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INTRODUCTION
The End of Laissez-Faire

In the late fall of 1924, John Maynard Keynes strode into the Examina-
tion Schools in Oxford and announced that the political economy of the
civilized world was approaching, as his lecture title boldly proclaimed,
the end of laissez-faire. Although he was only forty-one years old, Keynes
had already accumulated a range of experiences that uniquely traversed
the cloistered world of Oxbridge economists and practical affairs. After
a childhood passed in a household at the center of Cambridge academic
life, he had been elected to a prize fellowship at King’s College at the age
of twenty-five and had been appointed editor of the Economic Journal
less than three years later; his career as a civil servant had taken him
from a junior clerkship at the India Office to a position as the chief repre-
sentative for the Treasury at the peace conference in Versailles. Now he
was turning his attention to the development of a coherent theory of
political economy to supplant the fading doctrines of the preceding cen-
tury.! “We do not dance even yet to a new tune,” he told the attendees.
“But change is in the air.”?

The very idea of laissez-faire, Keynes believed, was a perversion of the
views expressed by its purported advocates. “The phrase laissez-faire is
not to be found in the works of Adam Smith, of Ricardo, or of Malthus,”
he reminded his audience. “Even the idea is not present in a dogmatic
form in any of these authors.” Rather, it represented “what the popularis-
ers and the vulgarisers said.”® Those who sought to relay economic ideas
to the untutored masses deliberately reduced them to abstract tenets that
appealed to those with a limited capacity to understand.* Having ab-
sorbed those shrunken lessons, the public had come to “regard the sim-
plified hypothesis as health, and the further complications as disease.”’
The result was a growing gulf between popular assumption and academic
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Introduction

opinion. Despite the lingering popularity of the idea of laissez-faire and
the widely shared assumption that it was the prevailing view of most
economists, for more than fifty years the world’s leading practitioners of
the profession had applied it only as, in the words of John Elliott
Cairnes, a “handy rule of practice” with “no scientific basis whatever.”®
Keynes provided a sweeping list of the “complications” to the applica-
tion of laissez-faire that most economists accepted and attempted to in-
corporate into their analysis, including “when overhead costs or joint
costs are present,” “when internal economies tend to the aggregation of
production,” “when the time required for adjustments is long,” “when
ignorance prevails over knowledge,” and “when monopolies and combi-
nations interfere with equality in bargaining.”” Such a list implicitly en-
compassed vast segments of the free-enterprise economy. In other words,
laissez-faire was dead, and only the public had yet to know.

Keynes identified several reasons for the continued prevalence of
laissez-faire despite what he perceived to be its intellectual bankruptcy.
Foremost, its primary alternatives in the ideological arena—protectionism
and Marxism—had “obvious scientific deficiencies” that made them easy
for the advocates of laissez-faire to dismantle in a convincing fashion. He
spared no sympathy for Marxism in particular, marveling at “how a doc-
trine so illogical and so dull can have exercised so powerful and enduring
an influence over the minds of men, and, through them, the events of his-
tory.”® Economists struggled to overcome a public prejudice in favor of
laissez-faire through arguments that were either sophisticated or facile.
Those who sought to advocate for a market system tempered by intricate
restraints found themselves, because of the complexity of their views, at
a decided rhetorical disadvantage. And if opinion devolved, as it often
did, into a competition among abstract generalities, the concept of an
unadulterated laissez-faire was easier to accept than its equally simple-
minded alternatives. Finally, a presumption in favor of unhindered mar-
kets maintained a close “conformity with the needs and wishes of the
business world of the day.”® Advocates of laissez-faire had wealthy and
influential benefactors who could always ensure it a prominent hearing
in the venues of political power.

Keynes was confident that despite all its inherent advantages, the domi-
nance of laissez-faire in the public sphere was gradually drawing to a
close. His certainty in this regard was attributable, in part, to his famous
faith in the capacity of economic ideas to filter down, over time, to the
practice of everyday life. Sooner or later, he believed, the near unanimity
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of economists’ critiques of laissez-faire would manifest itself in the as-
sumptions shared by the public at large. Perhaps more important, the in-
stitutional structure of business was working to mitigate the preeminence
of the profit motive. The disassociation between ownership and manage-
ment in modern organizations inspired, in Keynes’s view, a diminishing
emphasis on dividends. Managers weighed improvements in the bottom
line against the potential disapprobation of their customers or a broader
public and increasingly prioritized the latter. Businesses “are, as time goes
on, socialising themselves,” Keynes concluded. “The battle of Socialism
against unlimited private profit is being won in detail hour by hour°
The weight of economic opinion and institutional practice were converg-
ing to overturn economic assumptions that had lasted long past their due.
To argue against laissez-faire was to assault a “lethargic monster” that, in
Keynes’s terms, had “ruled over us rather by hereditary right than by per-
sonal merit.”!! He did not doubt that it would be slain.

Keynes did not live to develop a comprehensive statement of his politi-
cal views. Although “The End of Laissez-Faire” made gestures toward the
elaboration of an emerging social philosophy, it was, as his preeminent
biographer has noted, far too abbreviated and incomplete to be treated as
a Keynesian manifesto.'? A figure of his significance could little be ex-
pected to explain and justify his worldview during a university lecture
that was comfortably endured in a single sitting. Nevertheless, it provides
as good an introduction as any other to his advocacy of a market system
saved from its worst excesses. Keynes articulated an understanding of
capitalism as a mode of social organization that demonstrated both irre-
placeable merits and undeniable flaws. “For my part,” he told his audi-
ence, “I think that Capitalism, wisely managed, can probably be made
more efficient for attaining economic ends than any alternative system
yet in sight, but that in itself it is in many ways extremely objection-
able.”!3 He envisioned a public sector that would engage in limited but
forceful interventions to ameliorate the problems that were engendered
when individuals were left to act alone. “The important thing for Gov-
ernment is not to do things which individuals are doing already, and to
do them a little better or a little worse,” he explained, “but to do those
things which at present are not done at all.”'* Such interventions would
help mitigate the failures of the market without doing violence to its
essential underpinnings. His proposed modifications, he asserted, were
in no way “seriously incompatible with what seems to me to be the es-
sential characteristic of Capitalism, namely the dependence upon an
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intense appeal to the money-making and money-loving instincts of in-
dividuals as the main motive force of the economic machine.”!* The end
of laissez-faire did not signify to Keynes the end of marketplace life. It
was, he believed, a mode of preservation through restraint.

Keynes’s lecture stands as both a prescient forecast and a founding
document of an era when a conviction that markets required extensive
oversight was broadly shared. Even at the height of the 1920s, the reviews
that Keynes’s lecture received within the economics profession expressed
dissatisfaction with the generosity with which he treated laissez-faire.
After the onset of the Great Depression at the decade’s end, the remain-
ing popular support for free markets rapidly dissipated. Governments
enacted a range of policies—from the adoption of new tariffs to the
abandonment of the gold standard and the implementation of extensive
social programs—that, in Eric Hobsbawm’s sweeping terms, “destroyed
economic liberalism for half a century.”!” The prestige of the economics
profession, which had conspicuously failed to predict the onset of the
crisis, plummeted from the highs of the preceding decade to an unprece-
dented low.!® Even the economists who are now remembered as the
Depression years’ most committed allies of free markets eventually be-
came convinced that the era of their feasibility had passed. The letters of
the University of Chicago economist Frank Knight are a testament to
the depths to which laissez-faire had fallen. “We cannot go back to lais-
sez faire in economics even in this country,” he wrote to a colleague in
the summer of 1933. “Now it seems to me inevitable that we must go
over to a controlled system,” he wrote later that year, adding that his
only question was “whether any sort of liberty, especially freedom of
consumption and intellectual freedom, can be maintained to a signifi-
cant extent.”"” The 1930s were an era when even many of the economics
profession’s most strident advocates of marketplace freedoms accepted
that they would need to be curtailed to a substantial degree.

The predictions in “The End of Laissez-Faire,” for all their manifest
foresight, went unfulfilled in one crucial respect. Keynes was right that
the public acceptance of laissez-faire was on the cusp of a precipitous
decline, but he was wrong to assume that the change would be perma-
nent. Advocacy of free markets entered a period of reconsideration and
retrenchment during the Great Depression, but it by no means arrived at
an “end.” Instead, the story of the half century after the onset of eco-
nomic crisis is in part one of its triumphant return. By the 1980s debates
in the Anglo-American public sphere were permeated with the assump-
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tion that the workings of the free market should be protected from gov-
ernmental attempts to intervene. Recipients of the economics profes-
sion’s highest honors were calling for a comprehensive rollback of the
public sector, a thriving community of generously funded policy insti-
tutes had formed in support of free-market ideas, and a host of journals,
magazines, and newspapers had embraced identities as public prosely-
tizers for laissez-faire. The president of the United States and the prime
minister of the United Kingdom perceived themselves as stalwart allies
of the free market and cited its preeminent philosophers in justification
of their political ideals.?’ Keynesianism, rather than laissez-faire, had
come to seem a relic of a rapidly receding economic world.

The events that precipitated this evolution in popular assumptions
about political economy are only beginning to be understood. Their nar-
rative relies, ironically, on precisely the relationship between ideas and
political change that Keynes cited as a rationale for his confidence that
laissez-faire was on the wane. The shift in popular approaches to the mar-
ket occurred on many levels, and many actors and institutions played
constitutive roles, but it could not have occurred without the committed
efforts of a transnational community of ideas. Much as Keynes worked,
with manifest success, to develop and disseminate an understanding of
advantageous ways in which the public sector could intervene, a network
of philosophers, economists, journalists, and private foundations across
the Atlantic world coalesced with the common goal of reversing the
growth of government and rebuilding public support for free-market
ideas. As distant colleagues they had weathered depression and war; in
future years they would experience perceptions of public irrelevance, im-
pediments to academic advancement, countless political defeats, and,
eventually, an extraordinarily rapid institutional and ideological ascent. In
the process they sought to construct a new philosophy of the free market
and remained resolutely convinced of the capacity of their abstract
discussions—over time and with the aid of external events—to transform
the practice of popular politics. This is the story of the community they
built, the ideas they advocated, and the enduring legacy of their attempt to
reconstitute the theory and practice of capitalism.

Despite the central role market advocates have played in American poli-
tics during the past three decades, the narrative of their return to promi-
nence has proved difficult to unravel. For many years observers struggled
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to explain how and why the celebration of markets and the condemna-
tion of planning regained a hold on the popular imagination after an
extended period of dormancy.?! They expressed confusion at the popu-
list embrace of economic policies that seem to redound to the disadvan-
tage of the poor.?? And they saw little coherence in a political coalition
that urged the preservation of social traditions while supporting a free-
market system that often served, with ruthless efficiency, to undermine
them.?? The most influential explanations of these phenomena long em-
phasized social factors that lurked beneath the abstract language of po-
litical and economic ideals, including anxieties over declining status in a
fast-changing cultural and technological environment and a desire to
create a color-blind language capable of preserving racial privileges that
seemed in danger of falling away.>* But in the absence of a convincing
account of the development of conservative ideas, it will remain difficult
to understand the contours of a movement that has exerted broad influ-
ence over the structure of public debate.

Few would contest that the conservative movement was inflected by
social and racial anxieties, supported by many who were unlikely to ben-
efit from its economic proposals, and characterized by the simultaneous
advocacy of contradictory views. These interpretive models, however,
shroud important aspects of the movement behind an analytic veil. A so-
cial philosophy is rarely comprehended by reducing its arguments to so-
cial or material interests, or by distilling its tenets into rigidly formalized
schemes. The homo economicus is useful only as a formal abstraction,
and few of us would withstand an interpretive procedure that ceased with
the judgment that there were points of apparent conflict among aspects of
our stated worldview. Our experience of the social environment is relent-
lessly complex, and our political perspectives are formed through a dy-
namic and ever-changing interaction among abstract idealism, purposive
strategy, emotive inclination, and intuitive response. They are provisional
responses to an always-incomprehensible world. Understanding why indi-
viduals believe what they do and evaluating the comparative validity of
their beliefs require a mode of analysis that acknowledges the entangled
nature of the problems it attempts to address.

In recent years serious critical studies have emerged on several of the
conservative intellectual movement’s most challenging and influential
figures, including Leo Strauss, Friedrich Hayek, Whittaker Chambers,
and Ayn Rand.?® Research into the development of conservatism at the
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grassroots level has yielded an earnest and sustained attempt to under-
stand its subjects” worldviews.?® New interpretations have clarified the
social and cultural origins of the potent combination of free-market ad-
vocacy and evangelical Christianity.?” And a proliferating literature has
commenced the formidable task of chronicling the institutional structures
that helped foster and propagate conservatism in the public sphere. This
emerging research has begun to unravel the complex points of intersec-
tion that developed during the twentieth century among businesspeople,
financial institutions, political associations, and free-market advocates.?®
It has illuminated the relationship between the Cold War, the Rand Cor-
poration, and the rise of rational-choice theory in contemporary policy
discourse.?’ It has identified the institutional levers that conservatives
maneuvered to transform the practice of the legal profession.>® And it
has helped clarify the essential role played by the popular proselytizers
in the expansive orbit of the National Review.>' Cumulatively, these con-
tributions represent a paradigm shift in the way the history of conserva-
tism is written. Ideas and intellectuals are now broadly acknowledged to
have played a constitutive role in the conservative turn, and advocacy
organizations have been assimilated as essential components of its insti-
gation of political change.*

This book provides both a contribution to this developing literature
and an implicit revision. It takes the detailed analysis of conservative
ideas out of the realm of intellectual biography, where it has largely re-
mained, and situates the major figures in dialogue with one another. By
focusing on networks and processes of intellectual exchange, it devotes
substantial attention to institutional context without inferring that the
environment exerts hegemonic force over the generation and propaga-
tion of ideas. And it abandons the close observance of national bound-
aries that has continued to define the parameters of research into the
origins of the conservative movement. The result is a narrative that ex-
amines how its central figures developed, explained, and justified their
beliefs; how they alternately influenced and opposed one another’s opin-
ions; how they navigated the perilous relationship between politics and
philosophy; and how, over time, their assumptions and arguments dis-
creetly but decisively transformed. It approaches ideas neither as ab-
stractions that unfold in a realm wholly distinct from politics nor as
mere tools that are invoked to engender a desired change. The leading
figures of the conservative intellectual world engaged, like most of us, in
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quiet and at times unreflective acts of navigation across the porous
boundary between the two.

As Keynes concluded “The End of Laissez-Faire,” he reminded his audi-
ence that discussions of abstract economic theory often serve as proxies
for debates over the kind of world in which we want to live. The problems
of economics cannot easily be severed from the problems of philosophy.
The “fiercest contests and the most deeply felt divisions of opinion,” he
predicted, “are likely to be waged in the coming years not round technical
questions, where the arguments on either side are mainly economic, but
round those which, for want of better words, may be called psychological
or, perhaps, moral.”?3 Debates over economic policy occur on two levels:
they encompass considerations of both how to achieve specified ends with
maximum efficiency and what the ends themselves should be. Advocates
of a particular approach to political economy rarely achieve much trac-
tion in the political arena without devoting close attention and rhetorical
emphasis to the latter. Endeavors to transform economic policy almost
invariably demand the capacity to reframe the meaning that members of
a community derive from, and ascribe to, their world.

