this volume). (In 2002, the Cato Institute cele-



HOW NEOLIBERALISM MAKES ITS WORLD 393

brated Bauer’s influence by awarding him the second biannual Milton Fried-
man Prize for Advancing Liberty. Hernando de Soto, who served on the selec-
tion committee for the award in 2002, was the next recipient of the prize, in
2004.) As we will see, organizations within the neoliberal movement subse-
quently made use of the paper on Peru as an important source of evidence for
the claims of Bauer and his followers.

A third reason for the popularity of the paper was that it enabled the spon-
sors of the project in Peru, the World Bank and the Institute for Liberty and
Democracy, to ignore its failures and describe its outcome as a success. The
World Bank had to face the failure of the project to produce its intended re-
sult, an increase in lending to the poor. It seized on the fact that the project’s
beneficiaries appeared to be working longer hours as an unexpected but wel-
come outcome (World Bank 2004, 11). Meanwhile, the Peruvian organization
responsible for the original scheme, de Soto’s Institute for Liberty and
Democracy, had fallen out of favor in Lima and was pursuing opportunities to
design and implement similar experiments in other countries, including Mex-
ico, the Philippines, and Egypt. Unable to point to evidence that the original
project achieved its promised outcome, the ILD cited the apparent increase in
working hours in its efforts to win funding for further projects abroad (Insti-
tute for Liberty and Democracy n.d.).

Among academic economists, including those not associated with the neo-
liberal movement, there was one more reason for the popularity of the re-
search paper. It seemed to offer a solution not only to the problems of the
wortld’s poor but to the problems of economists.

Like all scientists, economists face the problem of how to persuade people
that what they say is true. The abstract quality of many economic models can
sometimes make them useful as political blueprints but difficult in practice to
put to the test. Setting up experiments using human subjects is expensive, com-
plex, and unreliable. The alternative is to use what actually happens in eco-
nomic life as information against which to test an explanatory model. But this
too presents difficulties. Economists readily admit that not everything is observ-
able or measurable. The changes in a variable whose effect one is studying may
be due to a factor outside the model. And the agents whose actions one is study-
ing come with different preferences and abilities, which can affect the outcome.
For example, in the Peruvian case, those planning to work outside the home
might be more inclined to seck property rights, resulting in a process of self-
selection (Rosenzweig and Wolpin 2000; Angrist and Krueger 2001).
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One answer to these problems is to set up a natural experiment, that is, a
situation in which the sociotechnical arrangements whose effect one wants to
study are altered as a result of some event or circumstance “beyond the imme-
diate control of the investigator” (McGinnis 1964). The typical case is one in
which a change in government policy or legislation affects some members of
a population but not others, creating a variation in the data that is random;
or, if not random, at least unconnected or “orthogonal” to any unobservable
factors that might be affecting the outcome one is trying to explain (Rosen-
zweig and Wolpin 2000, 828).

Economists who praised and publicized the study of the effects of the
property titling program in Peru found it valuable not only for what it discov-
ered about property rights but for the way in which it made the discovery: by
using the titling program to carry out a sophisticated natural experiment
(Krueger 2003). A study that merely compared the hours worked by people
who had formal ownership of their houses with those who had not received ti-
tle could not produce convincing evidence of the effect of formal ownership
on employment. The extra hours that formal owners worked might be due to
any number of unobserved factors.

To avoid this problem, the study exploited the variation created by the fact
that the titling program was carried out in different stages. It began in certain
neighborhoods in Lima and in subsequent years spread in a staggered pattern
to other neighborhoods of the capital and to other cities. Rather than com-
pare those houscholds that obtained property titles with those that did not,
the study compared the number of hours worked in the year 2000 by house-
holds eligible to obtain title (whether or not they actually obtained it) in
neighborhoods already reached by the program, with hours worked by those
eligible in neighborhoods the program had not yet reached. As a precaution,
the author also compared the difference in working hours between those in-
eligible to obtain title (because they possessed formal title before the program
began) in neighborhoods reached by the program and those ineligible in
neighborhoods not yet reached, and subtracted this difference from the first.

This was an elegant construction of a natural experiment. It made clever
use not just of the household survey data collected by the Peruvian agency re-
sponsible for the titling program, but of the staggered timing and other fea-
tures of the program itself.® Among those who singled out the research for
praise were scholars such as Krueger and DeLong, who were interested in pro-

moting not a neoliberal political agenda but more empirically supported ar-
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guments in the discipline, and in the case of Krueger, strong advocates of the

use of natural experiments.

A natural experiment in economics is not an experiment carried out in nature.
It is an establishing of facts carried out in a world that has been organized to
make it possible for economic knowledge to be made. Latour refers to this or-
ganizing work as “metrology,” meaning “the gigantic enterprise to make of
the outside a world inside which facts . . . can survive” (Latour 1987, 251; see
also Mitchell 2002, chapter 3). Experiments to establish the facts of econom-
ics depend on projects carried out in the wider world to create sites where eco-
nomic knowledge can gain a purchase. These sites, though larger than an
ordinary laboratory, are nevertheless quite closely defined spaces—specific
neighborhoods in particular cities of Peru, the local offices of a development
organization and a neoliberal think tank, the text of a survey questionnaire
and its administrators, the offices of a parent organization in Washington that
provides the funds. As Latour points out, to provide a secure site for establish-
ing facts, these locations must be well connected to one another. The inter-
connections establish the routes along which facts can travel and be con-
firmed. They also shape what kinds of facts can survive. To understand the
outcome of the academic experiment in Peru, we must understand these
routes created by the larger neoliberal political experiment. This requires us to
trace the wider story of the Peruvian reforms and the political and intellectual
arrangements of which they form a part.

The Peruvian property titling experiment was the outcome not only of po-
litical forces at work in Peru, but also of the expansion of the neoliberal move-
ment in the late 1970s and 1980s. In 1977, Antony Fisher helped William J.
Casey, a Wall Street tax lawyer well connected in New York financial circles,
establish the International Center for Economic Policy Studies, later renamed
the Manhattan Institute (O’Connor 2008, 344). In the same year, Edwin
Feulner, a later president and trustee of the Mont Pélerin Society, took charge
of the struggling Heritage Foundation, which he had helped set up four years
earlier, and turned it into a productive neoliberal think tank. A third neolib-
eral organization, the Cato Institute, was established at the same time in San
Francisco. The year 1979 marked an important turning point for the move-
ment. The election of the Thatcher government in Britain brought to power
several figures associated with Fisher’s Institute of Economic Affairs. The
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appointment of the monetarist economist Paul Volcker as chairman of the
Federal Reserve marked a similar turning point for the neoliberal movement
in the United States (Harvey 2005). In 1980, an election campaign organized
by William Casey placed Ronald Reagan in the White House and brought
large numbers of neoliberals into administrative and policy-making positions.

At the same time, plans were being drawn up to extend the neoliberal
movement to other parts of the world. On New Year’s day 1980, Hayek wrote
a letter to Fisher, to be used for the purpose of raising funds for this expan-
sion. “I entirely agree with you,” Hayek wrote, “that the time has come when
it has become desirable to extend the network of institutes of the kind of the
London Institute of Economic Affairs.” With the hyperbole required for fund
raising, he added that “[tlhe future of civilization may really depend on
whether we can catch the ear of a large enough part of the upcoming genera-
tion of intellectuals all over the world fast enough. And I am more and more
convinced that the method practiced by the IEA is the only one which prom-
ises any real results.” He continued: “In building up that institute and trying
the technique elsewhere, you have developed a technique by which more has
been achieved in the right direction than in any other manner. This ought to
be used to create similar institutes all over the world and you have now ac-
quired the special skill of doing it. It would be money well spent if large sums
could be made available for such a concerted effort.”

By 1981, the fund raising was successful enough for Fisher to establish the At-
las Foundation for Economic Research. He took its name from Atlas Shrugged,
Ayn Rand’s novel of 1957 depicting the vital role played by experts and men
of ideas and the virtues of the right of private property and of a self-interested
individualism threatened by the powers of government (see Miihlbauer 2006).
The foundation’s goal was to coordinate activities and corporate funding
among the network of European and American think tanks and to extend it by
developing and financing a group of neoliberal organizations outside Western
Europe and the United States. De Soto was to be the first and most successful
outcome of this initiative.

In November 1979 Hayek had traveled to South America and addressed a
conference in Lima on “Democracy and the Market Economy” organized by
Hernando de Soto. At that time Peru was in the process of moving from mil-
itary rule to civilian government. The conference was intended to show the
strength of the democratic right in Peru and to introduce right-wing intellec-
tuals and politicians to the ideas of Hayek and his leading Latin American dis-
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ciple, Manuel Ayau (Bromley 1990). A Guatemalan businessman educated in
the United States, Ayau had discovered neoliberalism at the Foundation for
Economic Education, and in 1959 he established the first neoliberal think tank
in Latin America, the Centro de Estudios Economico-Sociales, in Guatemala
City (Weston 2001). He became a member of the Mont Pélerin Society in
1964 and in 1978-1980 served as president.® As MPS president, he helped de
Soto organize the Lima meeting, and the meeting led to the founding of the
Institute for Liberty and Democracy the following May.

Hayek put de Soto in touch with Fisher. The Atlas Foundation helped set
up and fund the ILD, one of the first of a new generation of neoliberal think
tanks in the South. “Antony gave us enormous amounts of information and
advice on how to get organized,” de Soto later recalled. “It was on the basis of
his vision that we designed the structure of the ILD. He then came to Lima
and told us how to structure the statutes, how to plan our goals, how to build
the foundation, what to expect in the short and long term” (Frost 2002, cited
in Chafuen 2004). Supported by the Atlas Foundation and by the wider neo-
liberal movement, de Soto emerged over the following two decades as one of

the movement’s most effective entrepreneurs.’

Although described as a Third World intellectual discovered by Hayek in
Lima, de Soto already had links with the neoliberal movement and a long pro-
fessional experience in organizations involved in international trade and devel-
opment. His father had served as secretary to Bustamente y Rivero, president
of Peru from 1945 to 1948, then worked abroad with the International Labour
Organization in Geneva and Washington, and later served as Peruvian ambas-
sador to Switzerland. De Soto grew up partly in Switzerland and the United
States and returned to Geneva in the mid-1960s to study at the Graduate Insti-
tute of International Studies (Clift 2003; Vargas Llosa 1987). The institute was
a stronghold of the neoliberal movement in Europe: William Rappard, who
co-founded the Institute in 1928 and directed it until 1954, recruited as faculty
both Ludwig von Mises and Wilhelm Répke, two of the founding members of
the Mont Pelerin Society. Rappard himself gave the opening address at the so-
ciety’s first meeting in Switzerland in 1947 (Ebeling 2000). De Soto then
worked in Geneva for the General Agreement on Tariffs and Trade, an organi-
zation with close ties to the Graduate Institute of International Studies and
whose policymakers early on included prominent neoliberals like Gottfried
Haberler (compare Bair, Chapter 10 in this volume), and then as executive
head of the International Council of Copper Exporting Countries (CIPEC),
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the cartel organization formed in 1967 by the governments of Peru, Chile,
Zaire, and Zambia. His supporters later included Stephan Schmidheiny, the
billionaire heir of the Swiss cement and construction materials conglomerate
Holderbank AG, who was active in neoliberal organizations.'”

De Soto organized the meeting with Hayek and Ayau in 1979, the year he
moved back to Lima. He tells the story of how he initially tried to set himself
up in business as the representative of a group of investors who had purchased
the rights to gold placer deposits. The mining enterprise failed after the in-
vestors went to review their concessions in the rain forest and found hundreds
of local people already panning for gold without concessions (Berlau 2003).
De Soto had discovered the problem of informal property claims. His con-
tacts in the European and North American neoliberal movement offered an
answer to the problem.

De Soto’s European background and connections were seldom mentioned
by his neoliberal supporters. His credibility and growing authority as a popu-
lar development economist came to depend on his identity as a neoliberal
from the Third World, willing to describe the poverty of the global South as a
self-inflicted injury unconnected to its relationship to the North.!! “Instead of
seeing the developing world as victims of capitalism, Hernando argues, “We're
inflicting our own wounds,”” reported Andrew Natsios, the administrator of
the U.S. Agency for International Development. “Since he is Peruvian, he
can make this argument credibly” (quoted in Kleiner 2004). The credibility
turned De Soto into a very useful asset for the neoliberal movement: “During
the years I spent with Antony [Fisher] at Atlas,” wrote Alex Chafuen (2004),
who succeeded Fisher as the organization’s president, “I couldn’t recall any
conversation, any speech about think tanks, or any fundraising letter where he
did 7or mention Hernando.”

Atlas schooled de Soto in the advocacy and research tactics of the think tank.
Further support and training came from related official sources in Washington.
In 1983 neoliberals in the Reagan administration set up the Center for Interna-
tional Private Enterprise, housed within the new National Endowment for
Democracy, to support organizations in the developing world advocating neo-
liberal political programs.'? CIPE developed a “toolkit” that spelled out the tac-
tics to be used: create an advocacy team, identify key issues relevant to the target
audience, research the issues, establish a goal, create a message and an advertis-
ing campaign, form grassroots advocates, work with the media, and become

part of the governmental process (Center for International Private Enterprise,
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2003). The following year CIPE awarded its first grant—to support de Soto’s
Institute for Liberty and Democracy. To build popular support for neoliberal-
ism, the ILD identified its political issue not as property rights in general, or as
the property rights of mining companies or other corporations, but as the prob-
lem of informal housing. It began studying informal communities in Lima and
contracted with the Lima municipal government to run a scheme to register in-
formal housing. This was the start of the twenty-year program that culminated
in the $66 million program financed by the World Bank. In 2003, reviewing
two decades of efforts to support neoliberal organizations in developing coun-
tries, CIPE in Washington described this first project in Peru as still its most
successful initiative (Center for International Private Enterprise, 2003).

Supported from abroad, De Soto’s institute grew in size, developed its ad-
vocacy campaign, and inserted itself into the processes of government. During
the administration of Alan Garcia, in the second half of the 1980s, it became
directly involved in policy making. ILD lawyers drew up proposals for
property-rights legislation and administrative reforms. To promote the legisla-
tion, the ILD produced television commercials that, borrowing from Ameri-
can state lottery commercials, invited people to dream: “What would you do
if you had capital?” By 1991, the Institute had a staff of 100. Victor Endo, an
ILD lawyer who later worked at the World Bank, claimed that the think tank
became “a kind of school for the country. Most of the important ministers,
lawyers, journalists, and economists in Peru are ILD alumni” (Kleiner 2004).

In 1987 the ILD published a book based on its research and reform pro-
grams, under the title £/ Otro Sendero (“The Other Path”), subtitled “The
Economic Answer to Terrorism.” Its authors were de Soto and two of his col-
laborators, Enrique Ghersi Silva, a lawyer-economist influenced by the Chicago
law and economics movement (see Van Horn, Chapter 6 in this volume) and
subsequently a member and director of the Mont Pélerin Society, and Mario
Ghibellini, a writer. De Soto’s organization of the team that produced the
book exemplified the role of the neoliberal intellectual entrepreneur. “My
contribution was that of the businessman,” he explained. “I set my goals,
identified my limitations, and obtained the resources to achieve the first and
offset the second” (De Soto 1989, xxix).

The neoliberal movement transformed the book and de Soto into an inter-
national phenomenon. In 1989 the book was published in English in the
United States, with its marketing ambitions reflected in a new subtitle: “The
Invisible Revolution in the Third World.”!®> Ghersi and Ghibellini’s names
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were removed from the title page, leaving de Soto as the only named author.
The Peruvian novelist Mario Vargas Llosa, an ex-leftist converted to neoliber-
alism by de Soto, it is said, and about to become the U.S.-backed candidate in
the 1990 Peruvian presidential election (Rothbard 1995, 323-33), contributed
a preface. The book carried endorsements from President George H. W. Bush,
Richard Nixon, and several others. The Atlas Foundation selected the book
for its first Sir Antony Fisher Memorial Award, a prize named after de Soto’s
recently deceased patron. Promoted with prizes, reviews, and endorsements
from the network of European and American neoliberal think tanks and
foundations, it became a worldwide bestseller.