In the midst of the Great Depression, market advocates were acutely
aware that the social philosophy of the free market inspired little support
within either academic institutions or popular politics. They sought to
overcome their isolation by establishing networks of sympathizers who
could work in conjunction to reexamine the philosophical foundations
of their ideas and reconstruct the public presentation of their arguments.
Over time they formalized these connections, developing recurrent ven-
ues for the interchange of ideas, institutional organs for the dissemina-
tion of policy positions, and funding bodies for the provision of financial
support. Many of these new organizational forms emerged out of the
membership of the Mont Pélerin Society, a group founded by Friedrich
Hayek in 1947 to provide an international gathering place for leading
philosophers, economists, journalists, politicians, and philanthropists
who supported the market mechanism.** Although this society has re-
ceived only limited attention from scholars, it has long been cited as a
progenitor of the social philosophy that has become known as “neoliber-
alism” and as a point of origin for the elaborate network of policy insti-
tutes that inspired and advised the resurgent Anglo-American conserva-
tive leadership of the late twentieth century.’s Its members played a
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decisive role in the construction of the contemporary market-centered
world.

An exploration of the rhetoric of the society’s members in its early
years reveals a movement far less doctrinaire than the conventional nar-
rative would indicate. What emerges is a growing awareness of a set of
complex tensions confronted by market advocates in the postwar era.
Early members of the society desired to establish philosophical founda-
tions for marketplace freedoms but expressed deep skepticism toward
the intolerance and irrationality of unsubstantiated political absolutes.
They sought to reach out to the religious believers and the economically
disadvantaged individuals whom they believed nineteenth-century mar-
ket advocates had mistakenly eschewed but demonstrated hostility to-
ward theological dogmatism and the redistributive state. They glorified
the achievements of capitalism but at times expressed dismay at its cul-
tural and moral effects. They valorized liberty but maintained the vital
need for collective moral traditions. They defended capitalism as a the-
ory of individual choice but expressed deep suspicion of the implica-
tions of political democracy. Their similarities accentuated, rather than
elided, the points of difference that drove them apart.

As a result of the retrenchment that accompanied the onset of the
Depression and persisted through World War II, all the assumptions that
this community ostensibly shared were subject to reconsideration. The
financial crisis and subsequent political instability left them broadly
convinced of the need for a social philosophy that transcended the ab-
stract dictates of laissez-faire: they agreed that if capitalism was going to
be saved from the pressures that were continuously eroding its founda-
tions, its core assumptions would need to be rebuilt. But they disagreed
sharply and continuously when the conversation turned to identifying
those aspects of the capitalist order that were sacred and those that
could be revised, or those morals that might be coded as absolute and
the mechanisms of enforcement that would make them so. The postwar
conservative intellectual world, with all its points of implicit unanimity
and internecine discord, developed out of this atmosphere of uncer-
tainty. That these problems were posed by cosmopolitan intellectuals
from around the Atlantic world, engaging together in earnest inquiry
into the philosophical foundations of their social order, complicates the
common assumption that the conservative project was parochial in its
origins and strategic in its intent. It was the product of a collapsed rather
than a rigidified worldview.
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The state of uncertainty that characterized market advocacy in the
1930s and 1940s was evident in, and to some extent precipitated by, an
inability to build consensus about conceptual apparatuses that many
saw as ambiguous or obsolete. “Terms like ‘liberalism’ or ‘democracy,
‘capitalism’ or ‘socialism,” today no longer stand for coherent systems of
ideas,” Hayek observed shortly after the conclusion of World War II. He
saw them instead as “aggregations of quite heterogeneous principles and
facts” that had become linked to certain words by means of a “historical
accident.”3® Today we continually resort to anachronism when we rely
on labels of this kind. As will become apparent, in the interwar and early
postwar years “neoliberalism” held a valence, on the rare occasions
when the term was employed, that diverged significantly from that as-
sociated with it today.?” The word “libertarian” was unfamiliar to most
members of the society and was only infrequently used. The society’s
members were almost unanimous in their rejection of “conservatism,”
which they associated with the preservation of a status quo that they
sought to overcome. “Traditionalism” and “neoconservatism” were to
emerge as political signifiers only in an unforeseeable future. Occasional
attempts to rehabilitate the concept of “Whiggism” were impaired by its
archaic undertones. And the word “liberal”—otherwise a favorite—
had been irrevocably altered by its increasing association with a pro-
gressive worldview. It is sometimes possible to use these terms without
distorting their contemporary valences: most of the early members of
the Mont Pélerin Society believed that they were reconsidering the foun-
dations of liberalism in order to prevent its further decline, and free-
market economists became active participants in a world of conservative
publications, policy makers, and advocacy groups in the postwar United
States.®® But these gestures at classification should not obscure the sense
of unease, uncertainty, and discord that structured these communities
and their vocabularies of dissent. We cannot rely on static renditions of
the philosophies of the present if we wish to understand the dynamics
of an earlier time.

The more strident market advocacy of recent years emerged only after
an extended period of contestation and debate. Over time the economic
and political crises of the 1930s receded, academic disciplines grew
increasingly specialized, and free-market economists found new champi-
ons in print media and popular politics. Attempts to reinvent the phi-
losophy of liberalism and move beyond the static dictates of laissez-faire
lost the sense of urgency that had impelled them in earlier years. A
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younger generation of economists came of age, oriented toward the
mathematical language of postwar economics and responsive to the po-
litical debates of the Cold War public sphere.?® By the early 1960s Milton
Friedman had emerged as the central figure of this new cohort, reframing
a number of problems central to the economics profession and expound-
ing the virtues of the market to a popular audience in unconditional
terms. The dissemination of his ideas was made possible by the presence
of audiences more receptive to free markets, and institutions better
equipped to advocate for them, than had been available at the outset of
his career. He took advantage of these opportunities to abandon the
equivocations of his predecessors and imbue the rhetoric of market advo-
cacy with a renewed sense of certainty. Capitalism, he argued, was an en-
gine of prosperity that rewarded merit and produced superior outcomes
in all but the rarest cases, and the many ills of modern life were products
of misguided constraints on its workings rather than demonstrations of
its flaws. Friedman’s confident language signaled that the moral quanda-
ries and programmatic ambiguities of an earlier generation had been left
behind, and a great persuasion had begun.

The narrative of the Mont Pélerin Society is one of interrelated failure
and success. Its members established for themselves an extraordinarily
ambitious philosophical program that they proved unable to achieve.
What began in a grand gesture of unity soon broke apart into factions
with differences that its internal dialogues served to exacerbate rather
than resolve. At the same time, the society’s attempt to rehabilitate free
markets in the public sphere yielded, in part through the concerted ac-
tions of its members, spectacular results. Together, they helped precipi-
tate a global policy transformation with implications that will continue
to reverberate for decades to come. To chart the transmission of ideas
across generations and into politics is necessarily to find patterns of dis-
tortion, and the intersection of these dual narratives of decline and as-
cent inspired a sense of conflict among those who were present at the
society’s creation. As they grew older, many of its founders came to view
the emboldened market advocacy of its later members as a violation of
its original ideals. They looked with mingled admiration and disappro-
bation at the world that Milton Friedman had wrought. The story of the
Mont Pelerin Society is sometimes cited as an exemplar of that rare
phenomenon: a group of intellectuals who managed to have a palpable
impact on the politics of their time. It is told less often as a parable of
the perils, in the exercise of ideological influence, of success.
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MARKET ADVOCACY IN A TIME OF CRISIS

In the spring of 1933, nearly a decade after Keynes had proclaimed the
end of laissez-faire, Friedrich Hayek ascended to the podium for his in-
augural lecture at the London School of Economics (LSE). His subject,
like Keynes’s, was the shift away from classical economics, but in all
other respects the circumstances of his presentation markedly differed.
In the intervening years the world had descended into a state of severe
depression, casting the established paradigms of the economics profes-
sion’s leading figures into doubt even as they assumed increasing
prominence in the public sphere. In contrast to Keynes’s genteel Ox-
ford environs, Hayek’s audience consisted of members of an institution
that was not yet four decades old, still populated largely by occasional
students, and bordering a slum.! Hayek himself was seventeen years
Keynes’s junior and little known outside small circles of social scientists
in England and his native Austria. His speech was distinguished by a
thick Viennese accent that many in his audience struggled to follow.?
And although Hayek agreed with Keynes that the social philosophy of
the free market was in eclipse, the purpose of his remarks was to lament
rather than to celebrate its decline.

Among Hayek’s audience were a number of economists who sympa-
thized with his views, including Edwin Cannan, an aging conservative
who had shaped the department at the LSE largely in his image, and Li-
onel Robbins, Cannan’s young protégé, who had invited Hayek on the
visit that led to an offer of a professorship. Surveying the crowd, Hayek
was quick to acknowledge that support for the workings of the free
market was not uncommon within the economics profession. The prob-
lem, he said, was that their ideas had demonstrated no capacity to influ-
ence a broader public. He saw little difference between planning and

12
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socialism, and few public officials appeared willing to question the mer-
its of planning. “In this sense,” he sadly concluded, “there are, of course,
very few people left to-day who are not socialists.” Popular opposition
led the dissenting economist to feel “hopelessly out of tune with his
time, giving unpractical advice to which the public is not disposed to
listen and having no influence upon contemporary events.”3 He believed
that his colleagues possessed scientific knowledge with obvious rele-
vance to the world situation but lacked opportunities to bridge the di-
vide between theory and practice.

Hayek was in the early stages of a career in which he would often feel
that his views ran against the tenor of the times, but at no other period
was the contrast as stark as in the early 1930s. As governments adopted
increasingly radical approaches to an extraordinary economic crisis, aca-
demic opponents of government intervention felt ever more marginalized.
Around the Atlantic world they clustered in academic environments that
prided themselves on fostering opinions that challenged the mainstream,
including Hayek’s own London School of Economics, the University of
Chicago, and the Institute for International Studies in Geneva. The lead-
ing economists in each of these institutions expressed despair at the tra-
jectory of public opinion. Even before Hayek’s arrival in London, Lionel
Robbins had decided that economic reasoning would never be grasped
by a broader public. “The hope that Economics will ever become some-
thing which the layman can comprehend without training,” he asserted
in 1930, “is doomed for ever to frustration.”* In Chicago, Frank Knight
had entered into a depression that lasted for much of the decade, precipi-
tated in part by a sense that failures of public deliberation had rendered
democracy an unsustainable form of government. By 1934 he believed
that there likely remained “a decade or two at the most before we see the
end of anything like freedom of inquiry in the United States and all the
rest of the liberal European world where it has not already been sunk.”’
Prior to his arrival in Geneva, the displaced German sociologist and
economist Wilhelm Ropke had concluded that the time had come to
“recognise that the case of Liberalism and Capitalism is lost strategically
even where it is still undefeated tactically.”® Economists who supported
the free-enterprise system perceived themselves to be the final defenders
of a social philosophy that was in the midst of passing away.

Although these lamentations at times drifted into an apocalyptic excess,
their grim tone was not unjustified. This was a period of extraordinary
isolation for academic opponents of government intervention. Popular

13
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magazines and newspapers were quick to dismiss their views as the
prattle of outmoded cranks. Conservative political parties, confronting
the specters of communism and fascism in the international environ-
ment even as they struggled to cope with economic crises at home, no
longer provided reliable havens for economic orthodoxy. Established in-
dustries, eager to maintain protective tariffs and negotiate monopoly
advantages with regulatory bodies, remained untrustworthy allies at
best.” And despite Hayek’s words to the contrary, even within the eco-
nomics profession market advocates were increasingly disregarded.
Among American social scientists the left-leaning historicism of institu-
tionalist economics remained a powerful force, and in England Keynes
had become the preeminent economist in both the academic world and
the public imagination.® Soon after the publication of The General
Theory of Employment, Interest, and Money in 1936, Keynesianism had
permeated economics departments on both sides of the Atlantic. Econo-
mists in London and Chicago found ever fewer allies within both the
profession and the public.

In the Anglo-American world since the onset of the Industrial Revolu-
tion, the marginalization of market advocates during the early and
middle years of the 1930s remains a singular event. This can be attrib-
uted in part to the loss of trust in markets that tends to accompany the
onset of severe financial crisis. But while events seem to shape the hori-
zons of a discursive world, their hold on the ideological life of a com-
munity is not complete. However dismayed economists may feel at the
level of public debate, their ideas, arguments, and assumptions all help
frame its content and structure. This influence is most palpable in peri-
ods of uncertainty, when settled assumptions can suddenly become ob-
jects of debate within a broadened public sphere. Hayek’s frustrations
can be attributed in part to the tenor of the times and in part to the
rhetorical force of the message that he and his colleagues conveyed.

Although the market advocates at the LSE and the University of Chi-
cago shared a skepticism about the accelerating government interven-
tions of the time, their opinions were rarely united and often opposed.
In London, Lionel Robbins and Friedrich Hayek initially espoused an
extraordinarily constrained vision of the government’s ability to redress
the economic crisis. Blaming the downturn primarily on a business cycle
that had become overstimulated by government interference, they ar-
gued that further interventions would only repeat the same disastrous
pattern. Although their views developed pockets of influence, by the
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mid-1930s their council of quietism was increasingly ignored by a pub-
lic and a profession that were eager to find positive solutions to a seem-
ingly intractable crisis. In Chicago, Frank Knight, Jacob Viner, and Henry
Simons developed a more moderate response to the events of the time.
All three were quick to denounce the excesses of laissez-faire, and they
varyingly embraced the prospect of public works projects, progressive
taxation, social insurance, and vigorous antitrust policies. This brought
them much closer to the profession’s mainstream than their colleagues
in London, but made it difficult for others to associate them with any
ascertainable doctrine or plan. Considered in conjunction, the econo-
mists in London and Chicago reveal a world of market advocacy that
was very much in disarray. Some corners held firm to reactionary ex-
tremes that few were willing to follow; others much more readily made
concessions but proved incapable of articulating a coherent opposi-
tional worldview.

The leading figures on both shores remained reluctant to endanger their
scientific authority by wading into venues of popular debate, and instead
sought to leverage their influence primarily among their colleagues in the
profession. They also shared no institution in which they could discuss
their ideas, develop new rhetorical strategies, establish networks of com-
munication, or assist younger colleagues who were sympathetic to their
views. Instead, they pursued their ideas in discrete universities in separate
countries, connected only by the lectures or personal friendships that oc-
casionally inspired them to make the slow journey across the Atlantic. In
some cases they devoted as much energy to attacking one another as they
did to contesting those with whom they more vociferously disagreed.
Their ideas remained fragmented, and they failed to adopt anything re-
sembling a common voice. Businesses demonstrated little interest in
funding the world of ideas, and few in the academic world made any ef-
forts to identify themselves as members of a purposive group.” Without
finding rhetorical traction among themselves or significant sources of in-
stitutional support, they had little capacity to influence a public that was
already being courted by ideological communities that were better orga-
nized and shared a more cohesive point of view.

Hayek was a thoughtful observer of institutional dynamics, and he
came to view the challenges he and his colleagues faced as an opportu-
nity to learn lessons that would prove valuable in future years. In his
inaugural lecture in 1933, he was already tempering his pessimistic
views on contemporary politics with optimistic pronouncements about
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long-term processes of ideological change. Public opinion, he informed
his audience, “can clearly be traced to the economists of a generation or
so ago. So the fact is, not that the teaching of the economist has no influ-
ence at all; on the contrary, it may be very powerful.” His colleagues
simply needed to remember that “it takes a long time to make its influ-
ence felt.”!” The problems that they identified during a challenging de-
cade would help them shape the structure of market advocacy in the
years that followed. Frustrated by their persistent fragmentation and
isolation, they began to work together in the late 1930s to construct
organizations in which they could develop and propagate their ideas. In
the process, they turned their attention to the problems that continued
to divide them: the foundations of their social-scientific methodology,
the relationship between their economic analyses and their social phi-
losophy, the degree and structure of those forms of government inter-
vention that they might find acceptable, and the rhetorical strategies
that would best enable them to persuade others to adopt their world-
views. Their activities helped frame the public life of ideas in the final
decades of the twentieth century, as growing segments of the population
came to believe that markets provided a constitutive freedom and that
attempts to intervene in their dictates and adjudications were almost
invariably misguided. The extraordinary successes of market advocates
in the decades since the Great Depression were made possible, in part,
by the failures they experienced in its early years.

During the early 1930s the London School of Economics became widely
known as a center for economists who believed that the government
could not contribute to the resolution of the ongoing crisis. Even as
leading conservative economists across the Atlantic world advocated for
public works and other emergency measures, Lionel Robbins and his
colleagues dwelled on the dangers of intervention and the absence of
quick solutions. For a brief period they captured the attention of the
profession with their youth, their charisma, and the relative audacity of
their views. The Economics Department at the LSE became a dynamic
center within an increasingly prominent field, and students and faculty
sensed that their discussions held a significance that extended well be-
yond the walls of their seminar rooms. By the end of the decade the
sense of excitement that had permeated their discussions had dissipated.
Some faculty, like Hayek, appeared increasingly irrelevant within a pro-
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fession that had become preoccupied with other concerns; others, like
Robbins, had already begun the process of bringing their views into
closer alignment with the economic mainstream. Although the rapid as-
cent of Hayek and Robbins signified that the foundations of market
advocacy were beginning to shift, their equally abrupt decline suggested
that market advocates would need to reconstruct their message if they
hoped to sustain public support for their ideas.

The LSE’s emergence as an institutional home for a reactionary eco-
nomics struck many observers as a peculiar development. The university
had been founded by members of the Fabian Society less than forty years
before, under the theory that a thorough education in economics and po-
litical science would serve to further the spread of socialism. Its structure
manifested a set of commitments that made the Fabians unusual among
their socialist peers. As George Bernard Shaw wrote in a retrospective on
the group, they were unabashedly elitist, perceiving themselves as “a mi-
nority of cultural snobs and genuinely scientific Socialist tacticians” who
had “no time to spend on the conversion and elementary Socialist educa-
tion of illiterates and political novices.”!! They were committed to a
policy of intellectual openness, believing that their ideas would achieve
“Permeation” if they were shared with unwelcoming audiences rather
than just the converted.'> And they eschewed the language of revolution,
preferring to pursue social change through, in the words of Sidney Webb,
“the inevitability of gradualness.”!® Thus the LSE focused on advanced
training in the social sciences rather than elementary education for work-
ers and the masses; it welcomed a faculty and student body that repre-
sented a broad range of views rather than demanding adherence to a
particular ideological perspective; and it sought to cultivate a capacity
for critical reasoning rather than radical action.

By the early 1930s the Fabians could look back on their commitments
to elitism, openness, and gradualism with some appreciation for their
successes. In his introduction to a 1931 reissue of Fabian Essays, Shaw
noted the “air of amazing advance in our political circumstances.” A
Fabian Socialist served as prime minister, two of the society’s original
essayists were in the House of Lords, and Parliament itself “swarm[ed]
”14 Further, the LSE was flourishing. In the two decades
after 1919, its full-time teaching staff more than quadrupled, and the
percentage of students considered “occasional” had halved."’ Its rapidly
expanding infrastructure earned the school the epithet “the empire on
which the concrete never set.”'® And its students, who represented a

with Fabians.
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broader range of nationalities and more varied economic backgrounds
than their counterparts at Oxford and Cambridge, were widely known
for their socialist leanings.

Much of the school’s dynamism was attributable to its commitment
to open intellectual inquiry and the sometimes heterodox appointments
that institutional mandate inspired. The cost of such a mandate, of
course, was a lack of control over the political opinions of the faculty. At
times this resulted in peculiar ideological discontinuities: the school’s
first director, for example, later went on to serve as a Conservative mem-
ber of Parliament.!” The disparity the Fabians found most vexing, how-
ever, was the reactionary reputation of the school’s growing body of
economists. Beatrice Webb, one of the school’s founders, sprinkled her
diary entries throughout the 1930s with disdainful references to the
theories that had become associated with its economics faculty. Al-
though in personal interactions she found Robbins “good looking” and
“pleasant,” in intellectual matters she found him and his colleagues to
be “dogmatic and theoretical,” “ultra individualist apologists for profit
making Capitalism,” “fanatical individualist economists,” followers of
the “laisser faire of Nassau Senior and Herbert Spencer,” and, quite sim-
ply, “our antithesis at the School.”'® The Fabians’ commitment to ideo-
logical openness led the institution they founded to harbor advocates of
precisely the economic theories that it had been established to overcome.

As is often the case, the intellectual trajectory of the department can be
traced back to a single appointment: the arrival of Edwin Cannan as the
school’s first chair of political economy in 1907. Cannan shared some
important similarities with the founders of the institution, including a
belief that societies should change “slower than oak-trees” rather than
through the “sudden efforts of inspired geniuses.”!” But unlike the Fabi-
ans, his commitment to gradualism emerged from a deeply conservative
sensibility. Cannan attributed his support for the market mechanism to
skepticism about the available alternatives rather than any ardent en-
thusiasm for its workings. “Modern civilization, nearly all civilization, is
based on the principle of making things pleasant for those who please
the market and unpleasant for those who fail to do so,” he observed in
An Economist’s Protest, “and whatever defects this principle may have,
it is better than none.”?® When Cannan had the opportunity to choose
between established practice and an emerging alternative, he almost al-
ways opted for the former. Thus he became one of the most prominent
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academic advocates of the return to the gold standard at its prewar level
in the 1920s, a position that would harm his reputation in later years.?!
He expressed dismay at economists’ increasingly technical methodolo-
gies during the final stages of his career, arguing that his colleagues wor-
shipped abstract figures “like the stone and wooden idols of the more
degraded religions.”?> And he absolutely despised Keynes’s newfangled
theories, calling him the “second most mischievous pseudo-economist,
Marx being the first and the rest nowhere.”?3

Cannan did not have the conventional attributes of an institution
builder. Throughout his tenure at the LSE he maintained only a part-time
affiliation, commuting to his teaching engagements from a residence in
Oxford. His mastery of the discipline did not extend to readings far be-
yond the shores of England, and even his most devoted disciples were
quick to acknowledge his distinctly parochial sensibility.>* His teaching
focused on the critical analysis of his predecessors’ doctrines rather than
the elaboration and propagation of his own.?® He was also, as Lionel
Robbins recalled, “a poor lecturer, apt to mumble into his beard or, when
he spoke up, not necessarily in full control of the tonality of his voice.”
Putting it gently, Robbins concluded that Cannan “made no concessions
to the convenience of his hearers.”?® This assessment was not his alone.
T. E. Gregory recalled Cannan’s “very difficult delivery” and his “habit of
looking over our heads into a distant corner of the room, so that much of
what he said was altogether missed by us, in both senses of the word.”?”
These qualities served to narrow his range of disciples considerably and
to lead his public influence to pale in comparison with that of Keynes, his
younger and more dynamic counterpart in Cambridge. Nevertheless,
Cannan was the most prominent remaining defender of economic ortho-
doxy in England, and to a small cadre of students his contrarian sensibil-
ity lent him a certain charisma. Lionel Robbins recalled, “At L.S.E. and
within its sphere of contacts, his ascendancy was paramount. We revered
him. We hung on his words. We conned over his every piece of writing.
He represented for us archetypal mature wisdom in his subject.”?® Over
time, as his students ascended to teaching posts of their own, the LSE’s
Economics Department became known for offering conservative alterna-
tives to the more progressive proposals emanating from Cambridge.?’
Long after the profession had left Cannan behind, scholars would iden-
tify the market advocacy associated with the economists at the LSE as an
outgrowth of his singular personality.3°
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But if Cannan’s appointment helps explain how the LSE fell into its
unlikely role as an institutional home for conservative economics, it
does not account for the extremity of its leading professors’ views in the
early 1930s. Although Lionel Robbins had been converted from guild
socialism to market advocacy in part by Cannan’s teachings, his views
departed from those of his mentor in a number of significant ways. Most
important, he read German easily and extensively and familiarized him-
self with a broad international literature that remained largely obscure
to his predecessor. While Cannan had struggled to register his dissatis-
factions with Marshallian economics in terms derived from other British
economists, Robbins discovered an alternative intellectual tradition in
Austria that directly addressed many of his concerns. As his colleagues
at the LSE observed, Robbins was not a particularly innovative thinker;
his great skill lay in his capacity to aggregate and synthesize the schol-
arly achievements of others.>! In a discipline that remained distinctly
insular, however, he achieved significant originality by elaborating on the
insights of foreign sources that his colleagues found largely obscure.3?
While Cannan’s distinctly British sensibility had cultivated an environ-
ment at the LSE that was friendly to conservatism, the ideas that defined
its leading professors’ views in the early years of the Great Depression
were imported from abroad.

The Austrian tradition that Robbins uncovered had been established
by Carl Menger, one of the three developers of marginal-utility theory,
in the middle years of the nineteenth century. It was characterized, in
part, by a commitment to theoretical abstraction. Menger had clarified
his methodological views during a bitter dispute, which became known
as the Methodenstreit, with the German economist Gustav von Schmoller.
Schmoller argued that economists should devote the majority of their
attention to the accumulation of vast sets of data, from which they
would eventually use induction to arrive at their analysis. Menger did
not deny the benefits of historical information or inductive reasoning,
but he believed that economic theory emerged primarily through deduc-
tions from first principles. And while Schmoller used his accumulated
data to advocate for reform, Menger’s respect for the organic logic of
the market led him to express suspicions of plans to bring about rapid
or dramatic social change.?* Although Menger was no ideologue, his
elaboration of the abstract workings of the price mechanism implied a
suspicion of excessive interference in its activities, and many of his suc-
cessors became known for their market-oriented sensibilities.
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The most strident market advocate among them was Ludwig von
Mises, an economist for the Vienna Chamber of Commerce who ques-
tioned the capacity of socialism to establish a rational pricing system for
goods. Although Mises acknowledged that work-arounds might be devel-
oped to identify appropriate prices for consumer goods, he argued in an
influential 1920 article that state ownership would render the construc-
tion, or even the simulation, of a competitive market for production
goods impossible. In the absence of such a market, there was no way to
determine how to allocate resources efficiently. “There is only groping in
the dark,” he wrote. “Socialism is the abolition of rational economy.”3*
Mises followed this article with Die Gemeinwirtschaft, a book that pro-
vided a much more extensive economic and cultural critique of the so-
cialist worldview and ignited a debate between socialist and free-market
economists that persisted for decades.?® Robbins read the book within a
year of its publication and shortly thereafter corresponded with Mises
to inquire about the possibility of translating part of it into English.3¢

Robbins’s readings in Austrian economists from Menger to Mises
helped him develop the views that defined his scholarship in the early
1930s. Unlike Cannan, he was passionately committed to abstraction,
arguing in his most famous work that economic analysis proceeded pri-
marily through the deductive rather than the inductive method.?” Aus-
trian capital theory, as expounded by Eugen von Bohm-Bawerk, helped
convince him that government meddling in interest rates had far-reaching
ancillary effects on the business cycle that could do grievous harm to the
economy. And Mises’s critique of socialism and corresponding defense
of the efficiency of the market helped lead him to the conclusion that
attempts to interfere with the price mechanism were almost always mis-
guided. Robbins’s appointment to the LSE faculty in 1929 therefore
represented not merely a perpetuation but a significant extension of the
opposition to Keynes and Cambridge that had characterized the depart-
ment under Cannan’s leadership.

The extent of Robbins’s disagreements with Keynes emerged on a
very public stage soon after he joined the faculty of the LSE. The Labour
government under Ramsay MacDonald convened the Economic Advi-
sory Council in 1930 with the goal of developing policy proposals to
counteract the persistent unemployment that had plagued the British
economy throughout the 1920s. The council quickly realized that it was
confronting a global economic slump of extraordinary proportions, and
Keynes, as a leading member, persuaded MacDonald to allow him to
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establish a separate Committee of Economists to examine the causes of
and potential solutions to the developing crisis. He had just completed A
Treatise on Money, which attributed England’s persistent unemploy-
ment problems in part to an excess of savings over investment, and pro-
posed a program of public works as one remedy.?® Citing the distortions
that wage rigidity was creating within a framework of free trade, Keynes
was also beginning to warm to the idea of a tariff.>* He privately assu-
red MacDonald that the committee would produce a unanimous memo-
randum, and he expected it to conform largely to his views.*’ Robbins
was surprised and honored to receive an invitation to join the new
group. Presumably Keynes wanted it to demonstrate some ideological
diversity and expected that Robbins’s relative youth would make him
somewhat deferential to his more senior colleagues. It did not take long
for Robbins to disabuse Keynes of that notion. Citing an international
literature that was largely unfamiliar to the other members of the com-
mittee, Robbins argued that many of the group’s central assumptions
were ill founded. He encouraged them to solicit the opinions of younger
scholars from other countries, suggesting as one possibility the Austrian
economist Friedrich Hayek, who had recently written an article criticiz-
ing public works proposals in the United States.*! The Austrian capital
theory expounded by Hayek, Robbins believed, would demonstrate that
the slump was caused by an excessive investment in fixed capital pro-
voked by artificially low rates of interest rather than the depressive ef-
fects of an artificially high rate of interest that Keynes had blamed in the
Treatise.** Robbins argued that the government, rather than accepting
wage rigidity as a given and trying to encourage investment, should
promote flexibility and avoid artificial stimulations that ran the risk of
provoking another unsustainable boom. He was appalled by Keynes’s
suggestion of a moderate tariff and deeply skeptical of the benefits of any
program of public works. Keynes was dismayed by Robbins’s intran-
sigence and expressed little interest in soliciting opinions from foreign
scholars. Although other members of the committee were sympathetic to
some of Robbins’s criticisms, he stood alone in his refusal to sign a com-
promise memorandum, demanding instead to submit a minority report.*?
Keynes’s failure to achieve unanimity represented a significant setback
in his attempts to leverage the prestige of the profession in support of
his public policy views, and his outrage at Robbins’s insubordination set
the stage for a decade of intense disagreements between Cambridge and
the LSE.
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Shortly before engaging in these public disputes with Keynes, Robbins
had arranged for Hayek to present a series of lectures at the LSE in
January 1931.% The fortuitous timing led some to conclude that Rob-
bins was drawing on Austria for intellectual reinforcements. “While the
controversy about public works was developing,” the Cambridge eco-
nomist Joan Robinson recalled, “Professor Robbins sent to Vienna for
a member of the Austrian school to provide a counter-attraction to
Keynes.”* As a star pupil of the distinguished economist Friedrich von
Wieser and one of the most active members of a regular Privatseminar
on economic theory and social-scientific methodology that Ludwig von
Mises held for young Viennese intellectuals beginning in 1924, Hayek had
developed an impressive range of connections throughout the Austrian
academic world. He also was unusually discursive in Anglo-American
political economy, in part because of connections formed during an ex-
tended research visit to New York City in 1923-1924 and at international
conferences in subsequent years. Nevertheless, at the time he was still a
young and little-published economist caught within an Austrian academic
system that was notorious for making the journey to a professorship
lengthy and penurious. Outside his native country Hayek’s scholarship
remained largely obscure.