In 1990 Alberto Fujimori was elected president of Peru. De Soto, who had
abandoned Vargas Llosa’s faltering candidacy in favor of the populist rival, be-
came his principal political adviser. The new government instituted one of the
most drastic neoliberal financial stabilization plans yet seen, and the country
fell into recession.!* In 1992 de Soto resigned from the government, after a
dispute over Fujimori’s refusal to challenge the armed forces. De Soto pursued
his pilot titling program in Lima, with Japanese funds; but by 1994 the break-
down of the relationship between the government and the ILD stalled the
project. He looked abroad and embarked on work advocating programs to
end world poverty through property titling in Egypt and several other coun-
tries (Mitchell 2007). He used this work as the material for his second book,
The Mystery of Capital (De Soto 2000). With endorsements from Margaret
Thatcher, Milton Friedman, and other prominent neoliberals and prizes from
neoliberal organizations, the book became another international bestseller.

In March 1996 the Peruvian government passed a law on property formal-
ization and established an agency, COFOPRI (Comisién de Formalizacién de
la Propiedad Informal), to take over the ILD program and turn it into a na-
tional scheme, recruiting members of the ILD team. In 1998 the World Bank
stepped in with a loan for the completion of the program. Research funded by
the bank showed that the program had failed to achieve its goal: property ti-
tling had produced no increase in credit to the poor. Concerned by the fail-
ure, in 2000 the World Bank carried out a survey of informal neighborhoods.
The survey’s primary purpose was to encourage commercial banks to lend
money to the neighborhoods by providing them with data that would reduce
the cost of assessing the creditworthiness of low-income households. It was
this survey that became the basis for the “natural experiment” whose extraor-

dinary results attracted such attention.
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This outline of the history of neoliberal experiments in Peru indicates the
extensive work involved in reorganizing the country in ways that made the
subsequent research experiment possible. Contacts were made, advocacy train-
ing was organized, funding was arranged, fieldwork was undertaken, goals
were established, political alliances were formed, elections were won, technolo-
gies were put in place to survey properties and record their ownership, and
questionnaires were distributed and returned. All this experimentation and
programming belongs to the work of economics. It organizes the world in ways
that provided neoliberal economics with the opportunity to produce its facts.

We can now return to the natural experiment and consider an alternative in-
terpretation of its results, one that is more closely related to the implementa-
tion of neoliberal economic experiments whose wider history has just been
outlined. This alternative account will follow the work of economics, examin-
ing the processes that make some facts possible and not others.

The reliability of the experiment’s findings can be questioned for a number
of reasons. First, no plausible evidence is offered to support the author’s intu-
ition that households without a formal ownership document have to keep peo-
ple at home to defend the property from being seized by others, or that gaining
this document suddenly removes the alleged need for self-defense. The intu-
ition is backed only by an anecdote from a World Bank report and the writings
of Hernando de Soto. Evidence available in the same World Bank documents
suggest a contrary view: Peru’s informal urban communities are described as
having very strong collective organizations and a great variety of neighborhood
mutual-help arrangements. Typically, a squatter neighborhood was formed by
a single village, whose members would plan their relocation collectively in ad-
vance, allocate each family a building plot, and reproduce the communal asso-
ciations of the village in the new location. None of this indicates a situation in
which people feel so threatened they must stay home to guard their individual
properties. (The World Bank also reports that titling programs tend to weaken
these neighborhood associations.) Evidence from other studies suggests that
the security of informal houscholds depends on a wide range of factors and is
not necessarily dependent on possession of formal title (Gilbert 2002).

What makes the intuition plausible is that it resonates with the work of neo-
liberal institutional economists like Douglas North and neoliberal theorists of
development like Peter Bauer. It assumes that a world without formal property



402 MOBILIZATION FOR ACTION

rights is anarchic and that once the proper rules are in place a natural spirit of
self-interested endeavor will be set free. It derives its plausibility more from the
reader’s familiarity with certain texts of neoliberal economics than from any
knowledge of informal communities.

Second, even if it were the case that giving people a title document frees them
from the need to defend their houses and enables them to go elsewhere to work,
there must be some source of all the new jobs. Yet the paper offers no explanation
of the source of the demand for the dramatic increase in employment and no ag-
gregate data to suggest it occurred. It would be difficult to find such data, as the
17 to 40 percent increase in hours worked outside the home was alleged to take
place during the second half of the 1990s, a period of sharp economic decline."

Third, the paper’s argument depends on the assumption that the informal
neighborhoods of different Peruvian cities are similar to one another and that
the sequence in which the titling program entered different cities and neigh-
borhoods was random. The staggered implementation that made a natural ex-
periment possible must be unrelated to any local differences that might influ-
ence the extent to which people in different neighborhoods work outside the
home. The paper claims to resolve the possibility of nonrandom city timing
by including city-level fixed effects in the regression estimates. However, more
than half the survey neighborhoods already reached by the titling program
were in one city, Lima. Different neighborhoods of the capital were reached
by the program at different times. If there were significant reasons for intro-
ducing the program in some neighborhoods of Lima before others and for
later extending it to certain neighborhoods of certain provincial cities before
others, and if there were significant differences among these neighborhoods,
this might offer a more reasonable explanation for the outcome of the experi-
ment. Simply allowing for city-level fixed effects would not capture the possi-
ble interaction among this range of differences.

The experiment was unable to test whether differences among neighbor-
hoods were affecting the rate of employment outside the home. The author
claims such differences can be ignored, on the grounds that eight district-level
poverty indicators (rates of chronic malnutrition, illiteracy, fraction of school-
aged children not in school, residential crowding, adequacy of roofing, and the
proportion of the population without access to water, sewerage, and electricity)
wete similar for program and nonprogram neighborhoods (Field 2003, 16 and
table 1). The author also claims that detailed information on the sequencing of
the program in Lima supports this interpretation (Field 2003, 53, figure 1).
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There are two problems with these claims. First, indirect indicators of
poverty levels, such as residential crowding or access to electricity, may be un-
able to capture major differences between different kinds of neighborhoods
with different patterns of employment. Later in this chapter I illustrate signif-
icant differences in the case of one city that played an important role in the
survey results. Second, the detailed evidence on the sequencing of the pro-
gram shows the opposite of what is claimed. There was nothing random
about the order in which the political experiment was carried out.

Information in the paper itself shows that the first wave of titling (1992-1995)
occurred only in the center of Lima (where squatters would be more established
and employment outside the home more accessible), while most of the later ti-
tling was in outlying districts. The first wave also focused on the wealthiest in-
formal neighborhoods (seventeen out of nineteen program sites were in districts
of poverty level four, the level of least poverty, and the other two in poverty level
three) (Field 2003, 53, figure 1).!° The World Bank also says that the order was
not random, but rather was based on “ease of entry” to the neighborhood. The
bank’s Peruvian program office reported that the order depended on “geograph-
ical situation, feasibility to become regularized, dwellers’ requests, existing legal
and technical documents, and linkages with other institutions involved in the
existing obstacles” (Field 2003, 16n31, citing Yi Yang 1999). The paper places this
information in a footnote.

This evidence suggests a number of alternative explanations for the fact that
households in neighborhoods titled early worked more hours, and were more
likely to be employed outside the home, than those that the titling program had
not yet reached. The first wave of titling took place in the center of the country’s
largest city and in its least impoverished informal district. The location of the
district and the relative lack of impoverishment provide several possible reasons
why its inhabitants would find more opportunities for work, especially for work
outside the home. The fact that the accessibility of neighborhoods and other as-
pects of feasibility of titling influenced the choice of subsequent areas to be ti-
tled offers a further reason for the employment pattern.

It is also significant that the first wave was a pilot project, run by de Soto’s In-
stitute for Liberty and Democracy rather than the government. It was intended
to demonstrate the feasibility of a rapid formalization program, the centerpiece
of the neoliberal reforms adopted by the new government of Alberto Fujimori,
whom de Soto initially served as a principal adviser. Anxious to raise both
domestic political support and international development funds for the
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program, there would have been clear incentives to choose the right kinds of
neighborhoods for the demonstration. (De Soto’s resignation from his posi-
tion in the Fujimori government, in protest at the president’s acquiescence in
the alleged involvement of the Peruvian armed forces in the narcotics trade,
occurred as the program began. So the pilot titling project had to push for-
ward de Soto’s political agenda against a particularly strong current.) As we
will see, this was only one possible way in which the project’s need to demon-
strate the truth of neoliberal economic theory entered into the kinds of eco-
nomic knowledge it later helped produce.

There is a further way in which the political implementation of the titling
program affected the sequence in which cities and neighborhoods entered
into it. De Soto described the regularization of property rights as £/ otro sendero,
“The Other Path”—or as his book’s subtitle explained, “the economic answer
to terrorism.” The reference was to the Sendero Luminoso, the Shining Path,
the Maoist revolutionary movement that in the 1980s controlled large areas
of the central Andean highlands of Peru. The populism of de Soto’s neoliberal
program, emphasizing the virtues of property rights for the poor, was in-
tended as an answer to the more radical property redistribution programs of
the revolutionaries—as well as to the problems of large-scale urban migration
caused by years of warfare in the countryside between the rebels and the Peru-
vian armed forces.!” The war against the Sendero Luminoso and its effect on
one particular city shaped both the property rights experiment and the re-
search experiment to which it gave rise.

Table 111 lists the cities in the order in which they entered into the pro-
gram, and indicates for each city the number of survey households located in
neighborhoods that the program had reached (“program”) and the number in
districts not yet reached (“no program”).

The table shows that, following a pilot project in Lima (1992-1994), the ti-
ting program was launched in Lima and in Peru’s second largest city, Are-
quipa, in 1995-1996 and 19961997, and then expanded to the other coastal
cities (Trujillo, Chiclayo, Piura, and Chimbote). Only toward the end of the
project was it extended to two locations in the interior of the country—
Huancayo in the central mountains and Iquitos in the tropical lowlands of the
Amazon. As a result, two-thirds of the households not yet reached by the pro-
gram when the survey was carried out (1,200 out of 1,808) were located in
Chimbote and the two inland towns, and half of these (600) in just one place,
Huancayo.!8
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Table rr.1 - Distribution of households in survey sample

City No program Program Total
Lima 209 501 710
Arequipa I 150 160
Trujillo 108 52 160
Chiclayo 131 49 180
Piura 149 ST 200
Chimbote 480 120 600
Huancayo 600 o 600
Iquitos 120 20 140
Total 1,808 942 2,750

Note: Cities listed in order of timing of program entry.

Source: Field 2003, Appendix C.

Huancayo is a city with a different recent history from the other cities of
Peru. Located in the central highlands, it is the regional capital of an area of
rich farmland and impoverished, mostly Quechua-speaking farmers, which in
the 1960s gave birth to both the Sendero Luminoso and Ttpac Amaru revolu-
tionary movements. By the 1980s, the region had become a continuous battle
zone in the war between government forces and the rebels. Tens of thousands
were killed or disappeared, and hundreds of thousands fled the countryside
and settled in new informal neighborhoods in Huancayo and other towns."”

Lima and the other coastal cities, traditionally centers of the country’s creole
elite, had attracted rural migrants over a longer period, since the 1940s and es-
pecially the late 1960s. In many cases, the migrants were drawn by opportuni-
ties for employment offered by industrialization and the service economy.
Huancayo had previously enjoyed a somewhat mobile population dependent
on seasonal agricultural labor, but by the 1990s was flooded with impoverished
refugees, cut off from the countryside, and living in neighborhoods subject to
frequent military raids but beyond the day-to-day control of government forces
(Stepputat and Serensen 2001). While refugees also fled to the outlying neigh-
borhoods of Lima and other coastal cities, in the informal neighborhoods of
Huancayo they constituted a large majority of the population.

After the war ended in 1992, two kinds of projects were launched to address
the problems in Huancayo.?” First, international humanitarian organizations
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set up well-funded aid programs in the city, offering neighborhood soup
kitchens, medical services, and other basic relief, and then job-creation schemes
based on street-vending, artisanal labor, and other household-based income
generation. Second, the government, anxious to draw the refugees back into
the countryside, offered an alternative assistance program to support the re-
generation of agriculture. The refugees took advantage of these rural incen-
tives, but typically without moving back to the countryside. As the economic
shock caused by Fujimori’s neoliberal reforms made waged employment in
the city increasingly difficult to find, a majority of migrants began looking to
the countryside as a source of urban incomes. Households developed distinc-
tive “mobile livelihoods,” traveling to the villages to sow and harvest and for
other occasional tasks, sometimes leaving behind one or two members of the
household to mind the fields and animals, but the rest returning to the city
(Stepputat and Serensen 2001, 783—786).

The informal urban neighborhoods of Peru are not, it turns out, similar to
one another. The migrant communities of Huancayo, the city that provided
one-third of the survey sample of households in neighborhoods waiting to be
titled (and zero percent of those already reached by the titling program), had a
quite distinctive political economy. Impoverished by war and isolation, they
had relatively few opportunities for daily employment outside the household.
But in the 1990s a plethora of international NGOs supplied food rations and
healthcare along with opportunities for home-based income generation, while
farming provided urban households with an occasional but significant income.
These arrangements suggest a more plausible explanation for how households
of similar basic levels of nutrition, literacy, access to municipal services, and
other indicators of relative well-being might have very different levels of regu-
lar employment outside the home. Taken together with the evidence regarding
Lima—that the choice of neighborhoods and the sequence in which the pro-
gram reached them was not random—and similar evidence for other neigh-
borhoods in other cities, this evidence indicates the variety of explanations that
arise from following carefully the implementation of the larger experiment.
They are explanations that have nothing to do with the impact of formal own-
ership on an imagined need to stay home and defend one’s property.

The Peruvian urban property tiding program indicates some of the difficulties
in constructing natural experiments. I have explored these difficulties in de-
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tail, not to fault a particular piece of research but because there is more we can
learn from them.

First, the possibility of the natural experiment depended on a prior and
larger economic experiment. The attempt to test the impact of property own-
ership on the propensity to work was possible because Peru had become the
site of a large-scale neoliberal experiment in the formalization of property
rights and the formation of entrepreneurial subjects. Millions of citizens and
hundreds of thousands of households had been drawn into an experiment de-
signed to demonstrate that a simple procedure for acquiring property rights
would lead to a transformation in economic action and a dramatic improve-
ment in well-being.

The idea of a “natural” experiment is misleading.?! The so-called natural
experiment typically depends on some prior political intervention—in other
words, a project or an experiment of some sort, which arranges the sociotech-
nical world in a way that offers further opportunities for experimentation.
This intervention must be beyond the direct control of the investigator. But
that does not insulate the second experiment from the effects of the first.

Second, there is seldom only one big experiment going on. The details of
the Peruvian case suggest that problems may have arisen from the intersection
of a number of related experiments. On the one hand, there was the differ-
ence between de Soto’s original pilot project, intended to achieve certain local
and international effects by demonstrating not so much the long-term bene-
fits of property rights as the immediate viability of a high-speed, low-cost, ti-
tling program. Such concerns may have shaped the selection of neighbor-
hoods for the pilot program in ways that affected the later study. On the other
hand, there was the intersection of different government and NGO programs
to deal with the threat and after-effects of a revolutionary attempt to intro-
duce a very different kind of property experiment. The government and the
World Bank justified the titling program in part because the regulation of in-
formal housing offered the state a way to assert its political authority over
neighborhoods that had often been beyond its control during the years of at-
tempted revolution. But in Huancayo, the city at the center of the region of
insurrection, this project intersected in unpredictable ways with other more
urgent interventions. The research experiment, in ways I have indicated, was
unable to keep these intersecting experiments from shaping its results.

The property titling program in Peru, moreover, was not just a local exper-

iment in neoliberalism. It was the outcome of a much longer project for the
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expansion of neoliberal economic arrangements, a project in which Peru and
Hernando de Soto, as we have seen, became important relay points.

The outcome of the experiment does not end with the publication and cir-
culation of its findings. These were now available to be folded back into fur-
ther projects and experiments of neoliberalism, helping to secure the facts of
€Cconomics.

The Foundation for Teaching Economics offers summer courses and other
programs to promote the teaching of neoliberal versions of economics in col-
leges and high schools. It belongs to the same network of political organiza-
tions as the groups that first funded and helped to organize de Soto and the
ILD. Its chairman, William Hume, is a member of the Heritage Foundation,
and it is funded by groups such as the John Templeton Foundation and the
Scaife Foundation, which have close ties to Heritage, the Mont Pélerin Soci-
ety, and many other organizations within the neoliberal movement.