The faculty and students at the LSE saw this visitor as a “discovery”
of Robbins’, and his lectures proved a source of “great excitement.”
During four gatherings Hayek presented to packed crowds the incipient
work that would be published shortly thereafter as Prices and Produc-
tion. Many in the audience struggled to understand Hayek’s argument,
finding his accent heavy, his presentation largely “non-followable,” and
his ideas confusingly “tangled.”#¢ His first lecture, however, demonstrated
a knowledge of the history of British monetary theory that would have
been extraordinary in a native scholar, let alone one who had been edu-
cated within a different national tradition. Further, he drew extensively
on ideas from Austrian capital theory that were novel to many members
of the audience; although they were difficult for scholars unfamiliar
with its antecedents to understand, they appeared to hold the potential
to address urgent problems in the study of business cycles. Like Keynes,
Hayek relied on the Swedish economist Knut Wicksell’s distinction be-
tween the natural rate of interest and the market rate of interest, and
analyzed the influence of the lending activities of banks on the relation-
ship between them. Hayek’s grounding in capital theory, however, led
him to dwell on the effects of a divergence between the two rates on the
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period of production. He believed that when the market rate dipped
below the natural rate, longer-term methods of production would ap-
pear to become more profitable, and companies would shift their invest-
ments away from capital goods that yielded consumer products in the
short term. Over time consumers would respond to this shift by bidding
up the relative prices of goods that were currently available; in this new
environment the market rate of interest would rise, businesses would
abandon their investments in more roundabout methods of production,
and a crisis would commence.*” Crucially, this line of reasoning sug-
gested to Hayek that any “artificial stimulants” would further disrupt
the relationship between the market rate of interest and the natural rate
of interest, sowing the seeds of “new disturbances and new crises.” The
only solution to a depression, he suggested in Prices and Production,
was “to leave it to time to effect a permanent cure by the slow process of
adapting the structure of production to the means available for capital
purposes.”*® Hayek concluded with an argument that the current un-
settled state of monetary theory made any movement away from the gold
standard unwise, and that attempts to intervene in a prolonged depres-
sion with targeted public expenditures would distort the pattern of invest-
ment and thereby prolong stagnation.*’ The best way for governments to
respond to the economic crisis, in his bleak assessment, was to do nothing
at all.

Robbins immediately recognized Hayek as a powerful ally in his ar-
guments against public expenditures, credit expansion, and tariffs. He
made his enthusiasm very clear when the LSE’s director, William Bev-
eridge, suggested that Hayek might be an appropriate choice for the
long-vacant Tooke Chair of Economic Science that Jacob Viner had just
declined.’® Hayek, who had engaged in idle daydreams about the possi-
bility of a professorship in London, was flatly astonished at his good
fortune in receiving the offer.’! As the longtime hub of the financial
world and an increasingly dynamic center for economic thought, it
seemed an ideal situation. “I mean, if you are at thirty-two a professor at
the London School of Economics,” he later told an interviewer, “you
don’t have any further ambitions.”>? He also felt an immediate affinity
for the cultural life of his adopted country. It provided a social frame-
work, he observed, where people seemed to “understand what your needs
are at the moment without mentioning them.” This genteel sensibility
and the complex messages it was capable of conveying through formal
conventions alone made Austria seem foreign by comparison. “It was like
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stepping into a warm bath,” he remarked, “where the atmosphere is the
same temperature as your body.”%?

Hayek’s arrival helped establish the LSE as a center for economists
who dissented from the views associated with Keynes and Cambridge.
Within six months of his visiting lectures, he published the first of two
lengthy critiques of Keynes’s Treatise on Money in the LSE’ journal,
Economica. He excoriated Keynes for the total absence of capital theory
from his analysis. Keynes conceded the criticism but then turned to an
attack on Hayek, ridiculing his assumption that there was an “auto-
matic mechanism in the economic system” to equalize the rates of sav-
ings and investment.’* Hayek, in turn, replied by observing that Keynes
failed to provide a coherent explanation of the causes that led the rates
of savings and investment to diverge. Keynes acknowledged that his
analysis required further revisions, but he indicated in private corre-
spondence with Hayek that there was “a better way to spend one’s time
than in controversy.”> His colleague Piero Sraffa then continued the
assault, arguing in a devastating journal article that Hayek’s theory re-
lied on a strangely simplified conception of money and that his assump-
tion that there was a single natural rate of interest was absurd.’® Over
time the tone of these disputes became increasingly vitriolic. Keynes de-
scribed Prices and Production as “one of the most frightful muddles I
have ever read,” and Sraffa added that Hayek built up “a terrific steam-
hammer in order to crack a nut—and then he does not crack it.”5” By
the end of 1932 Hayek was widely recognized as the leading theoretical
opponent of Keynes’s ideas, but neither had emerged with his arguments
unscathed.

While Hayek’s writings strengthened the department’s opposition to
Keynes’s ideas, his international connections augmented its reputation
for cosmopolitanism. The list of visitors to the LSE in the 1930s in-
cluded leading figures from a broad range of national backgrounds, such
as Erik Lindahl, Bertil Ohlin, and Ragnar Frisch from Scandinavia, Con-
stantino Bresciani-Turroni from Italy, Frank Knight and Jacob Viner
from the University of Chicago, William Rappard from Switzerland, and
Hayek’s Austrian acquaintances Gottfried Haberler, Fritz Machlup, and
Joseph Schumpeter.’® These visitors discovered a department that main-
tained much of the closeness and conviviality that had defined the LSE
in its more haphazard early years: Hayek, Robbins, and their colleague
Arnold Plant lived near one another in Hampstead Garden Suburb and
freely shared books and conversation outside university hours, members
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of the department gathered for tea in the common room on a daily basis,
and most of the leading figures convened regularly for a grand seminar
in which new work was presented and critiqued.’® The obvious impor-
tance of economics in the contemporary political environment combined
with the youthfulness of the department’s leading figures to create a sense
of exhilaration among its students and lecturers. As Nicholas Kaldor
later recalled, the early 1930s at the LSE were “a time of endless discus-
sions which went on at all hours of the day and night,” pervaded by an
“atmosphere of creative tension” that subsequent generations would
struggle to comprehend.®°

Despite the importance of Hayek’s arrival, it remained clear to all that
Robbins was the department’s dominant personality. He taught the
foundational course that introduced incoming students to the subject,
convened the seminar in which members of the department shared their
new work, and oversaw the department’s primary administrative tasks.
His personal charisma, dedication to his students, broad mastery of the
contemporary literature, and bureaucratic capabilities were widely rec-
ognized. With the publication of The Great Depression in 1934, Rob-
bins synthesized many of his and Hayek’s policy recommendations in
a form that could be approached by a general reader. While Hayek’s
writings at that time remained highly abstruse and challenging for even
graduate students in economics to understand, Robbins’s prose was fluid,
clear, and occasionally dramatic. Denying the common narrative that
attributed the recent collapse largely to failures of the market mechanism,
Robbins instead cited interventionary policies as the primary culprit.
“The cartelisation of industry, the growth of the strength of trade unions,
the multiplication of State controls, have created an economic structure
which, whatever its ethical or aesthetic superiority, is certainly much less
capable of rapid adaptation to change than was the older more compe-
titive system,” he wrote. “This puts it very mildly.”®! He worried, on the
one hand, about the “impediments to enterprise” created by these inter-
ventions and, on the other hand, about the possibility of an unsustain-
able inflationary boom created by the attempts to address the Depression
with a massive program of public works.®? His policy recommendations
included restoring the international gold standard, dramatically reduc-
ing restrictions on international trade, preventing trade unions from
blocking those who were willing to accept a lower wage, and relaying
a clear message that failing businesses would not be saved from bank-
ruptcy.®? On a grand historical scale he framed his analysis as a celebra-
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tion of the free-market system that he attributed to England before the
Great War and a lamentation of the departures from it that had accumu-
lated since that time.®*

Both Hayek and Robbins very clearly identified what they were argu-
ing against. In Robbins’s terms, it was not the conditions of capitalism
that had precipitated the present crisis, but rather their negation.®> He
wanted to roll back a range of reforms that disrupted credit cycles and
diminished businesses’ abilities to adapt to changing conditions. Hayek,
too, saw his message at this point in his career as primarily critical. In
his inaugural lecture he stated that it was “probably no exaggeration to
say that economics developed mainly as the outcome of the investiga-
tion and refutation of successive Utopian proposals.” He situated him-
self within a long line of practitioners who were experts in demonstrat-
ing that attempts to redress the “undesirable effects of the existing system”
were “based upon a complete disregard of those forces which actually
enabled it to work.”®® Neither held any pretensions that the capitalist
system was ideal, or even that its workings would allow for a swift reso-
lution to the present crisis. When Robbins came under sharp criticism
for his failure to provide a route out of the Depression, he responded by
arguing that the development of such a road map was not within his
purview. “If T see a man who has lost his way in a powder factory, about
to strike a match, it is surely not incumbent on me to hold my peace
because I do not know the way out myself,” he explained in a 1932 letter
to the Economist. “And, in fact, I do not know any ‘way out’ by means
of grandiose policies. It is the grandiose policies which have brought us to
our present position.”®” At this point in their careers, Hayek and Robbins
both concentrated their energies on critical inquiries into the economic
implications of political philosophies and policy proposals pursued by
others rather than the development of their own. They focused on dis-
crediting rather than constructing a social ideal, and as a result the tenor
of their rhetoric was overwhelmingly negative.

The bleakness of Hayek’s and Robbins’s assessment of their prospects
was further exacerbated by the arrival of Keynes’s General Theory of
Employment, Interest, and Money in 1936. Until that point economics
at Cambridge had been impeded by lingering defects in A Treatise on
Money that Keynes himself had acknowledged. By abandoning the as-
sumption that total output was given and turning his attention toward
the level of aggregate demand, however, he dramatically shifted the
framework of discussion and created a much more robust explanation

27



28

Market Advocacy in a Time of Crisis

for the problem of stable equilibrium below full employment.®® To its
initial readers, The General Theory seemed to have been constructed to
address precisely the situation that the economies of England and the
United States were confronting, and to offer a clear road map to the solu-
tion of the crisis. Further, its arguments in favor of loose credit, increased
public expenditure, and restrictions on trade appeared to validate popu-
list approaches to economic policy. This enraged economists who held
opposing views; in correspondence with his colleague Jacob Viner, the
Chicago economist Frank Knight wrote that Keynes was “taking the
side of the man-in-the-street,” lending succor to “anti-intellectual” views,
and “passing the keys of the citadel out of the window to the Philistines
hammering at the gates.”®” Keynes had the additional advantage of en-
dorsing these popular sentiments in a highly abstruse form. Although it
was soon simplified by his colleagues and successors, his language in the
book seemed to many economists willfully obscure. Viner observed in his
review of The General Theory, “No old term for an old concept is used
when a new one can be coined, and if old terms are used new meanings
are generally assigned to them.”” (Privately he admitted that he found
its terminology “terrifying.”)”! This combination of timeliness, esoteri-
cism, and support for prevailing opinion proved extraordinarily potent
because the book appeared to present a vitally important message on
which much academic work remained to be done. As Albert Hirschman
has observed, Keynes “managed to present common sense in paradox’s
clothing and in fact made his theory doubly attractive: it satisfied at the
same time the intellectuals’ craving for populism and their taste for dif-
ficulty and paradox.””?

Although The General Theory had little immediate impact on public
policy, it swept through the profession with, in the terms of the MIT
economist Paul Samuelson, “the unexpected virulence of a disease first
attacking and decimating an isolated tribe of South Sea islanders.””?
Even Keynes’s critics acknowledged the broad influence of his work on
young scholars in the field. Reviewing the book from his position at
Harvard, Joseph Schumpeter recounted “the expectations of the best of
our students, the impatience they displayed at the delay in getting hold
of their copies, the eagerness with which they devoured them, and the
interest manifested by all sectors of Anglo-American communities that
are up to this kind of reading.””* Despite the distinct lack of enthusiasm
among the department’s leading professors, graduate students and
young faculty at the LSE shared in the excitement. Tibor Scitovsky re-
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called that “most of the students” there “avidly read it, day and night,”
and were “bowled over” by its analysis.”> They shared a venue to ex-
change ideas with students in Cambridge through a joint seminar that
Hayek’s student Abba Lerner had established in 1933, which increas-
ingly became a site of evangelical conversion. Lerner himself became a
Keynesian after spending six months in Cambridge in 1934-1935.7¢

The General Theory was intended as an assault on the entire edifice of
orthodox economic theory, but Keynes was not above sending, as Alvin
Hansen observed in a prominent review, “many a dart at the neo-Viennese
and London school.””” He drew particular attention to the contrast be-
tween its optimistic and constructive approach and the much bleaker and
more defeatist perspective in the work associated with the LSE. “The
right remedy for the trade cycle is not to be found in abolishing booms
and thus keeping us permanently in a semi-slump,” Keynes observed,
“but in abolishing slumps and thus keeping us permanently in a quasi-
boom.”” Keynes’s mocking treatment of Hayek’s ideas quickly became
common even within seminars at the LSE. After converting to Keynesian-
ism while on a fellowship in the United States during the 1934-1935 aca-
demic year, Hayek’s younger colleague Nicholas Kaldor began making
sarcastic interjections in seminars that became increasingly notorious
within the school.” In the midst of this atmosphere, Hayek made the
devastating decision not to submit a review of The General Theory. He
later cited many grounds for his inaction, including a disinclination to
renew engagement with a scholar who seemed to hold ever-shifting
views, a desire to wait until the publication of a revised version of his
own capital theory, and a reluctance to discredit Keynes when many of
the other leading economists seemed much worse.?’ Regardless of the
reasons, his decision seemed to many an admission of defeat.

Hayek faced the prohibitive challenge of advocating for quiescence in
the face of an economic catastrophe that Keynes claimed he could solve.
His colleague John Hicks later observed, “It is in its application to defla-
tionary slumps that the Hayek theory is at its worst; and it is a terrible
fact that it was in just such conditions—in 1931-2—that it was first
propounded.”®! Hicks recalled that in the absence of a forceful reply to
Keynes, Hayek’s theories gradually “slipped through our fingers” as
economists turned their focus toward what they perceived to be more
urgent problems.3? Students at the LSE were hesitant to accept a theory
that seemed to offer no clear route out of the crisis. In Scitovsky’s terms,
they felt that they were being taught a mode of economics that was
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“very remote from economic reality.”®3 Milton Friedman, who was a
graduate student at Columbia and the University of Chicago at the time,
recounted that he and his generation were not convinced by the proposi-
tion that “you just have to let the bottom drop out of the world.” He
concluded that by encouraging a “do-nothing policy both in Britain and
the United States,” Hayek and Robbins “did harm.”8* Hayek’s dwin-
dling collection of graduate students abandoned work they had com-
menced under him to redirect their studies toward problems raised by
Keynes. By the end of the decade only two or three Hayekians were left at
the LSE.?* After the campus relocated to Cambridge during World War II,
one of his few remaining students recalled that “most of the younger
economists of the time thought that Hayek on employment and output
was out of date, was out of fashion. They didn’t take it very seriously.”%¢
The magnum opus he published in 1941, The Pure Theory of Capital,
went largely ignored. Hayek himself, noting the profession’s turn toward
macroeconomics and econometrics after the publication of The General
Theory, acknowledged that he became perceived as “old-fashioned, with
no sympathy for modern ideas.”%”

As he confronted this hostile professional and political environment,
Lionel Robbins began to reassess his line of analysis. Working alongside
Keynes during the war, he moderated and in some cases reversed the
uncompromising stances he had adopted earlier in his career. “Up to a
point,” Hayek later recalled, “Robbins was won over by Keynes to semi-
Keynesian views.”%® Robbins made his conversion official in a series of
talks delivered in Cambridge in the spring of 1947. In three lectures he
expressed some support for progressive taxation of the wealthy and re-
distribution of income to the poor, an expansive interpretation of public
goods, and a vigorous regulatory authority.?” Most astonishingly, he
acknowledged the “profound limitations” of the private-enterprise sys-
tem “as an instrument for maintaining reasonable constancy of aggre-
gate demand.”*® It was the job of public policy, he asserted, to redress
these limitations. In later years Robbins would argue that he always ac-
cepted a vigorous role for the government, and that his writings from
the early 1930s simply failed to make that sufficiently clear.”" In his 1947
lectures, however, he acknowledged that his understanding of the govern-
ment’s role in managing demand was the product of a “change of point
of view.” He quite explicitly renounced his earlier arguments against
government responsibility for aggregate demand, attributing them to his
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prior adherence to an intellectual tradition with “a tendency to ignore
certain deep-seated possibilities of disharmony, in a way which, I now
think, led sometimes to superficiality and sometimes to positive error.”?
He even went so far as to appropriate, with some caveats, the term
“planning” to describe his perspective.’® In a retrospective on his career,
he called his arguments with Keynes against government stimulation of
the economy “the greatest mistake of my professional career” and said
that The Great Depression was a book he “would willingly see forgot-
ten.” Although he was not willing to renounce the entirety of his analysis
of the causes of the Depression, he conceded that “to treat what devel-
oped subsequently in the way which I then thought valid was as unsuit-
able as denying blankets and stimulants to a drunk who has fallen into
an icy pond, on the ground that his original trouble was overheating.”*
By the late 1930s the approach to economics that Hayek and Robbins
had incubated at the LSE was no longer prevalent even within their own
department. Robbins was beginning to abandon his previous positions,
while Hayek increasingly directed his attention to problems unrelated to
his prior work on monetary theory. Hayek had foreshadowed the diffi-
culties that precipitated this decline in his inaugural remarks at the LSE,
which acknowledged that market advocates tended to dwell too much
on criticisms of proposals for reform and to focus too little on elabora-
tions of their own positive vision. At the time he saw this as an unfortu-
nate necessity, driven by the broad range of state activities that were
being justified with woefully ill-considered invocations of economic
theory. Similar exigencies had led the classical economists to allow “the
impression to gain ground that laissez-faire was their ultimate and only
conclusion,” an interpretation that he found both incorrect and harmful
to their popular influence. He thought that it would eventually be im-
portant to turn his attention to “the positive part of the economist’s
task, the delimitation of the field within which collective action is not
only unobjectionable but actually a useful means of obtaining the de-
sired ends.”®* Facing increasing professional and political irrelevance in
the wake of the Keynesian revolution, Hayek decided that the time had
come for him to begin to elaborate on his own positive vision. Market
advocates, he determined, would need to do a better job of expounding
the virtues of markets along with the vices of intervention, and of clarify-
ing those points where moderation of the market mechanism would be
necessary and beneficial. This line of inquiry would precipitate a dramatic

31



32

Market Advocacy in a Time of Crisis

shift in his professional identity, and would lay the early groundwork
for a social transformation that he continued to envision even in the
midst of his increasing marginalization. Although Hayek’s writings on
the immediate prospects for the economy were unfailingly grim, he re-
tained an extraordinary confidence in the capacity of his ideas to alter
the long-term course of events. Here, at least, he found it salutary for
any sources of discouragement to be ignored.

During the 1930s the leading economists at the LSE saw their counter-
parts at the University of Chicago as their closest intellectual and ideologi-
cal allies outside Vienna. They invited two of Chicago’s most prominent
figures, Jacob Viner and Frank Knight, to give lectures in London, and
they cultivated a network of relationships between the departments that
spanned the Atlantic.”® The strongest of these connections was between
Lionel Robbins and Jacob Viner, who recounted their first meeting in
1927 in terms more often used for romance than for discussions of theory.
“I went for a walk with Robbins,” Viner wrote to his wife the following
day, “still debating theory, until 1:30 in a beautiful starlit night among the
spires and towers of Oxford.”” Robbins recalled needing to awaken the
porter “like a defaulting undergraduate” on their return. In a later retro-
spective on Viner’s career, Robbins described him as “the outstanding all-
rounder of his time in our profession.”® Friedrich Hayek had first met
Frank Knight before moving to London, and wrote in 1936 that despite
their occasional differences he could find “no other author with whom I
feel myself so much in agreement.”” Robbins, too, expressed particular
admiration for Knight’s work, assigning his treatise Risk, Uncertainty and
Profit as an introductory textbook in economic theory and assisting with
the publication of his collection of essays, The Ethics of Competition.'”°
In 1937 Robbins told Viner that he was convinced that the economics
faculty in Chicago was “easily the most important group in the world.”!%!

It is easy to understand why economists at the LSE would have seen
the faculty of the University of Chicago as engaged in a similar endeavor
on the other side of the Atlantic. Chicago economists had developed a
reputation as leading opponents of the economic policies associated with
the New Deal. Several of them were highly critical of institutionalism, a
methodology that relied on precisely the modes of inductive reasoning
that Robbins had denounced.!®? After Keynes published his General
Theory, some of the sharpest criticism of his ideas emanated from their
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department.'® Chicago also developed a reputation for inculcating a con-
servative approach to political economy among its graduate students,
who included Milton Friedman, George Stigler, and Aaron Director.
Friedman later recalled that the “core” of his and his wife Rose’s conser-
vatism was attributable to the “common influence” of their time in the
department. Its intellectual atmosphere, he indicated, led students to
admire the “strength of the price system” and to feel “rather negative
towards socialism, socialist economics.”%* Chicago seemed to be the last
redoubt of economic sentiments that the rest of the profession was fast
leaving behind.'%

A closer consideration of the Chicago economists’ writings, however,
reveals that their assessments of their ideas did not always accord with
those of their students and peers. The three leading market advocates at
Chicago in the interwar years, Frank Knight, Jacob Viner, and Henry
Simons, were all eager to distance their approach to political economy
from the more extreme views associated with their colleagues in Austria
and London. They saw themselves as moderate by comparison. Frank
Knight made his opinion clear in a review of Robbins’s Economic Plan-
ning and International Order in 1938, which descended into outright
mockery. “We confront a picture of laisser faire bordering on the con-
ception of a world-wide anarchist utopia,” he remarked, “a vision of
universal freedom and brotherhood, if only governments would cease
from troubling and politicians go out and die, except for police func-
tions.” In contrast to Robbins, he believed that the preservation of “hu-
man liberties” was “likely to call for considerably more in a political
way than mere negative contraction and retrenchment of activity.”%¢ In
a letter to Walter Lippmann in 1937, Henry Simons put his dissatisfac-
tions in still stronger terms. Ludwig von Mises’s and Lionel Robbins’s
“notions regarding the proper spheres of governmental action, and the
limitations of economic planning, are often fanatically extreme,” he
wrote, “and their contribution to the liberal cause, on balance, is prob-
ably a disservice.”!%” Viner’s friendship with Robbins softened his tone,
but he, too, expressed concerns in private correspondence about the need
for a “stabilizing influence” at the LSE to counteract its economists’ “doc-
trinaire tendencies with respect to methods of analysis or selection of
premises.” 1% Their opinions did not diminish with the passage of time. In
the early 1940s Viner referred to Mises’s recent work as “really eccentric
or crank economics,” and Knight found it “slightly impatient and dogma-
tic” and often simply “contrary to facts.”'%° Upon encountering Hayek’s

33



34

Market Advocacy in a Time of Crisis

Road to Serfdom several years later, Viner wrote to a friend that the
book “overargues his case” and was riddled with “dogmas,” and Knight
told the publisher that it insufficiently recognized “the necessity, as well
as political inevitability, of a wide range of governmental activity in rela-
tion to economic life in the future,” instead dealing “only with the sim-
pler fallacies.”!? They could hardly have made their opinions clearer.
Although they shared with their colleagues in London an inclination to
defend markets against excessive or ill-conceived interventions, they be-
lieved that the government had an essential role to play in the modern
economy. Further, they worried that the extremity of the views associ-
ated with the LSE was rhetorically ill advised, distilling market advo-
cacy into an unforgiving absolutism that was more likely to persuade
readers of their opponents’ views than their own.

The most influential of the market advocates at Chicago during the in-
terwar years was Frank Knight. Knight has long been remembered as the
“sage and oracle” of Chicago economics and one of the most prominent
academic critics of the economic policies associated with the Roosevelt
years.!!! His unusual background led him to stand out, both intellectually
and interpersonally, from disciplinary norms. After growing up as the old-
est of eleven children in an evangelical family in rural Illinois, he went on
to pursue graduate training in German philosophy at Cornell before
switching disciplines to economics because of an “ingrained skepticism”
that one of his advisers said would “destroy the true philosophic spirit
wherever he touches it.”!'? As a teacher he was a phenomenon who, stu-
dents recall, “dominated the intellectual atmosphere.”!!'3 Smoking a corn-
cob pipe and presenting unremitting critiques of economists past and
present in a distinctive midwestern drawl, he became well known for re-
vealing “scattered fragments of a complete philosophical system” in grad-
uate courses that the student newspaper suggested be renamed “Frank
Knight I” and “Frank Knight I1.”'* Despite their notoriously diffuse
presentation, these lectures were credited with transforming incoming
socialists into nascent libertarians in an act of political alchemy often
cited as the origin of the Chicago School.!'5 George Stigler recalled Knight
as his most influential professor at Chicago, and Milton Friedman
remembered him as a “revered teacher” and one of the department’s
“stars”; both were considered by their peers to be members of a Knight
affinity group that behaved, at times, like “Swiss guards.”''® Knight’s
unsparing criticisms of the naiveté of social reformers made him a noto-
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rious opponent of progressive economists and left an indelible mark on
his students’ approaches to political economy.

Attempts to harden Knight’s oppositional remarks into a unitary so-
cial philosophy, however, run the risk of imparting a selective order to
the deliberate messiness of Knight’s worldview. His writings have never
neatly aligned with his imputed role as a dedicated advocate of free
enterprise. Instead, he perceived himself to be primarily a critic, more
comfortable exposing the obfuscations of other theorists’ systems than
constructing his own.!'” He lived, as he acknowledged in Risk, Uncer-
tainty and Profit, in “a world full of contradiction and paradox,” and his
primary instinct as a scholar was to expose these qualities where he per-
ceived them to be elided.!'® His one philosophical absolute was a refusal
to indulge in the uncritical adoption of absolutes.!'” “There is always a
principle, plausible and even sound within limits, to justify any possible
course of action and, of course, the opposite one,” he explained in his
1950 presidential address before the American Economic Association.
Like cookery, he continued, economic theory “calls for enough and not
too much, far enough and not too far, in any direction.”'?° Throughout
his career he refused to extol the virtues of markets without drawing at-
tention to their limitations, or to observe those limitations without enu-
merating the costs inherent in any attempt to overcome them.

Knight worried, in particular, about the moral life of market-centered
societies. It was neither common nor desirable, he observed, for indi-
viduals to decide how to act on the basis of rational calculations of their
own financial interests. Even those at the highest levels of business enter-
prise pursued profit more out of a love of competition than a desire for
monetary gain. He wrote in Risk, Uncertainty and Profit that they “con-
sume in order to produce rather than produce in order to consume, in so
far as they do either. The real motive is the desire to excel, to win at a
game, the biggest and most fascinating game yet invented, not excepting
even statecraft and war.”!?! Indeed, actions pursued purely for interests
that economists would define as “rational” were widely considered ab-
horrent. The “rational, economic, criticism of values gives results repug-
nant to all common sense,” he observed in his 1922 essay “Ethics and
the Economic Interpretation,” and the “economic man is the selfish,
ruthless object of moral condemnation.”’?? Market societies encourage
such undesirable behaviors while discouraging the production of values
not reflected by the price mechanism. “In a social order where all values
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are reduced to the money measure in the degree that this is true of mod-
ern industrial nations,” he wrote the following year, “a considerable
fraction of the most noble and sensitive characters will lead unhappy
and even futile lives.”!?3 Knight believed that a capitalist society could
sustain itself only to the extent that it consisted of individuals whose
behavior departed from the norms it incentivized.

Knight’s concerns about the morals of capitalism led him to express
deep skepticism about any social vision that failed to suppress its po-
tential excesses. He explained his reservations in reviewing an article
by Hayek in 1949. Neither “freedom nor truth can be treated as an ab-
solute,” he wrote. “They conflict with beauty and morality and other
values, and with one another, necessitating ‘marginal’ comparison and
compromise, and correct proportioning.”'** He concluded that a social
system that prioritized the market above all else would become imbal-
anced and prone to collapse. This should not be taken to mean, how-
ever, that he believed that any other system could solve the persistent
tensions between a society’s moral and material welfare. In a 1933 letter
to Walter Smith, an economist at Williams College, he explained his pe-
culiar synthesis of radicalism and conservatism. “Trying to look as deep
as possible into fundamentals, I feel that both the radicals and conserva-
tives are right,” he wrote. “On the one hand, the old system had got to
where its workings could not be tolerated, and there is absolutely no use
in thinking of going back to it. On the other hand, it just doesn’t seem
real to me that any convention of the best minds could do much in the
way of designing a new system to order.”'?> Knight saw his world as
consisting of desperately bad alternatives, which allowed him to advo-
cate the market system despite a distaste for its effects and a growing
conviction that it was piloting itself toward collapse. “I’'m very curious
as to what alternative to the profit-system you can think of that wouldn’t
be worse,” he wrote to a colleague two decades later. “I’ve been trying to
think of one for a half-century or so, without success.”'?®* He demon-
strated the radical’s capacity to lament the inadequacies of the present
world and to yearn for a better one, but he lacked the ability to believe
that the necessary options existed or that the desired changes might
come to be. In the context of the 1930s, Knight’s misgivings about alter-
native forms of social organization led him to be perceived as a market
advocate. In stark contrast to some of his colleagues in London, how-
ever, his support for the market mechanism was both reluctant and
restrained.
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Although Chicago’s reputation and intellectual atmosphere were de-
fined largely by Knight’s singular personality, Jacob Viner played the
central role in its graduate education. Viner first developed his profes-
sional reputation through influential and densely erudite treatises on
international trade and the history of economic thought. He then rose to
public prominence in a role in the Treasury Department that forced him
to spend much of the 1930s shuffling between Chicago and Washington.
Within the department he was best known for his severe classroom de-
meanor. Like many universities in that period, Chicago accepted vast
numbers of graduate students and sifted them over time through a pol-
icy of encouraged and enforced attrition. Viner’s Economics 301, which
became known as the premier graduate course on economic theory in
the country, was designed to play the central role in this process, and he
appeared to perform it with relish.'?” The student newspaper reported
that he adopted a “hard-boiled” approach to teaching that reminded
students of the Spanish Inquisition.!?® Paul Samuelson recalled that the
course was “celebrated for Viner’s ferocious manhandling of students, in
which he not only reduced women to tears but on his good days drove
returned paratroopers into hysteria and paralysis.”!?° Students recalled
him as “scornful of inferior people” and “an expert in intellectual evis-
ceration and skinning,” whose “self-appointed task in life seemed to be
that of destroying confidence in students.” But a compliment from Viner,
one student recalled, was to be “treasured for one may be sure it was a
genuine one from a most competent critic.”'3* The department’s reputa-
tion for theoretical rigor derived largely from his influence.!3!