In 2004 the foundation published on its website a complete teaching unit
with ready-made lectures for use in high school classrooms, entitled “Is Capi-
talism Good for the Poor?” (Foundation for Teaching Economics 2004). The
lectures were written by academic economists and reviewed for publication by
two of the foundation’s advisers, Douglas North and Milton Friedman. After
an introductory lecture on concepts and terms, the first substantive lecture is
entitled “Property Rights and the Rule of Law.” The lecture begins by propos-
ing that in developing countries the most significant obstacle to improving the
lives of the poor is the absence of clear property rights. The rest of the lecture
supports this claim by making three arguments: that property rights create in-
centives to invest, that they create the means of investing by providing collat-
eral for loans, and that they further promote development by freeing people
from protective activities so that they can engage in productive activities. As ev-
idence for the first two points, it cites the work of Hernando de Soto, and for
the third point the paper on urban property titling in Peru by Field.

The results of the natural experiment made possible by the programs of
neoliberalism were written into further neoliberal projects. The organization
of experiments, both caged and in the wild, would continue.

Michel Callon (1998) suggests that economics should be approached not as
a form of knowledge that pictures the world but as a performative activity.
Economics participates in what Callon calls the per-formation of the worlds
to which it belongs, meaning both their formation and their performance, by
helping to set up sociotechnical agencies/arrangements (agencements). These
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agents and arrangements can be thought of as instances of a wider process of
experimentation (Callon 2007). The sociotechnical worlds we inhabit are
shaped by a continuous series of experiments. The experiments sometimes
bring together the caged economics of the academy and the broader projects
of economics in the wild—the economics of think tanks, foundations, corpo-
rations, development programs, government agencies, NGOs, and others out-
side the confines of academic economics. The economy itself, I have argued
(Mitchell 20052, 2008), came into being in the mid-twentieth century as the
outcome of such projects of experimentation and calculation.

What happens when caged economics meets economics in the wild? One
discovers that the world outside is not really a wilderness; it is more like a
reservation. This discovery should not be surprising. As we have stated, a
“natural experiment” in economics is not an experiment that takes place in
nature. It is an experiment that typically takes advantage of certain programs,
policies, or political-economic processes that have arranged the sociotechnical
world in a way that makes experimentation possible. The investigator does
not control these wider experiments, but he or she relies on them. Although
the forms of this reliance will be different in different cases, the possibility of
economic experimentation depends on the larger programs, which constitute
what we call the economy. The experiment works on prior experiments.

This dependence has important consequences. The outcome of the experi-
ment will be shaped by the earlier experiments that made it possible. Not every
research project will produce facts as improbable as those examined here. But
the prior experiments will make some kinds of data available and not others;
will provoke certain intuitions that appear to make sense of them and not oth-
ers; will suggest one set of arguments derived from these intuitions and not
others; will give them the plausibility they need to circulate when other argu-
ments would fail to impress; will provide academic economics with material to
promote a more empirical approach to the discipline; and will offer routes to
feed the conclusions back into further political projects and programs.

Academic economics often appears extraordinarily abstract and almost in-
different to the practical world of everyday economic calculation. My argu-
ment that the work of economics contributes to the making of the economy
might appear to attribute excessive influence to such a discipline. The ques-
tion of what economics does, however, can only be addressed by following it
at work. Taking a particular experiment and tracing the narrow but well-
signposted paths that connect it to other projects offers the way to a more
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expansive understanding of the work of economics in general and of the work

of neoliberal economics in particular.

Notes

A preliminary version of this chapter was presented at a workshop at New York Uni-
versity on April 30, 2005, and was published as Mitchell (2005b). I am grateful to An-
drew Barry, Michel Callon, Julia Elyachar, Vincent Lepinay, Tomaz Mastnak, Dieter
Plehwe, Sarah Radcliffe, and Sanjay Reddy for their comments.

1. The business, William Volker & Co., was founded by Luhnow’s uncle, William
Volker, who died in 1947. The funding was disbursed through the family’s foundation,
the William Volker Fund (Blundell 2001, 34; Boutros 2004).

2. Fisher made his wealth by introducing the factory farming of chickens in
Britain. He established Buxted Chickens, the country’s first and largest manufacturer
of prepackaged, factory-produced poultry, after his visit to the Foundation for Eco-
nomic Education in New York in 1952. E A. Harper, who had taught economics at
Cornell University, advised Fisher to visit the university’s industrial project for the
production of chickens. The profits from Buxted Chickens financed the creation of
the IEA (Frost 2002).

3. For a further discussion of the assumptions at work in de Soto’s schemes, see
Mitchell (2007). A former Peruvian banker (who was subsequently an official in an in-
ternational development agency) offered the following explanation for the unwilling-
ness of the banks to lend to the poor: “If you lend money to someone who has spent
years getting $10,000 together to build a home, and then they mortgage it to start a
business and it fails, are you going to foreclose and send three kids out in the street?
You stick with the middle class instead, where the worst that happens is you take away
their TV” (Kleiner 2004).

4. The government of Alejandro Toledo, elected in 2001, introduced an emergency
economic program, whose centerpiece was the creation of the Fondo MiVivienda, a
state subsidy for low-income mortgages from commercial banks and finance compa-
nies, designed to create jobs in construction and simultaneously support the country’s
ailing commercial banks and construction industry. (See International Finance Cor-
poration 2005, and Fondo MiViviendo n.d.) The World Bank (2004, 10) was then
able to report, without explanation, a sudden increase in mortgage lending to the poor
as though it were a consequence of its property titling program.

5. The paper was the main part of a doctoral thesis at Princeton. In a further sign
of the positive reception of the research, its author subsequently accepted a faculty ap-
pointment in the Department of Economics at Harvard.

6. The data consisted of 2,750 households distributed across all eight cities where
the titling program was introduced. The survey randomly sampled cluster units of ten
households at the neighborhood level within each city. The number of clusters from
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each city was based on the city’s share of residents eligible to receive title. The survey
did not record whether households had actually obtained title under the program
(Field 2003, 15-16). This may be because the survey was carried out in response to the
failure of property titling to increase the supply of credit to the poor. Its primary pur-
pose was to promote lending by commercial banks and finance companies by collect-
ing information that would reduce the cost of assessing the creditworthiness of poten-
tial borrowers (World Bank 2004, 12-13).

7. E A. Hayek Letter to Antony Fisher, January 1, 1980. Available at www.atlasusa
.org/pdf/2004yearinreview.pdf.

8. In 1972 Ayau founded the Universidad Francisco Marroquin in Guatemala
City, a private university dedicated to the teaching of neoliberal political and eco-
nomic ideas (Weston 2001).

9. For a discussion of de Soto’s entrepreneurship beyond Peru, see Mitchell 2007.

10. Schmidheiny later funded the publication of a German translation of 7he Other
Path (de Soto 1992) through the FUNDES Foundation, of which he was president.

11. The point here is not that de Soto’s cosmopolitan background disqualifies his
views. It is that his return to Lima and presentation as a person from the Third World
gave his opinions a credibility and a usefulness to the neoliberal movement that they
could not have had coming from Geneva.

12. The National Endowment for Democracy is ostensibly a nongovernmental
organization, created and funded by the U.S. Congress. The Center for International
Private Enterprise is one of its four constituent organizations and is described as a
nonprofit organization affiliated with the United States Chamber of Commerce and
funded by NED and the United States Agency for International Development
(Lowe, n.d.).

13. A new U.S. edition, published in 2002 in the aftermath of the terrorist attacks
of September 11, 2001, reverted to the original subtitle.

14. Following the 1990 “Fujishock,” the proportion of Peruvians living in poverty
increased to 54 percent; the percentage of the workforce underemployed or unem-
ployed rose from 81.4 in 1990 to 87.3 in 1993; and real wages fell by 40 percent between
1990 and 1992 (Roberts 1996, 97).

15. Peru’s per capita gross domestic product actually decreased in 1998 and 1999,
by —2.2 percent and —0.8 percent (United Nations Economic Commission for Latin
America and the Caribbean 2001, 69, table s5).

16. The paper wrongly states that the first wave “covers districts spanning poverty
levels 2—4” (none are shown in level two districts) (Field 2003, 17).

17. After the Peruvian government began to adopt de Soto’s plans, a series of at-
tacks carried out against the ILD were attributed to Sendero Luminoso, including a
car bombing of its offices on July 20, 1992 (de Soto 2002, xi).

18. When the program ended in 2004, Huancayo accounted for only 2 percent of
the property titles it had awarded; Lima and Arequipa accounted for 67 percent
(World Bank 2004, 5, map 1).
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19. Peru’s Truth and Reconciliation Commission, which published its final report
in 2003, estimated that in the fighting from 1980 to 2000 between 600,000 and 1 mil-
lion people were displaced and more than 69,000 were killed or disappeared. The Fu-
jimori government was accused of using death squads and of other crimes against hu-
manity. The Sendero Luminosa, which originally struggled for land reform and other
social rights, became increasingly totalitarian, driving populations from their villages
and creating prison camps that used forced labor (Norwegian Refugee Council 2004).

20. The U.S. Agency for International Development helped plan and fund both
initiatives, as part of a $58 million program (1995-2002) for “Increased Incomes of the
Poor” (United States Agency for International Development 1999).

21. Rosenzweig and Wolpin (2000) acknowledge the problem with the label by in-
troducing the phrase “natural ‘natural experiments’” to distinguish supposedly more
natural arrangements, such as the differences among twins separated at birth—never

merely a natural event.

References

Alchian, Armen A. 1961. “Some Economics of Property.” RAND Corporation,
P-2316. Santa Monica, CA: RAND Corp., May 16.

Alchian, Armen. 1965. “Some Economics of Property Rights.” 7/ Politico 30: 816-829.

Alchian, Armen A., and Harold Demsetz. 1973. “The Property Right Paradigm.”
Journal of Economic History 33, no. 1: 16—27.

Angrist, Joshua D., and Alan B. Krueger. 2001. “Instrumental Variables and the
Search for Identification: From Supply and Demand to Natural Experiments.”
Journal of Economic Perspectives 15, no. 4: 69-8s.

Bauer, Peter T. 1984. Reality and Rhetoric: Studies in the Economics of Development.
Cambridge, MA: Harvard University Press.

Berlau, John. 2003. “Picture Profile: Providing Structure to Unstable Places.” Insight
on the News, July 8. Available at http://www.insightmag.com/media/paper441/
news/2003/07/08/Features/Picture. Profileproviding.Structure. To.Unstable
.Places-440788.shtml; posted July 3, 2003, accessed May 11, 2005s.

Blundell, John. 2001. Waging the War of Ideas. London: Institute of Economic Affairs.

Boutros, David. 2004. “The William Volker and Company.” Western Historical
Manuscript Collection in Kansas City. Available at http://www.umkc.edu/
whmckc/Scrapbook/Articles/Volker. pdf; accessed March 4, 2008.

Bromley, Ray, 1990. “A New Path to Development? The Significance and Impact of
Hernando De Soto’s Ideas on Underdevelopment, Production, and
Reproduction.” Economic Geography 66, no. 4 (October).

Callon, Michel. 1998. The Laws of the Markets. Oxford: Blackwell.

Callon, Michel. 2007. “What Does It Mean to Say that Economics Is Performative?”
In Do Economists Make Markets? On the Performativity of Economics, edited by



HOW NEOLIBERALISM MAKES ITS WORLD 413

Donald MacKenzie, Fabian Muniesa, and Lucia Siu. Princeton, NJ: Princeton
University Press, 311-357.

Callon, Michel, Cécile Méadel, and Vololona Rabeharisoa. 2002. “The Economy of
Qualities.” Economy and Society 31, no. 2: 194—217.

Center for International Private Enterprise. 2003. “How to Advocate Effectively.” In
Annual Report 2003: The Business Case for Democracy: A Retrospective of CIPE’s
Accomplishments 19832003, p. 30. Available at http://www.cipe.org/about/report/
2003; accessed May 2005.

Chafuen, Alejandro A. 2004. “In Tribute to Hernando de Soto.” Available at http://
www.atlasusa.org/reports/chafuen_desoto.php; accessed April 3, 200s.

Clift, Jeremy. 2003. “Hearing the Dogs Bark.” Finance and Development, December,
8—11. Available at http://www.imf.org/external/pubs/ft/fandd/2003/12/pdf/people
.pdf; accessed April 1, 2004.

Cockburn, Calderon J. 2000. Regularization of Land in Peru: Landlines. Cambridge,
MA: Lincoln Institute of Land Policy.

DeLong, ]J. Bradford. 2003. “The Future of Economics.” Available at http://www.j<-
>bradford-delong.net/movable_type/archives/oo138s.html; accessed April 7, 2004.

Demsetz, Harold. 1964. “The Exchange and Enforcement of Property Rights.”
Journal of Law and Economics 7 (October): 11-26.

De Soto, Hernando. 1989. The Other Path: The Invisible Revolution in the Third
Waorld. English translation of De Soto et al. (1987). New York: HarperCollins.

De Soto, Hernando. 1992. Markuwirtschaft von unten: Die unsichtbare Revolution in
Entwicklungsliinder. German translation of de Soto et al. (1987). Zurich and
Cologne: Orell Fiissli Verlag.

De Soto, Hernando. 2000. The Mystery of Capital: Why Capitalism Triumphs in the
West and Fails Everywhere Else. New York: Basic Books.

De Soto, Hernando. 2002. The Other Path: The Economic Answer to Terrovism.
Reprinted edition of De Soto (1989), with a new preface. New York: Basic Books.

De Soto, Hernando, Enrique Ghersi Silva, and Mario Ghibellini. 1987. £/ otro
sendero: la revolucidn informal. Lima: Instituto Libertad y Democracia.

Ebeling, Richard M. 2000 “William E. Rappard: An International Man in an Age of
Nationalism.” The Freeman 5o, no. 1. Available at http://www.fee.org/
publications/the-freeman/; accessed January 31, 2008.

Field, Erica. 2003. “Entitled to Work: Urban Property Rights and Labor Supply in
Peru.” Available at http://rwj.harvard.edu/scholarsbio/field/field.htm.

Field, Erica, and Maximo Torero. 2002. “Do Property Titles Increase Credit among the
Urban Poor? Evidence from Peru.” Mimeo. Princeton University, Princeton, NJ.
Fondo MiViviendo. n.d. “Misién y Visién.” Available at http://www.mivivienda.com

.pe/Informacion_Institucional/fmv_Mision.asp; accessed April 29, 2005.

Foundation for Teaching Economics. 2004. “Is Capitalism Good for the Poor?”
Awailable at http://fre.org/capitalism/; accessed April 15, 2005.

Frost, Gerald. 2002. Antony Fisher: Champion of Liberty. London: Profile Books.



414 MOBILIZATION FOR ACTION

Gilbert, Alan. 2002. “On the Mystery of Capital and the Myths of Hernando de
Soto.” International Development Planning Review 24, no. 1: 1-19.

Guala, Francesco. 2001. “Building Economic Machines: The FCC Auctions.” Studies
in History and Philosophy of Science 32, no. 3: 453—477.

Harvey, David. 2005. A Brief History of Neoliberalism. Oxford: Oxford University Press.

Hayek, Friedrich von. 1949. “Intellectuals and Socialism.” University of Chicago Law
Review 16, no. 3: 417—433.

Institute for Liberty and Democracy. n.d. “Some of the ILD’s Practical
Achievements.” Available at http://www.ild.org.pe/pdf/annex/Annex_or.pdf;
accessed April 4, 2005.

International Finance Corporation. 2005. “IFC Increases Technical Assistance for
Mortgage Markets in Central America and Peru.” March 16. Available at heep://
www.ifc.org/ifcext/lac.nsf/Content/PressReleases; accessed April 29, 200s.

Kleiner, Art. 2004. “The Philosopher of Progress and Prosperity.” Strategy + Business
(Summer). Available at http://www.strategy-business.com/press/article/04203.

Krueger, Alan B., 2003. “Economic Scene: A Study Looks at Squatters and Land
Titles in Peru.” New York Times, C:2.

Latour, Bruno. 1987. Science in Action: How to Follow Scientists and Engineers through
Society. Cambridge, MA: Harvard University Press.

Lowe, David. n.d. “Idea to Reality: A Brief History of the National Endowment for
Democracy.” Available at http://www.ned.org/about/nedhistory.html.

McGinnis, R. 1964. “Experiments.” In A Dictionary of the Social Sciences, edited by
Julius Gould and William L. Kolb. New York: The Free Press.