At times Viner was represented in the popular press as a hard-line con-
servative economist. One newspaper columnist in 1936 wrote that he
was “so far over to the Right in his views, in one sense, that he is as
lonesome as Ibsen’s master builder. He is of the let-nature-take-its-course
school, against artificial price stimulants or controls.”'3? Viner himself
acknowledged in an interview later in his life that he might have been
regarded by some within the Roosevelt government as an internal “sabo-
tager.” 33 When he directly addressed matters of public policy, however,
he strongly emphasized his departures from anything resembling laissez-
faire. His rhetoric was particularly strident in regard to limitations on the
powers amassed by large corporations. “Nothing in the history of Ameri-
can business,” he reminded his audience in a 1931 speech, “justifies un-
due confidence on the part of the American public that it can trust big
business to take care of the community without supervision, regulation
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or eternal vigilance.”'3* Although he took pains to acknowledge that size
had some benefits, he identified “the important economic issue of our
day” as the fact that “the mere size of business units tends almost inevita-
bly to result in attempts to escape the impact of competition which have
important—and in my opinion highly undesirable—consequences for the
operation of the economic system.”!3% He also strongly believed that de-
mocracy should take precedence over the dictates of economic theory. If
the public wanted direct controls, he expressed the opinion that econo-
mists should set about developing efficient implementations rather than
expressing frustration at perceived theoretical deficiencies. Satisfying
such demands promoted confidence and stability in the economic system,
which, Viner believed, held priority over governmental adherence in all
cases to abstract economic theory.!3® His sympathy with certain aspects
of the progressive critique of corporate power, in addition to his commit-
ment to practical economic policy making and the maintenance of social
and economic stability, led him to adopt a flexible and contextual ap-
proach to the problems he confronted.

Viner shared an instinctual support for free markets with Robbins,
but he was much more willing to abandon his conservative inclinations
to accommodate situational complexities and the political tenor of the
time. “While T am more of a defeatist than you,” he confided to his close
friend in 1940, “and am more disposed to be content when the lesser of
evils is chosen instead of the true good, I am wholly and admiringly with
you in your aims.”3” Robbins recognized and respected Viner’s reluctance
to align himself with any abstract doctrine. “Jack was not a believer in
any orthodox creed,” Robbins wrote in a retrospective on Viner’s career.
“But he believed passionately in the liberal values: equality before the
law, the maximum freedom for the individual compatible with similar
privileges for his fellows, sympathy and help for the unfortunate.”!38
Viner’s ideological flexibility gained him a reputation for equanimity and
respect for multiple points of view. One publication asserted in 1935 that
“the Treasury’s short, red-headed chief brain truster takes pride in the
fact that he holds no iron-bound theories, belongs to no special school
of economic thought, has never lacked the ability to tack quickly and
expertly in any wind.”'3* He cultivated the public persona of a scholar
who eschewed the temptations of dogma in order to remain, in journal-
ists’ terms, a “middle-of-the-roader.”'? Although his language lacked
Frank Knight’s intensity of expression or deliberately paradoxical form,
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he shared with his colleague an inclination to defend market advocates
from both their detractors and their own excesses.

Henry Simons had been a student of Knight’s at the University of
Iowa and was both younger and far less distinguished within the disci-
pline than his senior colleagues. His publication record was slim and
primarily oriented toward popular consumption. Students remember
him as having been “not liked in the economics department,” and George
Stigler later recalled controversy over whether a scholar who “had writ-
ten two book reviews in the previous twelve years could get tenure.”'*!
He was also plagued by health problems, which culminated in his death
due to an excessive ingestion of sleeping pills in 1946, in what was
termed an accident but believed by many to have been a suicide.!*? His
fragile health left him an indifferent classroom teacher, defined largely
by an outward appearance of indolence and a lack of interest in his less
capable students’ ideas.'*? Nevertheless, his strong engagement in mat-
ters of contemporary political debate, his unconventional points of view,
and his greater proximity to the graduate students in both age and posi-
tion garnered for him substantial influence. As a bachelor through much
of his time at Chicago, he would gather with students in Hanley’s tavern
on a weekly basis, where he came to play a central role in the doctoral
experiences of many students who never took a course with him during
their time at the university.'**

Like Knight and Viner, Simons was quick to remind his profession and
the broader public that the virtues of markets were not easily replaced.'*
He was the first significant American economist to refer to himself as a
“libertarian,” and in his writings on the New Deal he expressed a strong
conviction that even small acts of government intervention could inaugu-
rate a gradual slide from a free economy to authoritarianism.'*® He firmly
believed, as he indicated in 1938, “that the main direction of New Deal
policies is toward authoritarian collectivism.”'*” The strength of Simons’s
market advocacy led George Stigler to claim that his pamphlet “A Positive
Program for Laissez-Faire” established him as “the forerunner of what the
public and much of the economics profession now take to be the central
position of the Chicago School—a devotion to private (competitive) mar-
kets to organize the production and consumption of goods, with only
limited economic functions for the state.” 148

But also like his colleagues, Simons believed that powerful brakes were
necessary to avert the perils associated with unhindered competition.
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Through targeted acts of regulation and redistribution, he believed, the
government could curb the cartelization and corresponding destabiliza-
tion of the modern economic environment without excessively interfering
with competitive business endeavors. His “positive program” suggested,
for instance, that the government implement a “steeply progressive” in-
come tax, which he believed would combat the concentration of econo-
mic power without obstructing the free play of marketplace competition.
“Confining my remarks to matters of taxation, I may sound to you like
a full-fledged New Dealer, or something worse,” he acknowledged in a
speech before an audience of Republicans in 1938. “My criticism of the
Roosevelt administration, in this special field, is that it has been unduly
backward and diffident about reform.”'** And like Viner, he assailed the
increasing centrality of giant corporations within the modern economic
system, proposing a series of dramatic steps to discourage consolidation
and return the basic structure of American business to a smaller scale. Si-
mons’s “positive program” presumed that the “great enemy of democracy
is monopoly, in all its forms,” and proposed counteracting this through a
“complete ‘new deal’ with respect to the private corporation,” which in-
volved eliminating horizontal and restricting vertical integrations, as well
as nationalizing “both the railroads and the utilities, and all other indus-
tries in which it is impossible to maintain effectively competitive condi-
tions.”% He further proposed “direct limitations upon size, for the pur-
pose of preventing unnecessary concentrations of power,” asserting in
justification that “we have created Frankensteins. The best single remedy
lies in drastic narrowing of corporate powers, with the purpose of facili-
tating use of the corporate form for the organization of enterprise and
production, while preventing its use for sheer aggregation of businesses
and concentration of power.”!5! Cumulatively, these ideas amounted to a
complete reinvention of the corporate form that Simons hoped would
counteract a trend toward consolidation and reshape the American econ-
omy around competitive small producers. “The corporation is, I think,
simply running away with our enterprise system,” he wrote to the Norwe-
gian journalist Trygve Hoff in 1939.1%2 He believed that the preservation
of capitalism required a full-scale assault on its largest enterprises.
Simons was both more politically engaged and a more strident public
defender of capitalist forms of social organization than either Viner or
Knight. As market advocacy began to gain traction after World War II,
some of its leading figures therefore turned to his work in the hope of
finding support for their ideas. They were appalled at what they discov-
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ered. Leonard Read, the director of the libertarian institute, the Founda-
tion for Economic Education, wrote to one of Simons’s colleagues in
1947 that his book was too “loaded with the advocacy of collectivistic
ideas” to be of use to him.!>? William F. Buckley Jr. had a similar reac-
tion, writing that Simons’s program “would give to the state unprece-
dented power” and provided “a sure program for the destruction of the
free economy.”'3* Decades later Ronald Coase reiterated these opinions,
finding “A Positive Program for Laissez-Faire” to be a “highly interven-
tionist pamphlet” that sought to use antitrust to “restructure American
industry” and “reform things by nationalization.”!%> Meanwhile, Ralph
Nader cited Simons’s unsparing attacks on the corporate form as an
unlikely source of inspiration for his own assaults on concentrations of
economic power.'’® Such responses provide a reminder that the stri-
dency of the later Chicago School was a product of change rather than
constancy. Although the early Chicago economists viewed themselves as
defenders of capitalism in a social environment that had rapidly turned
hostile, they were convinced that it was a system that required modera-
tion, regulation, and restraint. They were drawn to it more by skepticism
of the available alternatives than by any confidence in the desirability of
the market ideal.

One further difference distinguished the faculty at Chicago from their
colleagues in London: they did not conceive of themselves as a purposive
group. Although some of their students would go on to ascribe a retro-
spective coherence to their time at Chicago, Knight, Viner, and Simons
demonstrated only limited affinity for one another and little sense that
they considered themselves members of an ideological community. Years
later Knight recalled the greatly differing interests of the Chicago econo-
mists in those years, declaring flatly that there was no “Midway mono-
lith.” Viner emphasized that he was never a conscious participant in any
“school,” and that if one existed, his membership would have been tenu-
ous."” “In the 1930s economics appeared to be a little different at the
University of Chicago than elsewhere, but the same statement could be
made about most major universities,” George Stigler explained. The “Chi-
cago School,” he asserted, did not yet exist; after all, Knight was “severely
critical of the ethical basis of a competitive economy,” much of Simons’s
program “was almost as harmonious with socialism as with private-
enterprise capitalism,” and Jacob Viner “rebelled against doctrinaire or
simplified or ‘extreme’ positions.”!*® Chicago economists in the interwar
years were fashioned into a group through the loose reflections of certain
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students, colleagues, and successors, but one can accept the term only by
denying the contrary impressions of its ostensible members.

In their personal interactions they expressed little mutual warmth,
virtually no belief that they held allied perspectives, and some skepti-
cism about one another’s worldviews. The relationship between Knight
and Viner is emblematic. When Knight was at the University of lowa in
the 1920s, they engaged in a notably warm correspondence, expressing
a shared appreciation for theory that distinguished their methodologies
from the historicist inclinations of their peers.!*® By 1927, however,
Viner began to criticize Knight’s increasing preoccupation with the as-
sumptions that lay at the foundations of social-scientific analysis. It was
“crazy,” Viner told him, to believe “that metaphysical adventures offer
the only scope for your talents.”'®” Privately he wrote to his former
mentor at Harvard that Knight was “wasting himself in his metaphysi-
cal speculations.”!®! Knight responded by saying that such criticisms made
him “wince,” arguing that he was inquiring into precisely the “things on
which economists primarily and especially need to be straightened out.”!¢?
This pattern of intermittently friendly and fraught conflict over funda-
mentals persisted after Knight’s arrival at the University of Chicago. In
one of the few surviving letters between them from the 1930s, Knight
expressed his exasperation at differences in their interpretation of eco-
nomic theory that had emerged during their discussions of the curricu-
lum. He declared that robbing banks was “a less dishonest way of mak-
ing a living” than publishing on economic theory amid such disagreement
on fundamentals, and expressed his unwillingness to peddle “as science
what is either unintelligible or fallacious to my peers in the profes-
sion.” 163 Their quarrels carried over to graduate teaching, in which stu-
dents were sometimes asked to shuffle between classrooms as proxies in
ongoing arguments and were often driven to despair over whose tastes to
indulge in oral exams.'®* They were not close personal friends and com-
municated rarely in the years after Viner’s postwar transfer to Princeton.

The relationship between Viner and Simons was distinctly colder. As
early as 1925 Viner was expressing reservations about Simons’s capa-
bilities, writing to Knight that although he had “no misgivings as to his
intellectual capacity,” he was skeptical of Simons’s “capacity for sustained
effort not yielding constant mental exhilaration.”'¢> After Simons and
Knight made the transition from Towa to Chicago, Viner’s impressions of
his younger colleague solidified. In 1935 he wrote to J. M. Clark that on
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“the role of competition, Henry Simons could be counted on to give a
forceful, well written, dogmatic, and highly simplified exposition of what-
ever view he happened to hold at the moment.”'%® In evaluating Simons’s
dissertation in 1937 Viner adopted a less judicious tone, insisting that it be
“put on the Library shelves” only under the condition “that several hun-
dred of the abusive adjectives applied to those who do not agree with him
be removed.”'®” On at least one occasion he voted not to grant Simons
tenure, setting himself in direct opposition to Knight.'®® To Viner, the role
of the academic was to provide dispassionate and, to the extent possible,
objective analysis divorced from political ideology or rhetorical devices.
He believed that Simons’s work contravened these professional ideals,
and he never altered this impression or perceived him as a peer or ally.

Of the three, Knight and Simons had the closest relationship. Knight
demonstrated a pattern of allying himself with younger students and
colleagues, such as Harry Gideonse and Aaron Director, and attempting
to shepherd them through a sometimes hostile department. He had served
as a mentor to Simons in lowa and continued to provide support and
encouragement in Chicago even while his younger colleague suffered
through a debilitating illness and a sustained inability to complete his
dissertation or publish academic research. The other members of the
department did not share Knight’s enthusiasms. In 1935 Knight wrote
to Viner to indicate that the department’s treatment of Director had
“finished any sentiment of attachment or loyalty I felt for the group,”
and to notify him that “if anything of the sort happens to Simons, I will
decidedly prefer to be somewhere else rather than here.” But even as
Knight served as a valuable mentor and advocate for Simons, his impos-
ing personality and wholly divergent intellectual interests meant that he
was not quite a peer. At times Simons chafed at his mentor’s tendency
toward abstraction and apocalyptic pronouncements, privately observ-
ing that he was exasperated at Knight’s melancholy fixation on “the fu-
tility of struggle against deep historic forces of disintegration.”'®” After
Aaron Director left the department, Simons wrote that despite Knight’s
presence he felt, “qua economist, quite alone.”!”?

The complex network of relationships among Knight, Viner, and Si-
mons reveals that the Chicago economists in this period did not perceive
themselves to be part of a coherent group that agreed on any particular
agenda. Their allegiances with one another were attributable more to
common intellectual opponents than to an established theoretical or
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ideological program. They shared a distrust for the rapid growth of the
interventionary state and the progressive orientation toward radical so-
cial experimentation, but little else. They remained distanced from one
another, both personally and intellectually, and did not actively view
themselves as a “school” or even as loosely affiliated allies in a political
battle. Further, their political ideas and approaches to political economy
were deeply ambivalent, and all diverged sharply from anything resem-
bling a strict adherence to the dictates of the market. They were not hesi-
tant to condemn colleagues whose adherence to ideological principles
was perceived to be excessively dogmatic, and each was willing to con-
cede roles and purposes for governmental intervention that strayed far
from the ideas characteristic of their colleagues in London. They oper-
ated in an environment in which their professional colleagues and the
broader population believed overwhelmingly that markets needed to be
restrained. They were willing to accept this critique to a substantial de-
gree, and correspondingly incorporated substantial competitive restraints
into their visions of an ideal political economy. As a result of this lack of
coherence and this ready willingness to make broad concessions to the
critics of laissez-faire, they did not share a movement culture during the
Roosevelt years. Market advocacy in the United States during the 1930s
was dispersed, concessionary, politically abstemious, and deeply con-
flicted in its conception of the social ideal.

To assert that the early Chicago economists did not perceive themselves
to be part of a coherent school, did not espouse a consistent ideological
program, and did not even identify one another as peers engaged in a
common endeavor is not to argue that they failed to have a decisive im-
pact on their students and the economics profession during its most trans-
formative years. Students’ recollections of their educations at Chicago
often take the form of a conversion narrative, even if the missionaries
were reluctant and perhaps even unwitting in their roles. Time and again
students remember entering Chicago as passionate socialists and depart-
ing as ardent advocates of the capitalist order. James Buchanan’s expe-
rience is exemplary. After arriving at Chicago with a strong socialist
orientation, he enrolled in Frank Knight’s course on price theory. Knight
was “not an ideologue, and he made no attempt to convert anybody,”
Buchanan recalls, but nevertheless, “within six weeks after enrollment in
Frank Knight’s course in price theory, I had been converted into a zeal-
ous advocate of the market order.”!'”" It was, as Milton Friedman re-
called, not a process of transmitting specific policies or approaches to
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economic theory, but rather one of passing on a “general outlook or
general philosophy.”!”? The faculty at Chicago at the time held some
views that ran contrary to accepted convention in the broader profes-
sion, and their students embraced and extended that heterodoxy with
renewed energy and a revolutionary zeal. Hence it was not unreasonable
for Paul Samuelson to refer to Frank Knight on his passing as “one of
America’s most influential intellectuals,” even if “few people would rec-
ognize his name.”!”

Milton Friedman, who himself went to Chicago with no notable po-
litical convictions and the modest goal of becoming an actuary, aptly de-
scribed the atmosphere that made the conflicted teachings of the depart-
ment’s professors assume a kind of coherence in the minds of their students.
“You have to recognize what the environment was at the time” beyond
the confines of the department, he urged scholars in later years. The
“general intellectual atmosphere was strongly prosocialist. It was strongly
in favor of government going all the way to take over the whole econ-
omy.” In that context the faculty’s restrained defenses of the competitive
economy and cogent explications of the value of price theory appeared
to students as radical validations of the freedom of markets. Friedman’s
shock on rereading Henry Simons four decades later serves as a moving
demonstration of the transformation of the broader profession, and the
nation as a whole, in the intervening years. “I’ve gone back and reread
the Positive Program and been astounded at what I read. To think that I
thought at the time that it was strongly pro free market in its orienta-
tion!”17# Clearly the Chicago “School” did not exist in the minds of its
putative leaders during the years between the Great Depression and the
end of World War II. It had begun to take form, however, in the minds of
their students, and the effects of that formation turned out to be far
more potent than anything they alone could have achieved.

The early 1930s were a time of extraordinary ideological fluidity across
the Atlantic world. By 1933 fascism was ascendant in both Italy and
Germany, and the Communist government of the Soviet Union appeared
to have weathered the decade’s early tribulations with greater stability
than its capitalist counterparts. Powerful movements had emerged on
the far left and right in American politics, and both advocates and ad-
versaries wondered whether this new extremism might represent the
vanguard of a coming transformation. This was an environment in which
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Keynes’s novel proposals and Roosevelt’s unprecedented experiments
could appear to some as conservative gestures, adopted as the minimal
measures possible to save capitalist democracies from an otherwise im-
pending collapse.!”> Milton Friedman was right to emphasize that the
tenor of the times largely accounted for the conservative reputations
that some ascribed to his mentors at Chicago. In a period when radical-
ism seemed to have become the norm, even a limited defense of the mar-
ket mechanism was seen by some as symbolic of a deeply reactionary
worldview.

Discussions of political economy have long traversed an uneasy
boundary between the abstract theories of academic economists and the
public rhetoric of political ideologues. In the early 1930s the tensions
inherent in this terrain were exacerbated by the instability of interna-
tional politics. Contemporary political debates compelled defenders of
the market mechanism to reflect on the social philosophy that under-
girded their support for free markets and to consider how best to frame
their ideas in order to influence public opinion. It is all the more extraor-
dinary, then, that the leading market advocates of the time resolutely
refused to relate their ideas to a holistic worldview and regularly es-
chewed opportunities to engage in political activities. Despite their many
differences, economists in Chicago and London shared a deep skepti-
cism about attempts to relate economic ideas to political philosophy
and chastised their opponents for blurring the boundaries between the
two. In the midst of unprecedented political change, they did not seek to
relate their economic analysis to a coherent ideology; in a public sphere
dominated by competing perspectives, they largely abstained from op-
portunities to promote their own.

At the LSE the reluctance to connect economics to a broader political
philosophy was undergirded by a prohibition against the use of eco-
nomic reasoning to support any ethical propositions. Although Lionel
Robbins had a number of predecessors in both English and Austrian po-
litical economy, he provided the classic statement of this view in his major
work, An Essay on the Nature and Significance of Economic Science,
which he first published in 1932. Positioning himself against the com-
mon notion that economics was the study of material welfare, Robbins
argued instead that it was “the science which studies human behaviour
as a relationship between ends and scarce means which have alternative
uses.”!”® Economics had no particular contribution to make to discus-
sions over which ends society should pursue, and such inquiries should
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be left to the study of ethics or aesthetics.!”” Economists, he determined,
were “entirely neutral between ends.”!'”® Their role was to determine
how to pursue predetermined goals with the greatest possible efficiency.
Drawing on works by Menger and Mises, Robbins provided a forceful
critique of the historicist belief that the study of economic behavior had
a dynamic and inextricable relationship with the social, cultural, and
institutional environment that conditioned the objects of study. He went
so far as to argue that any engagement with questions of ends stepped
beyond the boundaries of economics as a science and improperly lever-
aged the prestige of the discipline to address questions on which it had
no contribution to make.

Robbins did not intend for his dictum to mean, as some at the time
insinuated, that economists should refrain from any form of public en-
gagement or philosophical argumentation.!”” His major publications in
the 1930s, including The Great Depression and Economic Planning and
the International Order, were written to appeal to a general audience,
and during the decade he may have been the most politically engaged of
all the market advocates in Chicago and London. Rather, he was mak-
ing the more limited claim that economists could not draw on their sci-
entific work to arrive at any normative conclusions. If economists deter-
mined that free trade would lead more efficiently to the well-being of the
poor than protectionism, it would be appropriate for them to indicate as
much, but they should not connect that analysis to any broader asser-
tions about the ends that society should share. “Economics cannot tell
you whether you ought to do a certain thing,” he asserted in his inaugu-
ral lecture at the LSE. Robbins’s advice, to the extent that it was fol-
lowed, served as a rhetorical straitjacket. Political debate, particularly in
times of duress, relies heavily on the invocation of norms. Economists
who adopt a self-denying ordinance in regard to discussions of philo-
sophical ends limit their public speech on economic matters to the dis-
cursive realm of technocratic expertise. As progressive reformers had
discovered a generation earlier, the hold of scientific efficiency on the
popular imagination is not strong. Robbins himself seemed comfort-
able with this fate. “I am inclined to think that if we as economists de-
vote ourselves too much to attempts at popularisation,” he indicated in
the same lecture, “we shall be doing our science a disservice, and limiting
its chances of beneficial influence.”'8? He believed that economists should
embrace, rather than combat, a restrictively defined role for their contri-
butions to the public sphere.
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Frank Knight disagreed with Robbins’s claim that economics was a
science concerned exclusively with the study of means rather than ends.
In a footnote to an article in 1934, he referred to this aspect of Essay on
the Nature and Significance of Economic Science as “unfortunate.”!8!
He did, however, agree with the conclusion that economists’ attempts to
adopt persuasive rhetoric in the political realm were a transgression of
their academic responsibilities. Knight’s concerns were not with the defi-
nition of economics but rather with the nature of rhetoric. Knight saw a
capacity for free and mutual interchange as central to any democratic
polity and believed that any resort to persuasion would contaminate the
discursive environment.!'®? He explained his position in a preface to the
1933 reissue of Risk, Uncertainty and Profit. “Discussion must be con-
trasted with persuasion, with any attempt to influence directly the acts,
or beliefs, or sentiments, of others,” he wrote. The latter “is the basic
error, or heresy, of modern civilization, and represents a kind of original
sin.” 183 Shortly thereafter he clarified that “the very concept of discus-
sion excludes all use of force, including persuasion, in any form.”'3* This
stark claim left Knight with the challenge of determining how one could
adopt a language from which persuasion had been expunged. His quar-
rel was with the nature of language itself: he was not willing to accept
the intentional elisions that are entailed in the process of expressing
thought and experience in discernible signs. He regretted the linguistic
mandate of reducing a complex world to much simpler sentences.

In his prose Knight responded to this problem by adopting a relent-
lessly paradoxical style that drew attention to its own elisions in order
to gesture toward truths that resisted linguistic reduction. Needless to
say, this approach remained uncommon within the economics profes-
sion. Knight found himself, as he wrote in private correspondence in
1933, “bitterly disappointed and disgusted” with his colleagues within
the discipline, seeing them as thinly disguised polemicists who leveraged
their academic status to influence public debate on issues that remained
controversial within the profession.!®’ The “headlong plunge of my col-
leagues in the social science professions here and elsewhere into political
activity,” he asserted in a letter the following year, “seems to me the sui-
cide of science.”'%¢ It at once debased public debate and eroded the pub-
lic’s already-limited trust in the authority of experts. In a spirit of delib-
erate contrast, Knight worked hard to embody the restrained public
persona that he found lacking in his peers. He pointedly avoided all
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speeches and public events that had a bearing on contemporary policy
debates, and he directed his writings toward a scholarly audience.'”

Jacob Viner was not troubled by the concerns about the nature of
rhetoric that had led Knight to avoid public engagement. He was in-
tensely protective of his mantle of academic objectivity, however, and
anxious to honor the expectation of disinterestedness that he ascribed to
the institutions that employed him. These goals led him, like Knight, to
maintain a wary stance toward organizations that were formed to pur-
sue a political goal. His continued refusal to accept the offer of member-
ship in the American Jewish Committee in the midst of World War I,
despite his Jewish heritage and the increasingly pressing nature of its
cause, demonstrates the seriousness of his reservations. There was no ele-
ment of the committee’s program, he acknowledged, to which he “could
not heartily subscribe.” Nevertheless, his usefulness “would be seriously
diminished” if he accepted any commitments beyond his “wholly objec-
tive work as an economist.” This might seem like “excessive squeamish-
ness,” he acknowledged, but he could align himself with no “narrower
loyalties than my American one.” 8% Viner’s invocation of the importance
of national service helps provide some explanation for his willingness,
despite his reverence for analytic detachment, to accept government
work in the Roosevelt administration. He remained frustrated and dis-
satisfied by the work, characteristically remarking to Lionel Robbins on
a brief return to academia in 1935 that he found it “peculiarly pleasur-
able” to reenter “discussion of things which don’t matter except to
scholars.” 8% He felt some commitment to fulfill civic obligations when
called upon and was reluctantly willing to set aside his academic iden-
tity when asked to contribute to the country’s governance. He was
consistently unwilling to do so, however, in the active support of any
narrower cause.

Despite their personal and professional differences, Knight and Viner
both sought to distance themselves from partisan debate and therefore
held aloof from organizations they perceived to have an ideological
agenda. They adopted this disinterested stance in deliberate opposition
to the approach of their interventionist colleagues, whom they consis-
tently criticized for their frequent engagements in politics and their will-
ingness to validate matters of opinion with the mantle of science. Many
of their students would choose to protest the growth in the scope of
governance by entering the political fray themselves. Knight and Viner,
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however, remained devoted to an alternative model, one in which econo-
mists labor to acknowledge contrary interpretations of the available
data and refuse to employ their prestige to advocate a particular ap-
proach to political economy on the public stage.

In the early 1930s Hayek, too, was reluctant to connect economic
analysis to any social or political ideology. He aligned himself with Rob-
bins’s methodological views, agreeing with his colleague’s argument that
economists should avoid claims to normative expertise. His inaugural
lecture explicitly praised Robbins for having “so effectively impressed
upon us, that science by itself can never prove what ought to be done.”
He also agreed with Robbins’s contention that the philosophical limita-
tions of economics should not prevent its practitioners from participat-
ing in political debates. Because the economist’s tools were needed to
determine “the best policy” for achieving ends that were widely shared,
Hayek concluded that it would be appropriate for economists to criti-
cize proposals for social improvement if they “were not conducive to the
desired end” or “policies of a radically different nature would bring
about the desired result.”'”® This represented a significant restriction on
his political role, and Hayek attempted to observe it in his writings dur-
ing the first half of the decade. His disputes with Keynes in economic
journals attracted broad attention within the profession, and he did not
shy away from contributing to the ongoing socialist calculation debates.
In both cases, however, he focused on analytic questions and avoided
explicit invocations of broader philosophical claims. His writing was
still thematically abstruse, stylistically Germanic, and preoccupied with
problems in capital theory that even many economists found difficult to
comprehend.!”!

Hayek began to question his approach to problems at the intersection
of politics, philosophy, and economics during the second half of the de-
cade, as he struggled to overcome increasing public and professional
skepticism of his ideas. In a methodological shift that he saw as crucial
to his subsequent development, he arrived at the conclusion that certain
forms of economic analysis need to be subjected to empirical verifica-
tion. An encounter with Karl Popper’s Logik der Forschung convinced
him that empirical methods were particularly important when econo-
mists moved from considering the actions of a single individual to those
of several members of a group.!”?> The concept of equilibrium, he argued
in his 1936 lecture “Economics and Knowledge,” relied on assump-
tions about group behaviors that were rarely verified or even acknowl-
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edged.'”® Hayek saw this presentation as the beginning of his own
“original development,” and its emphasis on the need for empirical foun-
dations as a clear break from his mentor Ludwig von Mises’s insis-
tence on the a priori foundations of economic analysis. (He was sur-
prised that the notoriously thin-skinned Mises never seemed to perceive
it as such.)!”* The phenomenon that economists most needed to illumi-
nate in order to understand group behavior, Hayek believed, was the
acquisition and division of knowledge: “How can the combination of
fragments of knowledge existing in different minds bring about results
which, if they were to be brought about deliberately, would require a
knowledge on the part of the directing mind which no single person
can possess?”1?5 He saw this as the central insight of Smith’s “invisible
hand,” the motivating question of the social sciences, and a problem
that economists were uniquely equipped to address. In shifting his atten-
tion to this line of inquiry, Hayek was initiating a project that led him
far astray from the narrow modes of economic analysis that he had em-
ployed in his early works on capital theory. This was a subject that re-
quired him to address questions related to social-scientific methodology,
political philosophy, and the law, and to relate his conclusions in these
fields to his economic views. Although he maintained the skepticism
about direct political engagement that he had expressed early in his
career, he no longer could claim to be disinterested regarding normative
concerns. He was not disturbed by this transformation in his role. By the
end of the decade he was convinced that his ideas would become per-
suasive to others only if they were connected to a worldview that they
found compelling. In pursuit of this goal, he dedicated the remainder of
his career primarily to the development, elaboration, and propagation
of a social philosophy that would ground his economic arguments within
a broader theory of knowledge. He sought to distance himself from di-
rect engagement in the pressing political problems of the day but openly
oriented his work toward a long-term goal of generating ideological
change.