Mitchell, Timothy P. 1998. “Fixing the Economy.” Cultural Studies 12, no. 1: 82—101.

Mitchell, Timothy P. 2002. Rule of Experts: Egypt, Technopolitics, Modernity. Berkeley:
University of California Press.

Mitchell, Timothy P. 2005a. “Economists and the Economy in the Twentieth Century.”
In The Politics of Method in the Human Sciences: Positivism and Its Epistemological
Others, edited by George Steinmetz. Durham, NC: Duke University Press, 126-141.

Mitchell, Timothy P. 2005b. “The Work of Economics: How a Discipline Makes Its
World.” European Journal of Sociology 47, no. 2: 297—320.

Mitchell, Timothy P. 2007. “The Properties of Markets.” In Do Economists Make
Markets? On the Performativity of Economics, edited by Donald MacKenzie, Fabian
Muniesa, and Lucia Siu. Princeton, NJ: Princeton University Press, 244—275.

Mitchell, Timothy P. 2008. “Culture and Economy.” In The Sage Handbook of
Cultural Analysis, edited by Tony Bennett and John Frow. Thousand Oaks, CA:
Sage Publications, 447—466.

Mont Pélerin Society. 2003. Inventaris van de Algemene Congresdocumenten
(1947-1998) / Inventory of the General Meeting Files (1947-1998). Ghent:
Liberaal Archief. Available at http://www.liberaalarchief.be/MPS2005.pdf;

accessed February 13, 2008.



HOW NEOLIBERALISM MAKES ITS WORLD 415

Miihlbauer, Peter Josef. 2006. “Frontiers and Dystopias: Libertarian Ideology in
Science Fiction.” In Neoliberal Hegemony: A Global Critique, edited by Dieter
Plehwe, Bernhard Walpen, and Gisela Neunhéffer. London: Routledge, 156-170.

Muniesa, Fabian, and Michel Callon. 2007. “Economic Experiments and the
Construction of Markets.” In Do Economists Make Markets? On the Performativity
of Economics, edited by Donald MacKenzie, Fabian Muniesa, and Lucia Siu.
Princeton, NJ: Princeton University Press, 163-189.

North, Douglas C. 1981. Structure and Change in Economic History. New York:

W. W. Norton.

North, Douglas C. 1990. Institutions, Institutional Change and Economic Performance.
Cambridge: Cambridge University Press.

Norwegian Refugee Council. 2004. Peru: New IDP Law and Proposed Compensation
Programmes Raise Hopes for the Displaced. Geneva, Global IDP Project,
Norwegian Refugee Council. Available at htep://www.db.idpproject.org/Sites/
idpSurvey.nst/wCountries/Peru.

O’Connor, Alice. 2008. “The Privatized City: The Manhattan Institute, the Urban
Crisis, and the Conservative Counterrevolution in New York.” Journal of Urban
History 34, no. 2: 333-353.

Plehwe, Dieter, and Bernhard Walpen. 2006. “Between Network and Complex Or-
ganization: The Making of Neoliberal Knowledge and Hegemony.” In Neoliberal
Hegemony: A Global Critique, edited by Dieter Plehwe, Bernhard Walpen, and
Gisela Neunhéffer. London: Routledge, 27—s0.

Roberts, Kenneth M. 1996. “Neoliberalism and the Transformation of Populism in
Latin America: The Peruvian Case.” Warld Politics 48, no. 1: 82—116.

Rosenzweig, Mark R., and Kenneth 1. Wolpin. 2000. “Natural ‘Natural
Experiments’ in Economics.” Journal of Economic Literature 38, no. 4: 827-874.

Rothbard, Murray N. 1995. Making Economic Sense. Auburn, AL: Mises Institute.

Stepputat, Finn, and Ninna Nyberg Serensen. 2001. “The Rise and Fall of ‘Internally
Displaced People’ in the Central Peruvian Andes.” Development and Change 32:
769-791.

United Nations Economic Commission for Latin America and the Caribbean, 2001.
Statistical Yearbook for Latin America and the Caribbean 2001.

United States Agency for International Development. 1999. Congressional Presenta-
tion FY 2000: Peru. Available at http://www.usaid.gov/pubs/cp2000/lac/peru
.html; accessed May 3, 2005.

Vargas Llosa, Mario. 1987. Preface to Hernando de Soto, Enrique Ghersi Silva, and
Mario Ghibellini, £/ otro sendero: la revolucién informal. Lima: Instituto Libertad y
Democracia. Preface republished in English as “In Defense of the Black Market,”
translated by Alfred J. Macadam. New York Times Magazine, February 22.

Weston, William. 2001. “The Intellectual Portrait Series: A Conversation with
Manuel Ayau.” The Online Library of Liberty, a project of Liberty Fund, Inc.



416 MOBILIZATION FOR ACTION

MP3 audio file. Available at htep://oll.libertyfund.org/title/972; accessed January
8, 2008.

World Bank. 1998. “Project Appraisal Document on a Proposed Loan in the Amount
of US $38 Million Equivalent to the Republic of Peru for an Urban Property
Rights Project.” Report no. 18245 PE. Washington, DC: The World Bank.

World Bank. 2004. Implementation Completion Report (SCL-43840). On a Loan in
the Amount of US $36.12 Million to the Republic Of Peru for an Urban Property
Rights Project. Washington, DC: World Bank.

Yi Yang, Zoila Z. 1999. “COFOPRI, an Experience of Land Tenure Regularization in
Informal Settlements in Perd: Regularisation Process Case Study at the Saul
Cantoral Settlement.” Paper prepared for the Advanced International Training
Programme, Housing and Development, Lund Institute of Technology School of

Architecture.



Postface

Defining Neoliberalism

PHILIP MIROWSKI

There are plenty of reasons to be wary of Wikipedia in the modern world,
not the least of which is that some of the referees for this volume sternly
warned me that it would be unseemly and undignified to make extended ref-
erence to it in a serious scholarly setting. I would like to begin here by sug-
gesting that a quick bout of websurfing on Wikipedia can teach us numerous
deep lessons about the ways in which neoliberalism has come to insinuate it-
self into much of Western culture since the events recounted in this volume,
defining its modern incarnation. Our major theme will be: what holds neo-
liberals together first and foremost is a set of epistemic commitments, however
much it might be ultimately rooted in economics, or politics, or even science.
It didn’t start out like that; but a half-century of hard work by the neoliberal
thought collective has wrought a program that rallies round a specific vision of
the role of knowledge in human affairs. Furthermore, Wikipedia itself owes its
very conception to explicit neoliberal doctrine, something that I hope will
eventually give all those apologists for its virtues pause. What may initially
seem a cyber-detour is intended to illustrate how the efforts of the neoliberal
thought collective have culminated in the last sixty years in a reasonably coher-
ent and effective set of doctrines, even though when it started out, and for
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sometime thereafter, it was very hard for Mont Pelerin participants and their
fellow travelers to come to agreement over ideas and politics, much less settle
upon a stable common denominator that justified their existence and their
hopes for the future.

Just because my colleagues and I in this volume have hewn faithfully to the
canons of historical research in repeatedly pointing out crucial differences and
disagreements among our protagonists at various junctures, the reader should
not therefore conclude that there is no such phenomenon as “neoliberalism.”
As Friedrich Hayek insisted in his opening address to the very first meeting of
the Mont Pélerin Society on April 1, 1947, “Common work on the more de-
tailed outline of a liberal order is practicable only among a group of people
who are in agreement on fundamentals, and among whom certain basic prin-
ciples are not questioned at every step.”! There were struggles and even purges
along the way (e.g., Hartwell 1995, chapter 5), but that should not disguise the
fact that Mont Pelerin did eventually forge agreement on some fundamentals.
Indeed, we can and should come to appreciate the fact that the neoliberal
project managed to converge over time on a shared political philosophy and
worldview, despite the debates and struggles described in this volume. Prior to
this wrap-up, everything in this volume has sought to portray the neoliberals
in their process of Becoming; now it is time to come to terms with their
modalities of Being in the modern world. Much of this discussion revolves
around issues of content and meaning of the nature of knowledge; but we also
briefly consider how a “science studies” orientation can help to inform our
understanding of neoliberalism.

Wayward Wikipedia

In the following, I reproduce some excerpts from a rather heated and pro-
longed critique of the quest to compose an entry for the term neoliberalism
that took place within Wikipedia, the “free encyclopedia that everyone can
edit” in 2005.2 The main home page is prefaced by the quote: “I do believe
this is the future of civil society.”

EDITOR: This term neoliberalism is used FAR too much in all the articles.
I have never personally heard it used outside of Wikipedia. I do like the
term insofar as it seems to highlight a good concept most people never use
a specific word for, and in that sense is a good word. However, because of its
seemingly non usage in real life, it can be really confusing. . . .
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—Err . . . the term is widely used outside of Wikipedia, although I sus-
pect mostly by its enemies rather than neutral parties. However, a quick
web search will demonstrate to you that it is indeed a commonly used term
to describe the attendant concept, and thus should remain as is.

—Is the term “neoliberalism” ever used by the neoliberals themselves?

—Yes. Many economists describe themselves as “neo-liberal economists.”

—Really? Do you have any references? I have never found from the net
any site in English which would describe itself “Neoliberal,” and given my
interests I would, if there would be many of them. There are a lot of sites
criticizing neoliberalism, but none defending it or even representing it. . . .

—1I think the problem here is that the term liberal has different mean-
ings depending on the context. In the United States, the word liberal is gen-
erally used as a synonym for progressive, and is generally meant in a social
context. In Europe (with the notable exception of the Liberal Democrats in
Great Britain), the word tends to refer to a movement toward liberalization
of markets. This is not a social, but instead an economic concept. . . .

—This is not entirely true. The term “neo-liberal” is not used by econo-
mists to mean the same thing as “liberal” in the classical sense. In fact, many
economists will say something along the lines of “economically liberal” or
“classically liberal” in order to specifically differentiate this worldview, which is
what you describe, from a “neo-liberal” worldview, which does include both
economic and social elements. A neo-liberal is someone who believes that the
typical concerns of the liberal left—economic equality, etc.—can be furthered
best within a free-market system. Please view the American Heritage defini-
tion for support of this statement. It is very difficult to argue successfully that
the term “neo-liberal” is misused by Americans, since the term describes an
American phenomenon. Western Europe generally uses the term derisively, to
refer to American policy in general. In truth, it is a very vague term . . .

—Neoliberals call themselves “libertarians” in the USA, but the use has
now spread a bit also in Europe . . .

—“Libertarian” is not the same thing as a neoliberal. Neoliberalism is an
economic philosophy, whereas libertarianism is a socio-political philosophy
that happens to include support for free-market economics. More importantly,
most libertarians are hard-core anti-interventionists! What is called neoliberal-
ism is the same as what most libertarians derisively call “liberventionism.” . . .

Why on earth is Hayek on this page? Yes, Thatcher read his fine books and
misunderstood them, but her policies didn’t follow too closely to Hayek’s
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bigger picture! If he is mentioned, at least it could be made clear that Hayek
was a whig, a classical liberal.

—As the discussion of Locke in the article states, that paradigmatic clas-
sical liberal was a mercantilist: so state intervention in the economy was fine
for classical liberals. Hayek liked to present himself as a classical liberal, but
he was only able to do so by misrepresenting what classical liberals actually
thought about the proper role of the state in the economy. That discussion
has then went [sic] wrong. . . .

—If you look at the entry on liberalism in the Stanford Encyclopedia of
Philosophy (which is written by experts) on the other hand, you will find
that the case can not be made that “every notable thinker in the classical
liberal canon after [Locke] aggressively fought for free markets.” The Stan-
ford entry says that “the seeds of this newer [welfare state] liberalism can be
found in Mill’s On Liberty.” So there is ambiguity in classical liberalism
about whether free markets are good or not.

—Hayek needs to be there since he was part of the meeting that first
coined the term “neoliberalism” in 1938, and was to later form the basis for
the Mont Pelerin society. . . .

—Does anyone know whether Milton Friedman’s Capitalism and Free-
dom, often cited as the font of neoliberalism, actually uses the term “neo-
liberalism”? Also, if it does, does anyone know whether this is the first use
of the term?

—Actually, the term is considerably older. The first recorded usage (ac-
cording to the Oxford English Dictionary) dates from 1898, when it was
used by the co-operative economist Charles Gide to describe, in a somewhat
pejorative manner, the neoclassical economics of Maffeo Pantaleoni. . . .

Wiki’s entry associates “neoliberalism” with Robert Solow, Robert
Mundell, Bradford DeLong, and Gregory Mankiw. . . . Milton Friedman is
also mentioned as a “Neoliberal,” however he has many times suggested abol-
ishing IMF . . . T took off Stiglitz and Sen by this page, because, although they
could be considered defenders of globalization, they are both strong oppo-
nents of neoliberalism . . . Prof Stiglitz is critical of “laissez-faire” policies, so to
someone where neo-liberal =laissez-faire colonialism, he isn’t a neo-liberal . . .

—Thus, isn’t it fair to conclude that this is a political label rather then
an existing entity? Something used for propaganda purposes but without
contents?

—No. The difficulty in labeling individuals “neoliberal” is precisely an
effect of neoliberalism being a diffuse and contested political ideology/proj-
ect not tied to a single organization. That there are varieties of neoliberal-

ism does not mean that the concept is entirely without merit. It is a politi-



POSTFACE 421

cal label and an academic label rather than an entity. This does not mean its
use implies propaganda rather than simply a pejorative.

—How can it be a political label if no one labels himself as neoliberal?
What you mean by neoliberal is just liberal? Do you know any neoliberal
academic or politician which is a neoliberal icon or pundit? Which are his
theses or the books where he exposes his program and what are the differ-
ences from the liberal one? Do you mean that Friedman is a neoliberal but
he just doesn’t know it?

Wikipedia’s “discussion” function permits us to eavesdrop on America
thinking out loud here; and it seems that many of these laborers in the cyber-
vineyards treat politics much the same way they treat pornography: they can’t
define it, they haven’t a clue where you can buy it, but they know it when they
see it. It is not so much that they are sometimes wrong, as it is more distressing
that they seem to have no way of knowing when and if they have ever gotten it
right. And it’s not just the linguistically challenged Americans who seem flum-
moxed, nor is it confined to the ranks of callow amateurs. Neoliberalism turns
out to be anything but an easily and clearly defined contemporary political
philosophy once we venture beyond popular representations, such as market
radicalism, neoclassical economics, monetarism, or the journalistic mania for
attributing coherent thought systems to politicians: Thatcherism, Reaganism,
and Howardism, to name but a few. When the Zapatista movement called for
global resistance against the NAFTA project in 1994 and sparked resistance to
corporate globalization in general, neoliberalism was widely identified with
U.S. superpower, unilateralism, and sometimes a forbidding borderless “global
empire” (Hardt and Negri 2000). The puckish Slavoj Zizek has glossed neolib-
eralism as the doctrine, “You are free to do anything as long as it involves shop-
ping.” Leading intellectuals of the left thus have frequently, if unwittingly, con-
tributed to the great confusion surrounding neoliberalism.> More recently,
David Harvey (2005) has simply conflated neoliberalism with neoclassical eco-
nomics. Earlier, Pierre Bourdieu (1998) and his followers popularized the no-
tion of “pensée unique” or “strong discourse,” where neoliberalism amounts to
nothing more than a bland version of economism. Such misrepresentations
would seem to suggest that neither the Austrian tradition in economics nor ra-
tional choice neo-institutionalism and its efforts to engage in the design and
reform of a wide range of institutions would count as neoliberal. Various
lawyers and political activists, who really should know better, treat it as an ide-
ological movement that disempowers the state (McCluskey 2003).
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And then there is the paranoia problem: just how pervasive is neoliberalism?
One thing that is evident from their website is how much Wiki-worriers harbor
dark suspicions about the extent to which economists, social theorists, and
politicians purportedly “on the left” should legitimately be characterized as neo-
liberal. It almost smacks of a bad 1950s science fiction picture: Is Joseph Stiglitz
one of them? How about Tony Blair? Or Bruno Latour? If the task at hand is to
begin to clarify neoliberal scholarship and ideology, then simplistic notions of a
placement on a left/right continuum clearly has not proven sufficient.

But before we turn to the task of defining modern neoliberalism, let us
tackle the paranoia problem head on. To understand how Wikipedia can so
egregiously misrepresent neoliberalism as a topic, we first need a better under-
standing of Wikipedia itself. And here, the first thing we discover is that many
on the contemporary left seem to be flummoxed when it comes to grasping
some basic facts of the modern neoliberal regime. Here is one representative

example, chosen entirely at random:
p y

Mass media have acted as a pseudo-public sphere. . . . Wikipedia is surpris-
ingly good proof that collaborative work by amateurs can provide balanced
and reliable information. . . . A Wikipedia entry is a living and constantly
changing organism, reflecting the current state of negotiations between
people of vastly differing opinions on a subject. (Aufderheide 2007)

Our experience with the “neoliberalism” entry in Wikipedia should alert us
that there is an element of wishful thinking in this portrait of the Net Infor-
mation Commons as a political wonderland. Although one would expect the
Internet to be chock-full of techno-utopian advertisements for itself, it would
be more prudent to consult the critical perspectives of those who have had sub-
stantial experience as Wiki-workers, and can separate the hypostasis from the
hype.* In the first place, Wikipedia in action is not some democratic libertarian
paradise in cyberspace, but rather is predicated on a strict hierarchy, in which
higher levels exist to frustrate and undo the activities of participants at lower
levels.> The notion that “everyone can edit” is simply not true: many contro-
versial pages would not even exist were interventions from those lower down in
the hierarchy not blocked. But more to the point, by the criteria of the Wiki-
workers themselves, 99.8 percent of all articles were neither deemed to merit
“featured” nor “good” evaluations in 2006. The small proportion that was
deemed superior often did not manage to maintain that ranking, however,

since it is admitted that “featured” articles experience a 20 percent annual de-
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cay rate. In other words, high-quality articles tend to experience entropic
degradation and backslide from the category as various Wiki-workers feel com-
pelled to tinker with them. Although most Wikipedia activity is indeed volun-
teer work, the great bulk of that work is devoted to either (a) correcting ongo-
ing vandalism, or (b) vicious infighting over the “correct” way to implement
deletion policies. In other words, most Wiki-work is a huge Sisyphean waste of
time, since the vandalism never stops, almost no entry converges to anything
in particular (much less “truth”), and many “deleted” components have the
vexing habit of recurring. As Scott (2006) puts it with poignant ruefulness,
“There is no vacuum of politics. People who join Wikipedia because they are
attracted to a space where it is uncouth to appeal to technicalities to lord over
others and grab for power will then proceed to invoke technicalities and usurp
power.”

Curiously enough, an important political lesson is to be learned here. From
Schiff (2006) we discover that Jimmy Wales, the founder of Wikipedia, claims
that he got the idea for the site from his reading of Friedrich Hayek’s famous
article on “The Use of Knowledge in Society,” the ur-text of the Mont Pélerin
thought collective.” In other words, Wales subscribes to the precept that objec-
tive knowledge is a state rarely actained by any individual because his or her ex-
perience is subjective and idiosyncratic; that no individual is capable of under-
standing social processes as a whole; and that individual beliefs are frequently
wonky beyond repair, but given appropriate (market-like) aggregation mecha-
nisms for information, the system ends up arriving at the truth through “free”
entry and exit. Furthermore, these aggregation systems themselves emerge
willy-nilly through something resembling evolution, and not from the visions
of some rational planner. Knowledge in this schema is frequently treated as
though it were a disembodied “thing,” and consequently human progress
comes from the accumulation of information at various technological sites,
which then serve to convey the relevant stuff to its decentralized user base.® In
this version of liberalism, “Coercion is thus bad because it prevents a person
from using his mental powers to the full.”

Wikipedia, says Wales, was intended to embody this epistemic orientation.
Clearly, Wikipedia has been growing like gangbusters and is slowly sucking the
lifeblood out of conventionally structured information sources like encyclope-
dias and newspapers; but in what sense is it actually a success? I cannot resist
highlighting the irony that Wikipedia, the purported poster child of neoliber-

alism, cannot even manage to get its own internal entry on neoliberalism
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straight. But that irony is achieved at too low a price: after all, Wikipedia can’t
manage to get much of anything straight for very long (unless it is so arcane and
dull that no precocious 12-year-old ever feels tempted to “edit” the entry).
What it does manage to do is capture what passes for common knowledge of
the median participant on the Internet at some specific point in time. The con-
viction that the truth “emerges” from random interactions of variously chal-
lenged participants in the precincts of Wiki-world (sometimes retailed in the
popular press as “the wisdom of crowds”) only holds water if we are allowed
great latitude in the definition of “truth.”® Neoliberals have great faith in the
marketplace of ideas; and for them, the truth is validated as what sells.

The reader might object at this point: but Wikipedia is 70z a market and re-
jects advertising; that’s what renders it so alluring to those inclined to rage
against the machine! Here is where the political lesson comes home. One must
start by inquiring how it is that Wikipedia has managed to displace so many
other comparable websites that also attempt to aggregate information into
bite-sized chunks for the masses. There are two fundamental considerations
that interact to sustain and promote its growth, and both of them are indeed
intimately related to neoliberal ideas. The first is: the secret to a successful web-
site in the dawn of the twenty-first century is that it attract or expropriate free
information and repackage it into formats that allow for capitalization and the
creation of “derivatives” that can themselves be marketed. Sites like YouTube
or Facebook or Twitter sucker people into providing free content, which can
then be leveraged into something that can be retailed, such as advertising, per-
sonal information, marketing surveys, or surveillance. Wikipedia accomplishes
this by appealing to the vanity of nonspecialists and autodidacts who are con-
vinced their own lucubrations deserve as much attention as that accorded rec-
ognized intellectuals. But to tamp down the effulgent nonsense that emanates
from those drawn to this narcissistic flame, Wikipedia then tries to banish all
originality, insisting that everything be traced back to a “conventional” legiti-
mate source, like encyclopedias, newspapers, or professional journals. This has
been an inspired stipulation, since by construction everything that is legitimate
on Wikipedia comes from somewhere else where someone else actually had to
invest valuable time and resources into researching and vetting the results;
Wikipedia gets it for free. The Wiki-workers who manage to extract or cut and
paste this information in an era of ever-tightening intellectual property are
themselves anonymous and slippery, so they can never be reined in or punished
for their expropriations. The dynamic becomes more pyrrhic when one ob-



POSTFACE 425

serves that the ease of access to Wikipedia has begun to destroy the subscriber
base of those very same encyclopedias, journals, and newspapers. This practice
still turns out to be central to the success of the modern neoliberal project in
general, and not just in this specific instance.

The other important consideration involves the observation that access to
Wikipedia is not sold for cash; or at least, not yet. But the success of Wikipedia
is nonetheless traceable to how the site fits into the larger business plan of com-
modification of the Internet. In particular, the symbiosis of Google and
Wikipedia goes quite the distance in explaining how it is that Wikipedia has
been blessed with exponential growth. Google started out with a good search
algorithm coupled to an essentially impossible goal: fast convenient access to
everything on the Web. What Google needed for effective search was some
other entity to preprocess the vast masses of dreck clogging the Web and cross-
reference the refined results in such a way that it would show up early (usually
on the first search page) on Google search results. (It was estimated in 2007
that Wikipedia entries show up in 95 to 97 percent of the top ten sites delivered
in a Google search.) Conveniently, Wikipedia’s policy of citing everything
from other sources exactly meshed with Google’s ranking algorithm. As in so
many other instances, Google wanted access to such services for free. Thus
Wikipedia materialized as a Godsend for Google’s business plan. Moreover, the
supposed Chinese Wall between Google and Wikipedia makes it possible for
Wiki-workers to think they are squirreling away for the betterment of hu-
mankind, while Google positions itself to be the premier portal for informa-
tion on the Web and the biggest corporate success story of the “New Informa-
tion Economy.”!!

What are we to take away from this Wiki-interlude? First and foremost,
neoliberalism masquerades as a radically populist philosophy, which begins
with a set of philosophical theses about knowledge and its relationship to soci-
ety. It seems to be a radical leveling philosophy, denigrating expertise and elite
pretensions to hard-won knowledge, instead praising the “wisdom of crowds.”
It appeals to the vanity of every self-absorbed narcissist, who would be glad to
ridicule intellectuals as “professional secondhand dealers in ideas.”'* In
Hayekian language, it elevates a “cosmos”—a supposed spontaneous order that
no one has intentionally designed or structured—over a “taxis”—rationally
constructed orders designed to achieve intentional ends. But the second, and
linked lesson, is that neoliberals are simultaneously elitists: they do not in fact

practice what they preach. When it comes to actually organizing something,
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almost anything, from a Wiki to the Mont Pélerin Society, suddenly the cos-
mos collapses to a taxis. In Wikipedia, what looks like a libertarian paradise is
in fact a thinly disguised totalitarian hierarchy. In the spaces where sponta-
neous participation is permitted, knowledge in fact degrades rather than im-
proves. But no matter, since the absolute validity of that knowledge is not the
true motive or objective of the exercise, but rather subordination of the overall
process to corporate strategic imperatives that provides the real justification of
the format, as well as its economic foundation. It adds up to a “double truch”
doctrine: one truth for the masses/participants and another for those at the
top."? Something like the double truth doctrine also holds for neoliberal theo-
ries of democracy, as we shall shortly discover. It also holds for the notion of a
“constructivist” approach to social reality.

One purpose of this book is to come to the aid of all those hapless Wiki-
workers, and indeed, anyone else who seeks clarification for what we suggest
has been the most important movement in political and economic thought in
the second half of the twentieth century. As Plehwe explained in the Intro-
duction, neoliberalism is not some figment of the fevered imagination of the
left, but neither has it perdured as a canonical set of fixed doctrines (the right’s
mirror image of Mao’s little red book). As editors, our own guiding heuristic
has been that neoliberalism has not existed in the past as a settled or fixed
state, but is better understood as a transnational movement requiring time
and substantial effort in order to attain the modicum of coherence and power
it has achieved today. It was not a conspiracy; rather, it was an intricately
structured long-term philosophical and political project, or in our terminol-
ogy, a “thought collective.” The neoliberals were never parochial, so it seemed
prudent for the collective represented by this volume to emulate their cosmo-
politan stance. We have judged this necessary because neoliberalism remains
a major ideology that is poorly understood but curiously, draws some of its
prodigious strength from that obscurity.

In attempting to redress popular misrepresentations, my colleagues and I
have provided chapters for an intellectual history in this book involving the
careful study of some key people, key concepts, and key organizations, all of
which have been of great importance for launching neoliberalism in different
countries back in the 1930s and to eventually develop after World War II into
the major rival of welfare state capitalism and socialist planning. Once identi-
fied, they then examined closely a selection of the debates the neoliberals or-
ganized in the course of the 1950s and 1960s to further develop and clarify
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their own understanding of proper approaches to philosophy, science, and
knowledge.

In my view, it would be a mistake to regard neoliberalism as falling nar-
rowly within the purview of the history of economics as such. The fallacy of
identifying neoliberalism exclusively with economic theory'* becomes appar-
ent when we notice that the historical record teaches that the neoliberals
themselves regarded such narrow exclusivity as a prescription for disaster.
They engaged with a wide range of academic disciplines, without being card-
carrying members of many of them, and they applied their preferred versions
of social science to a substantial range of specific policy areas. Political theories
of the state were also a major concern, especially in light of their familiarity
with German and Italian doctrines unfamiliar in Anglophone circles. It is
equally instructive to observe how the neoliberals rarely made a fetish of the
distinction between theory and practice. In order to invoke some of the ways
these debates were cashed out in political action, we conclude with some ob-
servations that shed light on the ways in which neoliberal knowledge has been
mobilized in a few more recent decades to shape public discourse and policies
at national and international levels, and thus to establish what is widely per-
ceived nowadays as “simple common sense” in the realm of politics.

Perhaps I have been a bit too harsh on our Wiki-workers in this section; af-
ter all, they did ask one very good question: did the neoliberals ever use the
term to refer to themselves? Contrary to the claims of our Wiki-workers, when
the early MPS members cast about for a label to attach to the as-yet amorphous
doctrine they had set out to construct, more often than not they did resort to
the term neoliberalism in the early years of its existence.® In French, the term
was being used by the circles around the participants in the Colloque Walter
Lippmann in the 1930s.'® Milton Friedman even used the term in the title of
an early survey of the efforts of his comrades (1951). What has led so many sub-
sequent commentators astray is the fact that most MPS members stopped us-
ing the term some time in the later 1950s. Indeed, at that juncture they ceased
insisting that a rupture with the doctrines of classical liberalism was called for.
This decision to support a public stance that the liberalism they championed
was an effectively continuous political doctrine from the eighteenth century all
the way through to their own revisionist meditations (such as endless paeans
that it was all in Adam Smith) and therefore required no special neologism,
turned out to be one of a number of precarious balancing acts performed in the

course of constructing neoliberalism at the MPS. The historical fact that there
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nevertheless was a discernible rupture in doctrinal content over the course of
roughly 1947-1980 is one of the reasons we have felt impelled to edit this volume.
The outlines of that rupture are sketched in later in this chapter. The label “lib-
eralism” has proven the bane of clarity of thought in political philosophy
(Cerny 2008; Thorsen and Lie 2006). Nonetheless, we stand by the label
of “neoliberalism” for the prognostications of the MPS thought collective
throughout the later twentieth century because it is historically faithful to their
own early behavior, and more to the point, it fits.

Mont Pelerin as Criterion

It may seem that my co-authors have not yet confronted the Wiki-problem,
since we have thus far neglected to “define” neoliberalism. This is because the
premier point to be made about neoliberalism is that it cannot adequately be
reduced to a set of Ten Commandments or six tenets or (N1) key protago-
nists. First and foremost, it is better that it be approached as a “thought col-
lective,” a notion elaborated on below. Significantly, for being self-proclaimed
champions of “individualism,” neoliberals hardly ever tell their own story as
though it were the narrative of one or two Nietzschean Ubermenschen.'” In-
stead of targeting just a few well-known neoliberal scholars (like Friedrich Au-
gust von Hayek or Milton Friedman or Wilhelm Répke or Jacques Rueff or
James Buchanan) or high-profile neoliberal think tanks (like the Institute of
Economic Affairs, the American Enterprise Institute, or the Heritage Founda-
tion), we focus empirically on the central core membership that has conscien-
tiously developed the neoliberal identity for more than sixty years now. If the
target person or group bore any links to the Mont Pélerin Society since 1947,
directly or at one remove, then we count them as falling squarely within the
purview of the neoliberal thought collective.

What do I mean by a “thought collective”? Clearly, here I am evoking the
spirit of Ludwig Fleck’s classic The Genesis and Development of a Scientific Fact
(1979) and his notion of “a community of persons mutually exchanging ideas or
maintaining intellectual interaction” (p. 39). Fleck gives a wonderful impression
of the difficulty of a project such as this book, which is to provide a faithful his-
torical account of the emergence of a novel intellectual formation: “It is as if we
wanted to record in writing the natural course of an excited conversation among
several persons all speaking simultaneously among themselves and each clamor-
ing to make himself heard, yet nevertheless permitted a consensus to crystallize”
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(p- 15). But rather than subscribing directly to his every tenet and definition,
much less doggedly conforming to his “theory,” I intend this homage to point
toward the entire tradition of “science and technology studies,” which treats
epistemology as an ongoing social phenomenon rather than the static province
of the isolated rational thinker. “A thought collective . . . is even more stable
and consistent than the so-called individual, who always consists of contradic-
tory drives” (p. 44). During his lifetime Fleck courageously resisted the German
fascist regime, but more importantly, he provided inspiration for a whole range
of postwar social theories of science from Thomas Kuhn to Bruno Latour. But
the main reason to signal a science studies approach as germane to the problem
of defining neoliberalism is that they share a substantial amount of theoretical ori-
entation in common. For instance, Charles Thorpe has recently suggested that
“the political concerns of science studies have pivoted around the formulation
and criticism of liberalism” (2008, 63). Science and technology studies (STS)
has been suspicious of liberal appeals to expertise to depoliticize politics and is
skeptical of the temptation to reify the scientific community as an ideal model
for the liberal order, just as the neoliberals have done. More to the point, both
approaches adopt the position that perception and cognition are not directly de-
termined as unique representations of an independently given objective world;'®
for instance, the impossibility of objective knowledge lies at the very heart of
Hayek’s notion of the market as the ultimate prosthesis for the process of the
discovery of knowledge. Indeed, the dominant epistemic orientation of both
science studies and neoliberalism could justly be called “constructivist,” a com-
monality that will require further consideration shortly.

Consequently, in this volume we made use of the Mont Pélerin Society net-
work of organized neoliberal intellectuals and closely related roster of neoliberal
partisan think tanks as our Rosetta Stone, a handy detection device to identify
the relevant actors, and their linkages to other organizations and institutions."
At least undil the 1980s—when the advance of neoliberal ideas led to a rapid
multiplication of pretenders to the title of progenitors of neoliberalism—the
MPS network can be safely used as cipher to decode with sufficient precision
the neoliberal thought style in the era of its genesis. While arguably diminishing
in importance over the last few decades, the MPS has nonetheless sustained an
array of important functions that continue to shape the further development of
neoliberalism, as well as related think tank networks.2°

Mont Pélerin should serve as our talisman primarily because it exists as part
of a rather special structure of intellectual discourse, perhaps unprecedented
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back in the 1940s, one we tend to think of as a “Russian Doll” approach to the
integration of research and praxis in the modern world. The neoliberal thought
collective was structured very differently from the other “invisible colleges”
that sought to change people’s minds in the second half of the twentieth cen-
tury. Unlike most intellectuals in the 1950s, the early protagonists of MPS did
not look to the universities or the academic “professions” or to interest group
mobilizations as the appropriate primary instruments to achieve their goals.
The early neoliberals felt (at that juncture with some justification) that they
were excluded from most high-profile intellectual venues in the West. Hence
the MPS was convened as a private members-only debating society whose par-
ticipants were handpicked (originally primarily by Hayek, but later through a
closed nomination procedure) and who consciously sought to remain out of
the public eye. The purpose was to create a special space where people of like-
minded political ideals could gather together to debate the outlines of a future
movement diverging from classical liberalism, without having to suffer the in-
dignities of ridicule for their often blue-sky proposals, but also to evade the
Fifth Column reputation of a society closely aligned with powerful but dubi-
ous postwar interests. Even the name of the society was itself chosen to be rela-
tively anodyne, signaling little in the way of substantive content to outsiders
(Hartwell 1995, 44). Many members would indeed hold academic posts in a
range of academic disciplines, but this was not a precondition of MPS mem-
bership. MPS could thus also be expanded to encompass various powerful cap-
italist agents. One then might regard specific academic departments where the
neoliberals came to dominate before 1980 (University of Chicago, the LSE,
L’Institut Universitaire des Hautes Etudes Internationales at Geneva, St. An-
drews in Scotland, Freiburg, the Virginia School) as the next outer layer of the
Russian Doll, one emergent public face of the thought collective—although
one often never publicly linked to the MPS. Another shell of the Russian Doll
was fashioned as the special-purpose foundations for the education and pro-
motion of neoliberal doctrines, such as the Volker Fund, the Relm Foundation,
the Lilly Endowment, and others (see Phillips-Fein, Chapter 8 in this volume).
These institutions were often set up as philanthropic or charitable units, if only
to protect their tax status and pretense of lack of bias.?! The next shell would
consist of general-purpose “think tanks” (Institute of Economic Affairs, Amer-
ican Enterprise Institute, Schweizerisches Institut fiir Auslandforschung) that
sheltered neoliberals, who themselves might or might not also be members in
good standing of various academic disciplines. The think tanks then developed
their own next layer of protective shell, often in the guise of specialized satellite
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think tanks poised to get quick and timely position papers out to friendly
politicians or to provide talking heads for various news media and opinion pe-
riodicals.?” Further outer shells have been innovated as we get closer to the
present—for instance, “Astroturfed” organizations consisting of supposedly lo-
cal grassroots members, frequently organized around religious or single-issue
campaigns. Outsiders would rarely perceive the extent to which individual pro-
tagonists embedded in a particular shell served multiple roles, or the strength
and pervasiveness of network ties, since they could never see beyond the im-
mediate shell of the Russian Doll right before their noses. This also tended to
foster the impression of those “spontaneous orders” so beloved by the neoliber-
als, although they were frequently nothing of the sort. Yet the loose coupling
defeated most attempts to paint the thought collective as a strict conspiracy.?®
In any event, it soon became too large to qualify.

The MPS construction of neoliberalism was anchored by a variety of mainly
European and American roots; encompassed a variety of economic, political, and
social schools of thought; and maintained a floating transnational agora for de-
bating solutions to perceived problems and a flexible canopy tailored with an
eye to accommodating existing relations of power in academia, politics, and so-
ciety at large. The unusual structure of the thought collective helps explain why
neoliberalism cannot be easily defined on a set of 3 by 5 cards and needs to be
understood as a pluralist organism striving to distinguish itself from its three
primary foes: laissez-faire classical liberalism, social welfare liberalism, and so-
cialism. Contrary to some parochial interests of some corporate captains (in-
cluding some present in the Mont Pelerin Society), neoliberal intellectuals un-
derstood this general goal to imply a comprehensive long-term reform effort at
retatting the entire fabric of society, not excluding the corporate world. The re-
lationship between the neoliberals and capitalists was not merely that of passive
apologists or corporate shills.>* Neoliberals aimed to develop a thoroughgoing
reeducation effort for all parties to alter the tenor and meaning of political life:
nothing more, nothing less.”” Neoliberal intellectuals identified their targets,
which, in Fabian tradition, had been described as elite civil society. Their efforts
were aimed primarily at winning over intellectuals and opinion leaders of future
generations, and their primary tool was redefining the place of knowledge in so-
ciety, which also became the central theme in their theoretical tradition. As
Hayek said in his address to the first meeting of the MPS:

But what to the politicians are fixed limits of practicability imposed by pub-
lic opinion must not be similar limits to us. Public opinion on these matters
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is the work of men like ourselves . . . who have created the political climate
in which the politicians of our time must move. ... am sure that the
power of vested interests is vastly exaggerated compared with the gradual
encroachment of ideas. (Quoted in Cockett 1995, 112)

One might have added, how much more powerful are ideas consciously
forged with the vested interest firmly kept in mind! Not without admiration,
we have to concede that neoliberal intellectuals struggled through to a deeper
understanding of the political and organizational character of modern knowl-
edge and science than did their opponents, and therefore present a worthy
contemporary challenge to everyone interested in the history of science and
the archaeology of knowledge.

Although the role of national institutions is indispensable in explaining the
advance (or retardation) of specific doctrines across countries, as Peter Hall’s
(1989) book on Keynesianism has shown, the origins and the advance of
neoliberalism cannot be explained without careful consideration of the
transnational discourse community created by the founders of the Mont Pe-
lerin Society. Unlike previous histories of ideas, and taking a page from
Hayek’s playbook, we have offered an account that strives to understand the
fortification of the power of ideas through integration of highly dispersed
knowledge capacities within a neoliberal international academy. Whereas
leading neoliberals denied any possibility of mere mortals outcompeting the
market as processors of highly dispersed knowledge, their own efforts suc-
ceeded in constructing and deploying elaborate social machinery designed to
collect, create, debate, disseminate, and mobilize neoliberal ideas. By doing
so, they greatly advanced the understanding of a modern reengineered divi-
sion of intellectual labor with proper roles assigned to academic and other
professionals, in what amounts to a new technology of persuasion.

The Russian Doll of neoliberal organization was never intended to be trans-
parent; the central core was not supposed to be visible from the think tank
perimeter. The way it has evolved over half a century is not very easy to com-
prehend because neoliberal intellectuals guarded their privacy and prerogatives
well. However, both an in-house history (Hartwell 1995) and a critical history
(Walpen 2004) have unscrewed the multiple layers to some extent, providing
a general overview with regard to the evolution of the neoliberal thought col-
lective. Owing to the wide range of participants, countries, discourses and pol-
icy fields, controversies, questions, and battles to be tackled, many more de-
tailed accounts will be required to fully understand its history. This book is the
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first sustained effort to dig deeper into some of the more important communi-
ties in countries frequently overlooked when it comes to neoliberalism (France,
UK, and Germany). We aim to show that it is not enough to rest satisfied
merely pointing at the seemingly potent generic political power of economic
ideas, as did both John Maynard Keynes and Friedrich Hayek. The contribu-
tions to this book have been written to better understand the political and eco-
nomic power of neoliberal ideas as they have played out in philosophy, eco-

nomics, law, political science, history, sociology and many other disciplines.

A Neoliberal Primer

As the Introduction by Dieter Plehwe argued, no convenient or comprehensive
Ten Commandments of neoliberalism ever issued from the bowels of the MPS.
Even though the neoliberal thought collective persists in flexibly debating, in-
corporating, and rejecting new tenets and concepts, the reader has every right to
expect some sort of summary statement of the doctrine, if only accompanied by
the caveat that none of it is (or ever would be) inscribed in stone. Indeed, the
purpose of this volume is to reveal the outlines of the construction of the doc-
trine in action, highlighting the ways in which various sectors and squadrons
diverged from classical liberalism (and each other) in the course of their intel-
lectual and political activities. Nevertheless, a half-century of experience has en-
dowed us with sufficient distance to realize that there really is something dis-
tinctive that holds the neoliberal thought collective together other than mere
expediency, and further, that it has enjoyed very real doctrinal purchase in the
modern political arena. Many other scholars have struggled with this observa-
tion, and in our opinion, have written off the movement too quickly as a mere

epiphenomenon of a certain type of economics. Two examples:

Neoliberalism is perhaps most tellingly viewed as a sort of caricature of lib-
eralism, where liberal concerns for individual liberty, political equality and
human rights have been warped into a purely economic ideology whose con-
cerns lie with the establishment of free markets and in keeping state inter-
vention in such markets at bay. Neoliberalism thus understood is primarily a
theory of how the economy ought to be organized, and not a political ideol-
ogy in the same sense as political liberalism. (Thorsen and Lie 2006, 15)

Neoliberalism is commonly used in at least five different ways in the
study of development—as a set of economic policies, a development
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model, an ideology, an academic paradigm, and an historical era. Moreover,
beyond a shared emphasis on the free market and frequent connotations of
radicalism and negativity, it is not immediately clear how these varied uses
are interconnected. (Boas and Gans-Morse 2006, 38)

One advantage of approaching the thought collective through the MPS is
that we immediately realize just how flawed any such definition must be. Af-
ter all, as Hayek insisted in his opening address to the MPS in 1947, “a politi-
cal philosophy can never be based exclusively on economics, or expressed
mainly in economic terms” (1967, 150). Clearly, some of the less sophisticated
MPS members might not have seemed to have faithfully adhered to that
injunction—say, Milton Friedman, or Gary Becker—but keeping the entire
thought collective in our sights acts as a protopaeduetic. Of course, there is no
denying that the neoliberals have made their greatest inroads of all the profes-
sions into the field of economics.?

Nevertheless, the endeavor here is to provide a concise and necessarily in-
complete characterization of the temporary configuration of doctrines that the
thought collective had arrived at by roughly the 1980s. It transgresses discipli-
nary boundaries in precisely the ways the neoliberals have done. To circumvent
questions of the extent of adherence or dissension from our telegraphed list, or
indeed to renounce any attempt to bring them all up to date, we provide the
tenets as bare statements, without much elaboration or full documentation.
With apologies, this can be mitigated because we can direct the reader to the
rest of this volume as partial elaboration of the individual tenets, as well as to
the numerous works cited in the references in this volume.

1. The starting point of neoliberalism is the admission, contrary to classi-
cal liberal doctrine, that their vision of the good society will triumph only if
it becomes reconciled to the fact that the conditions for its existence must be
constructed and will not come about “naturally” in the absence of con-
certed political effort and organization. As Foucault presciently ob-
served in 1978 (2004, 137), “Neoliberalism should not be confused with
the slogan ‘laissez-faire,” but on the contrary, should be regarded as a call
to vigilance, to activism, to perpetual interventions” [our translation].”

The injunction o act in the face of inadequate epistemic warrant is the

very soul of “constructivism,” an orientation shared (curiously enough)

with the field of science studies. Classical liberalism and Burkean
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conservatism, by contrast, disavowed this precept. The fact that during
one phase of his career Hayek railed against something he called “con-
structivism” should not obscure this important fact. This becomes
transmuted below into various arguments for the existence of a strong
state as both producer and guarantor of a stable market society.

. This assertion of a constructivist orientation raises the pressing issue

of just what sort of ontological entity the neoliberal market is, or
should be. While one wing (the Chicago School) has made its name
attempting to reconcile one idiosyncratic version of neoclassical eco-
nomic theory (which predates neoliberalism by more than a half-
century) with this “nonnatural” orientation, other subsets of MPS
have innovated entirely different characterizations of the market. The
Misean wing of Austrian economics attempted to ground the market
in a purely rationalist version of natural necessity. Perhaps the domi-
nant version at MPS emanated from Hayek himself, wherein “the
marker” is posited to be an information processor more powerful than any
human brain, but essentially parterned on brain/computation meta-
phors.?® This version of the market is most intimately predicated on
the epistemic doctrines covered above, which in the interim have be-
come the philosophical position most closely associated with the neo-
liberal Weltanschauung.

From this perspective, prices in an efficient market “contain all rele-
vant information” and therefore cannot be predicted by mere mortals.
In this version, the market always surpasses the state’s ability to process in-
Jformation, and this constitutes the kernel of the argument for the nec-
essary failure of socialism. Another partially rival approach emanates
from ordoliberalism, which argues that competition in a well-
functioning market needs to be directly organized by the state. It is im-
portant to see that part of the function of MPS discussions was to ex-
plore whether these rather divergent visions of the market might
nevertheless lead to more or less identical programs for state interven-
tion in creating and sustaining a market society.

. Even though the market is not treated as existing independently of the

social and cultural framework, and there was no consensus on just
what sort of animal the market “really” is, the neoliberals did agree
that for purposes of public understanding and sloganeering, market so-
ciety must be treated as a “natural” and inexorable state of humankind.



436

4.

N

POSTFACE

What this meant in practice is that natural science metaphors must be
integrated into the neoliberal narrative. It is noteworthy that MPS
members began to explore the portrayal of the market as an evolu-
tionary phenomenon long before biology displaced physics as the pre-
mier science in the modern world-picture.? If the market was just an
information processor, so too was the gene in its ecological niche. Be-
cause of this early commitment, neoliberalism was able to make ap-
preciable inroads into such areas as evolutionary psychology, network
sociology, ecology, animal ethology, linguistics, cybernetics, and even
science studies.

A primary ambition of the neoliberal project is to redefine the shape and
functions of the state, not to destroy it. Neoliberals thus maintain an un-
easy and troubled alliance with their sometimes fellow travelers, the an-
archists and libertarians. The contradiction that the neoliberals con-
stantly struggle against is that a strong state can just as easily thwart
their program as implement it; hence, they are inclined to explore new
formats of techno-managerial governance that protect their ideal mar-
ket from what they perceive as unwarranted political interference.
Considerable efforts have been developed to disguise or otherwise con-
done in rhetoric and practice the importance of the strong state that
neoliberals endorse in theory. One implication is that democracy, am-
bivalently endorsed as the appropriate state framework for an ideal
market, must in any case be kept relatively impotent, so that citizen
initiatives rarely change much of anything (“constrained” democracy
instead of the allegedly existing “unconstrained democracy”).*® Hence,
the neoliberals seek to restructure the state with numerous audit de-
vices (under the sign of “accountability”) or better yet, convert state
services to be provided on a contractual basis. One should not confuse
marketization of government functions with shrinking the state, how-
ever: if anything, bureaucracies become more unwieldy under neolib-
eral regimes.?! In practice, “deregulation” cashes out as “re-regulation,”
only under a different set of ukases.

. Skepticism about the lack of control of democracy is offset by the per-

sistent need to provide a reliable source of popular legitimacy for the

neoliberal market state. Neoliberals seek to transcend the intolerable con-
tradiction by treating politics as if it were a market and promoting an eco-
nomic theory of democracy. In its most advanced manifestation, there is
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no separate content of the notion of citizenship other than as cus-
tomer of state services.>> This supports the application of neoclassical
economic models to previously political topics; but it also explains
why the neoliberal movement must seek to consolidate political power by
operating from within the state. (This is the topic of our final section.)
The spread of market relations is inevitably spearheaded by state ac-
tors. The abstract rule of law is frequently conflated with or subordi-
nated to conformity to the neoliberal vision of an ideal market. The
“night-watchman” version of the state is thus comprehensively repu-
diated: there is no separate sphere of the market, fenced off, as it were,
from the sphere of civil society. Everything is fair game for marketiza-
tion.

6. Neoliberals extol freedom as trumping all other virtues; but the definition
of freedom is recoded and heavily edited within their framework. Some
members of the neoliberal thought collective (e.g., Friedman) refuse
to define it altogether, while others (Hayek) forge links to thesis 2. by
motivating it as an epistemic virtue (Hayek 1960, 81). In practice,
Freedom is not the realization of any political, human, or cultural e-
los, but rather is the positing of autonomous self-governed individuals,
all coming naturally equipped with a neoclassical version of rationality
and motives of ineffable self-interest, striving to improve their lot in
life by engaging in market exchange.’® Education is consequently a
consumer good, not a life-transforming experience. Foucault is often
strongest on the role of these “technologies of the self,” which involve
an elaborate revision in cultural concepts of human freedom and
morality. This argument broke out within the MPS in the 1970s, with
Irving Kristol accusing Friedman and Hayek of depending on a ver-
sion of self-realization as the great empty void at the center of their
economic doctrines.>

Freedom can only be “negative” for neoliberals (in the sense of Isaiah

Berlin) for one very important reason. Freedom cannot be extended
from the use of knowledge 77 society to the use of knowledge about so-
ciety, because self-examination concerning why one passively accepts
local and incomplete knowledge leads to contemplation of how market
signals create some forms of knowledge and squelch others. Knowledge
then assumes global dimensions, and this undermines the key doctrine
of the market as transcendental superior information processor.
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7. Neoliberals begin with a presumption that capital has a natural right to
Sflow freely across national boundaries. (The free flow of labor enjoys no
similar right.) Since that entails persistent balance-of-payments prob-
lems in a nonautarkic world, neoliberals took the lead in inventing all
manner of transnational devices for the economic and political disci-
pline of nation-states.?® They began by attempting to reintroduce
pure market discipline (through flexible exchange rates, dismantling
capital controls), but over the longer term learned to appreciate that
suitably staffed international institutions like the World Trade Organi-
zation, the World Bank, and the IMF are better situated to impose
neoliberal policies on recalcitrant nation-states. Initially strident neo-
liberal demands to abolish global financial institutions were tempered
once the neoliberals used them primarily to influence staffing and pol-
icy decisions at those institutions, and thus to displace other interna-
tionalist agendas. Thus, it is substantially correct to observe an or-
ganic connection between such phenomena as the Washington
Consensus and the spread of neoliberal hegemony (see Plehwe in the
Introduction to this volume). This also helps address the neoliberal
conundrum of how to both hem in and at the same time obscure the
strong state identified in point 4 above.

8. Neoliberals see pronounced inequality of economic resources and political
rights not as an unfortunate by-product of capitalism, bur as a necessary
Sfunctional characteristic of their ideal market system. Inequality is not
only the natural state of market economies, but it is actually one of its
strongest motor forces for progress. Hence the rich are not parasites,
but (conveniently) a boon to humankind. People should be encour-
aged to envy and emulate the rich. Demands for equality are merely
the sour grapes of the losers, or at minimum, the atavistic holdovers of
old images of justice that must be extirpated from the modern mind-
set. As Hayek wrote, “the market order does not bring about any close
correspondence between subjective merit or individual needs and re-
wards” (1967, 172). The vast worldwide trend toward concentration of
incomes and wealth since the 1990s is therefore the playing out of a
neoliberal script.

9. Corporations can do no wrong, or at least they are not to be blamed if they
do. This is one of the strongest areas of divergence from classical liber-

alism, with its ingrained suspicion of joint-stock companies and
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monopoly stretching from Adam Smith to Henry Simons. In the
1950s, the MPS set out entertaining suspicions of corporate power,
with the ordoliberals especially concerned with the promotion of a
strong antitrust capacity on the part of the state. But starting with the
Chicago law and economics movement (see Van Horn, Chapter 6 in
this volume) and then progressively spreading to treatments of entre-
preneurs and the “markets for innovation,” neoliberals began to argue
consistently that not only was monopoly not harmful to the operation
of the market, but in any event, it was an epiphenomenon attributable
to the misguided activities of the state and interest groups. The socialist
contention that capitalism bore within itself the seeds of its own arte-
riosclerosis (if not self-destruction) was baldly denied (Bair, Chapter 10
in this volume). By the 1970s, antitrust policies were generally repudi-
ated in America. Neoliberals took the curious anomaly in American
case law, treating corporations as legal individuals (Nace 2003), and
tended to inflate it into a philosophical axiom. Indeed, if anything neg-
ative was ever said about the large corporation, it was that separation of
ownership from control might conceivably pose a problem, but this
was easily rectified by giving CEOs appropriate incentives (massive
stock options, golden handshakes, latitude beyond any oversight) and
instituting market-like evaluation systems within the corporate bureau-
cracy Thus the modern reengineering of the corporation (reduced ver-
tical integration, outsourcing supply chains, outrageous recompense
for top officers) is itself an artifact of the neoliberal reconceptualization
of the corporation.

The marker (suitably reengineered and promoted) can always provide so-
lutions to problems seemingly caused by the market in the first place.
This is the ultimate destination of the constructivist orientation
within neoliberalism. Any problem, economic or otherwise, has a
market solution, given sufficient ingenuity: pollution is abated by the
trading of emissions permits; inadequate public education is rectified
by vouchers; auctions can adequately structure communication chan-
nels (Nik-Khah 2008); poverty-stricken sick people lacking access to
healthcare can be incentivized to serve as guinea pigs for clinical drug
trials; financial crisis can be rectified by the government auctioning
off “toxic assets”; McCarthyism was thwarted by competition be-
tween employers (Friedman 1962, 20); terrorism by disgruntled
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disenfranchised foreigners can be offset by a “futures market in ter-

rorist acts.”¢

Ultimately, fortified intellectual property rights tended
to reify Hayek’s utopia, if not his explicit vision: because the market-
place is deemed to be a superior information processor, all human
knowledge can only be used to its fullest if it is comprehensively
owned and priced.”’

11. The neoliberals have struggled from the outset to make their politi-
calleconomic theories do dual service as a moral code. First and foremost,
the thought collective worshiped at the altar of a God without re-
straints: “individual freedom, which it is most appropriate to regard as
a moral principle of political action. Like all moral principles, it de-
mands that it be accepted as a value in itself” (Hayek 1960, 68). How-
ever, Hayek in his original address to the first MPS meeting said, “I
am convinced that unless the breach between true liberal and religious
convictions can be healed, there is no hope for a revival of liberal
forces” (1967, 155). The very first MPS meeting held a session on “Lib-
eralism and Christianity” (Hartwell 1995, 47). Yet the neoliberals were
often tone-deaf when it came to the transcendental, conflating it with
their epistemic doctrines concerning human frailty: “we must preserve
that indispensable matrix of the uncontrolled and non-rational which
is the only environment wherein reason can grow and operate effec-
tively” (Hayek 1960, 69). It took a lot of effort, but the intellectual ac-
commodation of the religious right and the theocons within the neo-
liberal framework has been an ongoing project at the MPS, although
one fraught with contradictions that have dogged the liberal project
since the Enlightenment.

Freedom and the Double Truth of Neoliberalism

Like all really powerful political movements, neoliberalism attempts to recon-
cile any number of implacable antimonies by repeatedly squaring the circle.
This goes some distance in explaining why, by the late 1950s, the neoliberal
thought collective abruptly stopped asserting they were engaged in the con-
struction of a “new liberalism” and subsequently suppressed all notions of a
rupture with previous classical liberal doctrines, contrary to all evidence. The
more perceptive commentators on the phenomenon of auto-validation had

come to realize that something novel was afoot, in particular by identifying
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neoliberalism as an authoritarian variant of the liberal tradition. As early as
1955, Carl Friedrich noted that neoliberals “are fond of quoting Benjamin Con-
stant: “The government beyond its proper sphere ought not to have any power;
within its sphere, it cannot have enough of it ” (1955, s513). Karl Polanyi,
brother of the MPS member Michael Polanyi, deftly captured the dynamic:

[T]he road to the free market was opened and kept open by an enormous
increase in continuous, centrally organized and controlled intervention-
ism. . .. Administrators had to be constantly on the watch to ensure the
free working of the system. Thus even those who wished most ardently to
free the state from all unnecessary duties, and whose whole philosophy de-
manded the restriction of state activities, could not but entrust the state
with new powers, organs and instruments required for the establishment of
laissez faire. (1957, 140)

By the later 1980s, when the MPS members began to smell the tang of vic-
tory, they felt free to internally discuss an irony that they could not freely ad-
mit out at the nether layers of their Russian Doll:

Among our members, there are some who are able to imagine a viable soci-
ety without a state. . . . For most of our members, however, social order
without a state is not readily imagined, at least in any normatively preferred
sense. . . . Of necessity, we must look at our relations with the state from
several windows, to use the familiar Nietzschean metaphor. . . . Man is, and
must remain, a slave to the state. But it is critically and vitally important to
recognize that ten per cent slavery is different from fifty per cent slavery.?’

Apparently, one could reconcile oneself to live in a world where quantitatively
more state apparat abided with quantitatively less slavery (or serfdom), which
should quell the rather naive hand-wringing one sometimes encounters, com-
plaining that a quarter-century of neoliberal ascendancy has done little to re-
duce the size of the state, no matter how you choose to measure it (Prasad
2006, 7-12).

I would be remiss if I fostered the impression that every attempt to square
the circle met with universal acclaim within the Mont Pélerin Society. Perhaps
the most fraught attempts to wave away contradiction have come with the
persistent threat of schism over what might be called the Pragmatist vs. Ro-
manticist wings of neoliberalism. Hayek himself admitted this in the mid-
1980s, when he warned of “the constant danger that the Mont Pélerin Society
might split into a Friedmanite and Hayekian wing.”*® Mark Skousen (2005, 1)
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writes, “Anyone who has ever attended a Mont Pélerin Society meeting will
quickly attest that this international group of freedom-fighters are divided
into two camps: followers of the Austrian School and followers of the Chicago
School.” There is a tendency to reduce the conflict to personalities or schools,
but I believe the schism actually runs much deeper. It begins with what seems
to be just another one of those impossible balancing acts so beloved by the
thought collective: namely, to reject the mechanical image of how society
works portrayed within neoclassical economic theory (e.g., Hayek, ordoliber-
als, Austrians) while simultaneously accepting jury-rigged versions of neoclassi-
cal economics that would dovetail with their own a priori policy preferences
(e.g., Friedman, Becker, and Stigler). But this compromising position became
more awkward with the passage of time: should the neoliberals make a pact
with “orthodox” economic theory as substantially correct, bending it to their
political ends, or should they plump for a wholesale revision of economic the-
ory? Because an impressive phalanx of MPS members have managed to redi-
rect orthodox neoclassical economic theory in a decidedly neoliberal direction
since the 1980s, with innovations ranging from monetarism to human capital
to efficient markets theory to public choice theory, it would seem that the
Chicago Pragmatist strategy has carried the day; but that would be too hasty
an assessment of the modern situation. The Chicago faction did indeed
achieve early fame and success, but insiders often perceived that this hap-
pened because they were relatively shallow intellectually and that their ap-
proach to political action was insufficiently assertive and constructivist. Cul-
tural differences were also factored into the equation, with Chicago being a
little too “American” and “scientistic” for more refined European tastes. From
an outsider’s perspective, it does seem that over the longer haul the intellec-
tual innovations of the Chicago wing have exhibited less staying power; many
of the eleven tenets outlined in the previous section have fairly clear origins, if
not thorough inspiration, in the Hayekian/Austrian wing instead.

Neoliberals tamed many of the contending contradictory conceptions by
trying to have it both ways: to warn of the perils of expanding the purview of
state activity while simultaneously imagining the strong state of their liking ren-
dered harmless through some instrumentality of “natural” regulation; to posit
the free market as an ideal generator and a conveyor belt of information while
simultaneously prosecuting a “war of ideas” on the ground strenuously and ruth-
lessly (Blundell 2003); asserting that their program would lead to unfettered
economic growth and enhanced human welfare while simultaneously suggesting
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that no human mind could ever really know any such thing, and therefore that
it was illegitimate to justify their program by its consequences (Shearmur 1996);
to portray the market as the ne plus ultra of all human institutions, while simul-
taneously suggesting that the market is in itself insufficient to attain and nourish
the transeconomic values of a political, social, religious and cultural character
(Megay 1970). “Neoliberal writings on allocation shift back and forth between
libertarian and utilitarian vocabularies, with the two sometimes appearing inter-
changeably within a paper or chapter” (Oliver 1960).

Perhaps the greatest incongruity of the neoliberal thought collective has
been that the avatars of freedom drew one of their most telling innovations
from the critique of liberalism that had been mounted by totalitarian Ger-
man and Italian political thinkers from the interwar period. Although a fair
number of such writers were important for the European MPS members,
the one that comes up time and again in their footnotes was the figure
whom Hayek called, “Adolf Hitler’s crown jurist Carl Schmitt, who consis-
tently advocated the replacement of the ‘normative’ thinking of liberal law
by a conception of law which regards as its purpose ‘concrete order forma-
tion’ ” (1967, 169). It is a watchword among those familiar with the German
literature (Christi 1984, $32; Scheuerman 1999, chapter 8) that Hayek
reprises much of Schmitt’s thesis that liberalism and democracy should be
regarded as antithetical:

Liberalism and democracy, although compatible, are not the same . . . the
opposite of liberalism is totalitarianism, while the opposite of democracy is
authoritarianism. In consequence, it is at least possible in principle that a
democratic government may be totalitarian and that an authoritarian gov-
ernment may act on liberal principles . . . [in] demanding unlimited power
of the majority, [democracies] become essentially anti-liberal (1967, 161).

Since the epistemic innovations covered in our first section informed the
MPS thought collective that the masses will never understand the true archi-
tecture of social order, and intellectuals will continue to tempt them to inter-
vene and otherwise muck up the market, they felt impelled to propound the
central tenet of neoliberalism—that is, that a strong state was necessary to neu-
tralize what he considered to be the pathologies of democracy. The notion of
freedom as exercise of personal participation in political decisions was roundly
denounced (Hayek 1960, 13): you cannot activate your species being by partic-
ipation in the polis. Hayek insisted that his central epistemic doctrines about
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knowledge dictated that freedom must feel elusive for the common man:
“Man in a complex society can have no choice but between adjusting himself
to what to him must seem the blind forces of the social process and obeying the
orders of a superior” (1972, 24). Paraphrasing Walter Benjamin, citizens must
learn to forget about their “rights” and instead be given the opportunity to ex-
press themselves through the greatest information conveyance device known to
humankind, the market.?! This was not the night watchman state of the classi-
cal liberals; this was light-years from John Stuart Mill. The neoliberal thought
collective, through the instrumentality of the strong state, sought to define and
institute the types of markets that they (and not the citizenry) were convinced
were the most advanced.”? In this contention, they were merely echoing
Schmitt’s position that “only a strong state can preserve and enhance a free-
market economy” and “only a strong state can generate genuine decentraliza-
tion, [and] bring about free and autonomous domains” (quoted in Cristi 1998,
31, 34n7). This notion was echoed (without attribution) by Hayek: “If we pro-
ceeded on the assumption that only the exercises of freedom that the majority
will practice are important, we would be certain to create a stagnant society
with all the characteristics of unfreedom” (Hayek 1960, 32).

One can therefore only second the verdict of Cristi that, “In truth, Hayek
owed much to Schmitt, more than he cared to recognize” (1998, 23). For
Hayek and the neoliberals, the Fiihrer was replaced by the figure of the entre-
preneur, the embodiment of the will-to-power for the community, who must
be permitted to act without being brought to rational account. While Hayek
probably believed that he was personally defending liberalism from Schmitt’s
withering critique, his own political solution ended up resembling Schmitt’s
“total state” far more than he cared to admit. If it had been apparent to his au-
dience that he was effectively advocating authoritarian reactionary despotism
as a replacement for classical liberalism, it would certainly have not gone
down smoothly in the West right after World War II. Furthermore, there was
no immediate prospect of a strong authority taking over the American univer-
sity system (by contrast with Germany in the 1930s) and sweeping the stables
clean. In an interesting development that Schmitt did not anticipate, Hayek
hit upon the brilliant notion of developing the “double truth” doctrine of
neoliberalism—namely, an elite would be tutored to understand the deli-
ciously transgressive Schmittian necessity of repressing democracy, while the
masses would be regaled with ripping tales of “rolling back the nanny state”

and being set “free to choose”—by convening a closed Leninist organization
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of counter-intellectuals. There would be no waiting around until some charis-
matic savior magically appeared to deliver the Word of Natural Order down
from the Mont to the awestruck literati.

This was sometimes admitted by members of Mont Pelerin in public, but
only when they felt that their program was in the ascendant: Let’s be clear,
I don’t believe in democracy in one sense. You don’t believe in democracy.
Nobody believes in democracy. You will find it hard to find anybody who
will say that if, that is democracy interpreted as majority rule. You will find
it hard to find anybody who will say that at 55% of the people believe the
other 45% of the people should be shot. That’s an appropriate exercise of
democracy. . . . What I believe is not a democracy but an individual free-
dom in a society in which individuals cooperate with one another.%3

Christian Arnsperger (2007) has captured the double truth doctrine nicely
by insisting that Hayek had denied to others the very thing that gave his own
life meaning; the imprimatur to theorize about society as a whole, to person-
ally claim to understand the meaning and purpose of human evolution, and
the capacity to impose his vision upon them through a political project verg-
ing on totalitarianism. It was, as Arnsperger puts it, a theory to end all theo-
ries; not so different from the end of history scenarios so beloved of his
epigones. The doctrine of special dispensation for the Elect is a very powerful
source of ongoing attraction of neoliberalism for a certain type of person, the
feeling of having surrendered to the wisdom of the market by coming to know
something most of the nattering crowd can’t possibly glimpse: freedom itself
must be as unequally distributed as the riches of the marketplace.

One notorious incarnation of the neoliberal double truth doctrine was the
participation of numerous MPS members and affiliates in the coup that top-
pled the elected government of Salvador Allende in Chile in 1973. Milton
Friedman spends a good chunk of his autobiography attempting to excuse
and explain his actions away; afterward Hayek was also pilloried for his role. It
was all just an unfortunate set of exceptional events, they intoned; it was not
our faule. But Carl Schmitt taught that sovereignty is defined as the ability to
determine the exceptions to the rule of law: “Sovereign is he who decides the
state of emergency”; deploying the double truth doctrine in Chile showed
that the neoliberals had arrogated sovereignty to themselves. Without recapit-
ulating the fine-grained history of those events in Karin Fischer’s article in this
volume, our intention here is simply to point out how the neoliberals sought
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to reconcile their unconditional love of freedom with their support for a mil-
itary dictatorship when called to account in public:

LUCIA SANTA-CRUZ: “There is reference in your work to the apparent
paradox of dictatorships that may be more liberal than a totalitarian
democracy. But it is also true that dictatorships have other character-
istics which contradict freedom, even if it is understood negatively as
you do.”

HAYEK: “Evidently dictatorships pose grave dangers. But a dictatorship
may limit itself (s¢ puede aurolimitar), and if self-limited it may be
more liberal in its policies than a democratic assembly that knows of
no limitations. I must admit that it is not very probable that this may
happen, but even so, in a given moment, it may be the only hope.
Not a sure hope because it may always depend on the good will of an
individual and one can trust in very few individuals. But if it is the
only opportunity in a given moment, it may be the best solution in
spite of all. But only if the dictatorial government visibly leads to a
limited democracy.”

In the same interview, Hayek is reported to have said: “Democracy has a task
which I call ‘hygienic,” for it assures that political processes are conducted in a
sanitary fashion. It is not an end in itself. It is a rule of procedure whose aim is
to promote freedom. But in no way can it be seen in the same rank as freedom.
Freedom requires democracy, but I would prefer temporarily to sacrifice, I re-
peat temporarily, democracy, before having to do without freedom, even if
temporarily.”—E/ Mercurio (unattributed translation) Sunday, April 19, 1981

Their readers in Chile may not have known it, but this was pure unadul-
terated Schmitt. If freedom becomes confused with the neoliberal utopia,
then power necessarily devolves to an elite of “freedom fighters” who can de-
cide when to invoke the “exception” to traditional mass notions of democ-
racy, justice, and morality.

Notes

Many people contributed to this postface, especially the thought collective convened
around this volume. I would particularly like to acknowledge the help of Dieter Ple-
hwe and the referees for Harvard University Press in forcing me to clarify and hone
the arguments. Valuable comments were provided by John O’Neill, John Davis, and
audiences at Manchester, Oxford, Keele, and the Open University.
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1. All primary source material from Mont Pélerin meetings are quoted with per-
mission from the Liberaal Archief, Ghent, Belgium, and will be cited in this chapter as
LAMP, date. The handlist for this collection can be consulted at www.liberaalarchief
.be/MPS200s.pdf.

2. These are excerpts from a website last visited October 23, 2006, and are very
heavily edited down from a much larger and even more rambling set of texts. Some in-
teresting discussion of the pros and cons of Wikipedia as a source of information are
Read (2006); Poe (2006); Scott (2006); and Keen (2007).

3. But things are getting better of late. Naomi Klein (2007) manages to identify
some of the key doctrines, especially when she quotes the German political theorist Carl
Schmitt: “Sovereign is he who decides the state of emergency” (p. 131). For other sophis-
ticated commentaries, see Apple (2006, 60-61); Ong (2006); Scheuerman (1999).

4. This section is based primarily on Poe (2006); Schiff (2006); and Scott (2006)
and the entry “Criticisms of Wikipedia” in Wikipedia.

5. This was confirmed indirectly in a recent interview with Jimmy Wales, founder
of Wikipedia, under the heading Greatest misconception about Wikipedia: “We aren’t
democratic. Our readers edit the entries, but we’re actually quite snobby. The core
community appreciates when someone is knowledgeable, and thinks some people are
idiots and shouldn’t be writing” (in Lewine 2007, 30). See also Bauwens (2008).

6. Just so we don’t lose sight of Mont Pelerin here, it is striking to observe that the
German neoliberal Wilhelm Répke made essentially the same observation about that
organization forty-five years earlier: “To me, there is something so regrettable that
verges on the crudely humorous, that a Society organized to further the search for the
principles of a voluntary society of free men, should become rocked to its very roots
by a contest for power” (quoted in Hartwell 1995, 123).

7. This paper, first published in 1945, is reprinted in Hayek (1972). Some good
discussions on the epistemic principles of Hayek’s philosophy are Burczak (2006);
Caldwell (2004); O’Neill (2006); and Arnsperger (2007).

8. There is an important conceptual distinction to be made here, brought to my
attention by John O’Neill. Hayek himself almost never treated knowledge as a “thing,”
but instead rather as tacit, local, and embodied—rather similar to the way in which
Michael Polanyi described science. However, in order to render this proposition coher-
ent with a number of other tenets later developed in the neoliberal thought collective,
many subsequent neoliberals found it convenient to recast knowledge as more resem-
bling a thing-like commodity, if only to have it resonate more closely with develop-
ments in the natural sciences and economics. For more on this, see Mirowski (2008).

9. Hayek (1960, 134). As with so much else in Hayek’s oeuvre, Carl Schmitt got
there first: “Thus the political concept of battle in liberal thought becomes competi-
tion in the domain of economics and discussion in the intellectual realm” (2007, 71).
See also Scheuerman (1999).

10. “Yes, that means that if the community changes its [sic] mind and decides that
two plus two equals five, then two plus two does equal five” (Poe 2006, 93).
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11. Or to serve as preprocessor until such time as even Google became fed up with
the fetid quality of Wikipedia entities. It is impossible in this brief section to keep up
with fast-moving events, such as the launch of “Google Knol” in December 2007, as a
version of Wikipedia that would depend to a greater degree on expert supervision of
entry amendment. This in itself is a damning comment on the quality of Wikipedia.

12. Hayek (1967, 178). Attacks on “intellectuals” were a common refrain in the his-
tory of Mont Pélerin and were not restricted to Hayek. See, for instance, Hartwell
(1995, 161); Friedman (1962, 8). But of course the neoliberals don’t renounce a//
expertise—just the stuff they don’t like, as explained in this chapter, and in Mirowski
(2007; Forthcoming b).

13. One example of the double truth doctrine is that Hayek does admit that
“spontaneous order and organization will always coexist” (1973, 48). The codicil for
the elect then comes with a rather tendentious rationalization concerning when and
how organizations like Mont Pélerin are legitimate within the doctrine concerning the
evolution of natural orders, like, say, its mandate for the construction of market forms
that do not already exist.

14. One of the more serious texts to recently commit this error is Thorsen and Lie
(2006). James Buchanan clarified the place of economics within the MPS in his presi-
dential address to the 1984 Cambridge meeting: “Professionally, economists have
dominated the membership of the Society from its founding, but the whole thrust of
the Society, as initially expressed in its founding documents, has been toward elabo-
rating the philosophical ideas without which a free society cannot exist. That is to say,
political philosophy is what this Society has been, is, and ought to be all about. And,
as Max Hartwell will indicate to you in his paper this week, in the very founding of
the Society, Hayek referred explicitly to his aim to set up an international academy of
political philosophy” (Buchanan, Address to the 1984 MPS pp. 1—2, LAMP).

15. See, for instance, Hartwell (1995, 84, 93); and Walpen (2004, 1072, 1074).

16. For descriptions of early French precursors, see Laurent (2006, 131) and De-
nord (20013 2007).

17. See, for instance, Cockett (1995); Hartwell (1995); Blundell (2003); and
Skousen (2005).

18. For further on this similarity, see Burczak (2006); Smith (2005); and Shearmur
(1996). “Reason, with a capital R, does not exist in the singular . . . but must be con-
ceived as an interpersonal process in which anyone’s contribution is tested and cor-
rected by others” (Hayek 1972, 15).

19. This practice was first advocated in Plehwe and Walpen (2006). One should
compare this device to other attempts to define neoliberalism, such as those found in
Soederberg, Menz, and Cerny (2005); Cerny (2008); Robison (2006); Boas and Gans-
Morse (2006); and Castree (2008) to see how it is necessary to go beyond the ineffec-
tual observation that the neoliberals are “fractured” or otherwise diverse.

20. See, for instance, www.atlasusa.org, which describes how the Atlas Economic Re-

search Foundation was founded in 1981 by Antony Fisher to assist others in establishing
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neoliberal think tanks in their own geographic locations. It claims to have had a role in
founding a third of all world “market-oriented” think tanks, including the Fraser Insti-
tute (Canada), the Center for the Dissemination of Economic Information (Venezuela),
the Free Market Center (Belgrade), the Liberty Institute (Romania), and Unirule (Bei-
jing). For more on the situation in the EU, see Corporate Europe Observatory (2005).

21. See the letter from Smedley to Antony Fisher dated June 25, 1956, quoted in
Cockett (1995, 131): “[I]t is imperative we should give no indication in our literature
that we are working to educate the Public along certain lines which might be inter-
preted as having political bias. . . . it might enable our enemies to question the chari-
tableness of our motives.”

22. Some important examples are the Heritage Foundation (USA), the Manhattan
Institute (USA), the Fraser Institute (Canada), Stiftung Marktwirtschaft (Germany),
and Center for a New Europe (Brussels). There are even specialized neoliberal think
tanks devoted to science policy, such as the George Marshall Institute, the Annapolis
Center, and the Ethics and Public Policy Center; note the anodyne names, hiding the
political orientation.

23. See, for instance, the books by Stefancic and Delgado (1996); Sklair (2001);
Ong (2006); and Saad-Filho and Johnston (2005). The necessity of distinguishing the
building of a thought collective devoted to politics from a conspiracy theory is one
major theme of this volume.

24. Some recent attempts to transcend the “echo chamber” account of neoliberal-
ism are Phillips-Fein (2006); Nace (2003); Klein (2007); and Nik-Khah (2008).

25. Insistence on this point has been one of the great strengths of the Foucault-
inspired tradition of analysis of neoliberalism, an argument made with great effect by
Donzelot (2008).

26. “Despite the waste of . . . possibly one billion dollars in endowing chairs of free
enterprise, we have been winning in economics for some time now. We have also done
well in law, philosophy and political science. . . . History, moral philosophy and liter-
ature are a different matter” (Blundell 2003, 44).

27. See Burchell, Gordon, and Miller (1991); Barry, Osborne, and Rose (1996); and
Lemke (2001). Hayek’s constructivist struggles with scientism and naturalism are dis-
cussed further in Mirowski (2007).

28. This is discussed in greater detail in Caldwell (2004) and Mirowski (2002,
2007, 2008).

29. This is further discussed in Mirowski (forthcoming a). See also McKinnon
(2005) and Castree (2008).

30. “Neoliberals tend to perceive democracy as desirable only insofar as democratic
institutions encourage the development of the economic system they advocate”
(Thorsen and Lie 2006, 20). See also Backhouse (2005) and Waligorski (1990). We
elaborate on this tension in the next section.

31. On the modern trend toward privatized military functions, see Singer (2003) and
Scahill (2007). The constant bewailing of the size of government as a win-win situation
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for neoliberals: they complain about recent growth of government, which they have
themselves fostered, use the outrage they fan to “privatize” more functions, which only
leads to more spending and a more intrusive infrastructure of government operations.

32. In this regard, the nominally left-liberal tradition of social choice theory (Ken-
neth Arrow, Amartya Sen, John Rawls) by this criterion is just as neoliberal as the
right-wing tradition of the public choice theory of Buchanan and Tullock and the Vir-
ginia School. See Amadae (2003) and Arnsperger (2007).

33. On negative rather than positive definitions of freedom, see Berlin [1958](1969)
and Smith (1998). Even Berlin, not often considered a supporter of neoliberals, sug-
gests that positive freedom leads inexorably to totalitarian systems. The neoliberal
subject is not supposed to be free to meditate on the nature and limits of her own
freedom—that is, the dreaded relativism that neoliberals uniformly denounce. On the
neoliberal technologies of government of the self, see Rose (1999); Mirowski (2002);
and Arnsperger (2007).

34. See Kiristol, “Socialism, Capitalism, Nihilism,” LAMP, Montreux meeting
1972: “And what if the ‘self” that is ‘realized” under the conditions of liberal capitalism
is a self that despises liberal capitalism, and uses its liberty to subvert and abolish a free
society? To this question, Hayek—like Friedman—has no answer.”

35. See Helleiner (1994) and Thirkell-White (in Robison 2006).

36. On the ill-fated DARPA “Policy Analysis Market” project, see www.sfgate
.com/cgi-bin/article.cgi?file=/c/a/2003/07/29/MN126930.DTL 2006; and Justin Wolfers
and Eric Zitzowitz, “Prediction Markets in Theory and Practice,” www.dartmouth.edu/
~ericz/palgrave.pdf (accessed October 22, 2008).

37. This happened even though Hayek himself opposed strengthened intellectual
property at various points in his career, and further, did not think all knowledge could
be comprehensively articulated.

38. See, for instance, Long (2000); Linker (2006); Diamond (1995); and Eecke (1982).
Hayek tipped his hand on his own approach: “Does liberalism presuppose some set of
values which are commonly accepted as faith and in themselves not capable of rational
demonstration?” [MPS archives, 1947 meeting] It seems clear from his later writings that
he believed this was true about belief in the superiority of market organization itself.

39. James Buchanan, “Man and the State,” MPS Presidential talk, August 31, 1986,
2, 11. LAMP, 1986 San Vincenzo, Italy, meeting records.

40. Hayek to Arthur Seldon, May 13, 1985, quoted in Hennecke (2000, 316).

41. Interestingly, here is where Hayek rejected the maximization of utility as the
standard equilibrium concept in neoclassical economic theory. Markets don’t maximize
happiness; rather, “the use of the market mechanism brings more of the dispersed
knowledge of society into play than by any other [method]” (1967, 174).

42. Hayek’s frequent appeals to a “spontaneous order” often masked the fact that
it was neoliberal theorists who were claiming the power to exercise the Schmittian “ex-
ception” (and hence constitute the sovereignty of the state) by defining things such as
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property rights, the extent of the franchise, constitutional provisions that limit citizen
initiatives. As Scheuerman (1999, 216) writes about the comparison to Hayek, “For
Carl Schmitt, the real question is who intervenes, and whose interests are to be served
by intervention.”

43. Milton Friedman, in an interview transcript posted at www.thecorporation.com/
media/Friedman.pdf (accessed October 22, 2008).
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