In Chicago, Henry Simons also arrived at the conclusion that market
advocates needed to do more to connect their economic ideas to a
broader political philosophy. In this endeavor he came to see Hayek as a
mentor and model. “There is no one now writing,” he wrote to Charles
Anderson of Macmillan, “who, in my opinion, can equal Hayek in that
crucial area common to economics and politics.””® He shared Hayek’s
goal of pursuing this line of inquiry without directly connecting himself
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to partisan debates. “I cherish my academic independence and zealously
avoid identification or affiliation with any political faction,” he explained
in a 1940 letter to Irving Fisher.!”” Of all the leading market advoca-
tes in the economics profession during the 1930s, however, he was the
least rigid in his interpretation of academic disinterestedness. He readily
accepted invitations to give public lectures on matters of relevance to
politics. His essays had a consistent political orientation and a strong
rhetorical dimension, and his only major book, the posthumously pub-
lished Economic Policy for a Free Society, consisted of a loosely related
collection of political tracts. Although he was anxious to avoid associa-
tion with any ideological dogma, he openly positioned himself as a policy
thinker concerned primarily with ideas that were relevant to contempo-
rary political problems.

In pursuing his political goals, Simons strategically framed the pre-
sentation of his ideas in order to maximize their rhetorical effect. By
proposing a graduated income tax, for instance, Simons believed that he
gained reformist credibility without needing to sacrifice matters of foun-
dational principle. “We old fashioned liberals have, at best, a hard time
avoiding popular classification as reactionaries,” he wrote to Frank Knox
at the Chicago Daily News in 1939. “Taxation, notably as to exempt se-
curities and capital gains, is one of the few areas where we can talk in
what is recognized to be ‘progressive’ language—without compromising
at all on our free-market position.”'”® He demonstrated a similar degree
of tactical self-consciousness in his discussions of corporate power. “The
present size of our great corporations, whatever the real economic effects,
does place the economist liberal at an awful disadvantage in any discus-
sion or debate,” he wrote to Trygve Hoff in 1939.'% In attacking the size
of modern corporations, Simons hoped to undermine a persuasive com-
ponent of progressive economic critiques. Further, he was willing to think
of himself as part of a self-conscious coalition that shared certain defined
political goals. “We liberals must stick together,” he wrote in one letter,
“and not dissipate our small influence by arguing too vigorously the par-
ticular points on which we may disagree.”?%°

In the final years of his life, Simons began working on the idea of es-
tablishing an institute of political economy at the University of Chicago
that would foster inquiries into the economic and political foundations
of the free market. In an initial memorandum proposing the idea, he was
the first to try to link the ideas of his colleagues and their students to-
gether as a group that practiced something definable as “Chicago eco-
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nomics,” invoking a tradition of market advocacy that he hoped to pre-
serve and extend.?’! “There should, I submit, be at least one university
in the United States where this political-intellectual tradition is substan-
tially and competently represented,” he argued, “and represented not
merely by individual professors but also by a small group really func-
tioning as a social-intellectual group.”?%? Simons’s project demonstrated
the extent to which market advocates within the economics profession
had shifted their position on public engagement during the 1930s. Al-
though they continued to distance themselves from contemporary politi-
cal debates, they recognized the need to form institutions capable of
fostering and propagating their ideas. They grew less wary of connecting
their economic ideas to a broader social philosophy and came to see that
project as crucial in generating popular and professional support. And
they proved increasingly willing to consider how best to frame their po-
sitions rhetorically to convince those who were otherwise inclined to be
skeptical.

In the years surrounding World War II, the dispersion that had char-
acterized market advocacy after the onset of the Great Depression gave
way to an incipient period of network formation and institution build-
ing. Small groups of entrepreneurial intellectuals responded to the fail-
ures of the early 1930s by initiating the development of organizational
structures, philosophical programs, and rhetorical frameworks in sup-
port of their views. Hayek, Simons, and their colleagues came to realize
that an absence of institutional assistance constrained their capacity
to support and learn from one another, hobbled their ability to build a
movement culture, and left their voices scattered and disconsonant.
They were acutely aware of the rhetorical defeats of the preceding years:
the most vociferous defenders of the market mechanism had done little
to explain how it could provide an acceptable solution to the pressing
problems posed by the economic crisis, and its more moderate advo-
cates had couched their arguments in too many qualifications to offer a
coherent alternative. An unwillingness to connect their ideas to a broader
worldview had consigned them to technocratic impotence in a political
environment characterized by passionate ideological contestation. In at-
tempting to develop a new approach, they began to lay the groundwork
for an era in which market advocates achieved rapidly growing influ-
ence in both popular politics and the academic world.

Although the new generation of market advocates would succeed
spectacularly in cultivating popular and professional support for their
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ideas, their approach never gained the acceptance or endorsement of
their predecessors. The architects of the economics departments at the
University of Chicago and the London School of Economics expressed
increasing discomfort with the philosophical and rhetorical shifts initi-
ated by their colleagues and students. Edwin Cannan passed away in
1935, but he had already become wary of Hayek and suspicious of his
influence on the school. The recent arrival “has corrupted them all, and
ought to be deported,” he wrote in private correspondence with charac-
teristic acidity. The ideas Hayek had imported from Austria, Cannan
worried, were turning his colleagues into a “gang of defeatists.”?% Viner
repeatedly refused to affiliate himself with Hayek’s efforts to form insti-
tutions in defense of the free market.?’* Late in his life Frank Knight
expressed growing dissatisfaction with what he perceived to be the rhe-
torical excesses of the new generation of market advocates. They were,
he wrote to a former student, “hurting the cause by going to extremes.”?%
Cannan, Viner, and Knight remained dispositional conservatives, inclined
to distrust both novel attempts at social engineering and excessive cre-
dulousness in regard to the workings of the market. They were suspicious
of political engagement and the effects it could have on the quality and
complexity of academic analysis. Their support for the price mechanism
was born more of dismay at the alternatives than of admiration for its
moral, cultural, or informational effects. Although their measured ap-
proach proved ineffective in preventing the rapid expansion of the state,
that was not the standard by which they hoped to be judged. In the midst
of the Great Depression, they saw the points where politics and econo-
mics intersected less as a source of opportunity than as a cause for regret.
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The publication of Walter Lippmann’s Inquiry into the Principles of the
Good Society in 1937 sent seismic waves through the Depression era’s
nascent network of academic supporters of free markets. Through his
column “Today and Tomorrow,” syndicated in more than 100 newspa-
pers and read by more than ten million Americans, Lippmann had be-
come, in one reviewer’s terms, the nation’s “genial companion of the
breakfast table,” a role that garnered his opinions an extraordinary
breadth of influence.! For economists and political theorists who re-
mained acutely aware of the unpopularity of their views and their inabi-
lity to gain a foothold in the popular imagination, Lippmann’s apparent
embrace of free-market principles and repudiation of economic plan-
ning were transformative events. As the proofs circulated in advance of
publication, these academics began to write Lippmann letters from loca-
tions around the Atlantic world to express grateful approbation of his
newfound role. The book, William Rappard wrote from the Institute of
International Studies in Geneva, was “a most remarkable work, and one
the publication of which will, I am sure, be a real landmark in the his-
tory of our times.”> Henry Simons wrote from the University of Chicago
that it was a “magnificent contribution to the liberal cause,” and that he
was “urging it upon all my literate friends.”3 Decades later, on the cusp
of the publication of The Constitution of Liberty, Friedrich Hayek de-
clared the magnum opus of his political philosophy to be “the final out-
come” of a “trend of thought which may be said to have started twenty-
two years ago when I read The Good Society.”* The book’s combination
of political stridency and popular success precipitated a change in the
self-perception of the academics whose influence on The Good Society
Lippmann readily acknowledged.® Intellectuals who had largely confined
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their critiques to academic circles began to see themselves as engaged in
a broader political struggle and as participants, however dispersed, in an
emerging movement.

In the decade after the publication of the book, this developing move-
ment culture manifested itself in a variety of institutional forms. The
first international gathering to discuss “neoliberal” ideas was held in
Paris in August 1938, in celebration of the publication of a French trans-
lation of Lippmann’s book. In subsequent years the Centre International
d’Etudes pour la Rénovation du Libéralisme was founded in Paris; the
Free Market Study was established in association with the Economics
Department at the University of Chicago; Wilhelm Ropke worked from
Geneva, ultimately without success, to raise money to support an in-
ternational journal of liberal ideas; and Friedrich Hayek prepared the
groundwork for the first meeting of what became the Mont Pélerin So-
ciety in Switzerland in 1947. Many of these attempts were to varying
degrees uncertain, lurching, and transient, and until the establishment of
the Mont Pelerin Society none of the institutions managed to fulfill their
original mandates or to become established on a permanent basis. But
the experimental activities of this period demonstrate the nature of the
commitment that these individuals believed they shared; the motiva-
tions that impelled them to overcome their hesitations and embrace new
identities as popular champions of particular political views; and the
peculiar entrepreneurial process through which academic intellectuals
attempted to find institutional forms capable of translating unpopular
ideas into eventual, if distant, political praxis.

This awkward transition from dispersion to coherence played a foun-
dational role in the postwar rebirth of liberalism.® Although it progressed
fitfully, with a variety of false starts and unrealized endeavors, certain
commonalities emerged. First, the intellectuals in this period, with a few
vocal but marginalized exceptions, were broadly committed to a signifi-
cant overhaul of what they perceived to be traditional liberalism. If one of
their primary opponents was “collectivism,” they reserved nearly com-
mensurate vitriol for their denunciations of laissez-faire. Second, their en-
deavors to create lasting institutions were defined by an effort to assemble
broad coalitions. A feeling of isolation and marginalization led them to
emphasize commonalities rather than differences, and a shared critique of
opposing ideologies allowed them to elide the differences that distin-
guished their own. Third, they perceived their roles as public intellectuals
to be one of precipitating long-term ideological change, and they rebelled
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forcefully against institutional structures that risked sacrificing the mantle
of academic objectivity in favor of more immediate political aims. Finally,
they relied heavily on international organizations to develop the move-
ment culture that enabled them to work in concert in pursuit of a com-
mon goal. This is a narrative about a network of small groups, which
were isolated in specific universities and commensurately marginalized
from national debate, developing the capacity to act as a broad and di-
verse community by conceiving of their project in supranational terms.
Contemporary scholarship often treats community and global society in
antipodal terms, but in the case of ideologies in abeyance the very possibi-
lity of community can depend on structures developed on a global scale.
Although the participants in the “Colloque Lippmann” are often re-
ferred to as neoliberals, the precise meaning of the term has long re-
mained unclear.” Jamie Peck has observed, “Neoliberalism was a mix of
prejudice, practice and principle from the get-go. It did not rest on a set
of immutable laws, but a matrix of overlapping convictions, orientations
and aversions, draped in the unifying rhetoric of market liberalism.”® It is
extremely difficult to treat in a sophisticated manner a concept that can-
not be firmly identified or defined. For many years attempts to do so re-
mained the province primarily of social scientists, who overwhelmingly
focused on the period of increasing neoliberal influence over economic
policy that began in the early 1970s.” One notable exception was Michel
Foucault, whose lectures at the Colléege de France in 1979 devoted close
attention to the early strands of neoliberalism and its varied meanings in
different national contexts.'® The publication of Foucault’s lectures in
2004 inspired renewed attention to the decades when the term “neoliber-
alism” came into common parlance, and a realization that its emergence
was characterized by conflict as much as by consensus.!' A closer exami-
nation of the processes through which it began to transition from mar-
ginalization to influence will help us interpret the set of prejudices, prac-
tices, and principles that fall under the ambiguous rubric today. Attempts
to understand the origins of neoliberalism require both a critical analysis
of ideas and a detailed examination of the organizational structures that
abstract theorists leveraged in their attempts to generate political change.
The eventual successes of the neoliberal movement have made it chal-
lenging for contemporary readers to recognize the sense of uncertainty
that impelled its early years. Between the two world wars it remained
very much in abeyance, as a limited cohort of advocates struggled both
to define their ideas and to prepare them for an eventual resurgence.'?
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They fell into quarrels with one another even as they sought to defend a
worldview that seemed in the midst of a precipitous decline. However
halting and imperfectly considered, their actions cultivated a sense of
solidarity and developed networks of communication that persisted be-
yond the collapse of the institutions they built. The sense of crisis that
brought them together would continue to inspire their shared project
long after its specific conditions had fallen away.

In the years that preceded the publication of The Good Society, Walter
Lippmann did not seem a likely advocate for free-market ideas. He had
become known early in his career, through both his books and his long-
time association with the New Republic, as an advocate of scientific man-
agement and interventionary economic policies. Having helped arrange
the serialization of The Economic Consequences of the Peace in the New
Republic more than a decade earlier, Lippmann maintained a close friend-
ship with John Maynard Keynes that he later recalled as “one of the hap-
piest of my life.”!3 And after a period of initial skepticism, he had openly
embraced Franklin Roosevelt’s economic program, telling him in the pe-
riod between the election and the inauguration that he “may have no al-
ternative but to assume dictatorial powers” and vigorously advocating the
policies of the early New Deal.'* Lippmann’s only link to economic con-
servatism was through a recent institutional affiliation: in the fall of 1931
his career as executive editor of the New York World concluded with the
newspaper’s demise, and he accepted a new position as a columnist at the
staunchly Republican New York Herald Tribune. The editor of the Herald
Tribune, Ogden Reid, had wooed Lippmann with offers of a substantial
salary and—despite the newspaper’s reputation and constituency—full
control over the content of his columns.!> The new employer provoked
some concern among Lippmann’s progressive colleagues: “Don’t let the
Bankers get you,” William Allen White warned him as he transitioned to
his new position.'® But even as the early 1930s witnessed dramatic changes
in Lippmann’s institutional affiliation and readership, his tone and themes
seemed to maintain the fierce independence and eclectic progressivism
that had defined his writing in the preceding years.

Once Lippmann delivered the Godkin Lectures at Harvard in May
1934, however, it became apparent that his perspective on both the New
Deal and economic planning was beginning to change. Like his earlier
work, these lectures manifested an unremitting skepticism about the
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practicability of laissez-faire, which he analogized to “a man condemned
who is reprieved repeatedly because he works miracles.” Lippmann ar-
gued that capitalism was sustained by the rising standard of living it
enabled, but that improvements in living conditions had increased the
price of social order from the full dinner pail to the two-car garage in a
matter of decades. Such an order, he concluded, “is inherently unstable.”!”
But his perspective was inflected by a new goal: he hoped to identify, in
light of this instability, a foundation on which to preserve the viability of
a capitalist economy. His attention now centered on the task of generating
a “defense of liberty” that was grounded, unlike its nineteenth-century
predecessors, in “positive convictions and affirmative principles.”'® This
would require identifying a “form of control” that was “compatible
with the variability, the complexity, and the dynamic character of the
capitalist order.”" For this vision Lippmann adopted the uneasy label
“free collectivism,” which he described as the doctrine of a state that
maintained responsibility for “the operation of the economic order as a
whole” while preserving “within very wide limits the liberty of private
transactions.”?? Although he had not yet developed an apposite lan-
guage or a set of specific policy proposals to reinforce his vision, he was
clearly advocating a project to save the capitalist order by delimiting
and restraining its most troubling abuses.

By the time Lippmann published The Good Society, which was par-
tially serialized in the Atlantic Monthly before its final publication in
the fall of 1937, he had traveled further along the path that the Godkin
Lectures had set.?! The transformation was partially inspired, he ac-
knowledged in the opening pages of the book, by his readings in Austrian
economics, and in particular by a volume edited by Hayek and pub-
lished in 1935, Collectivist Economic Planning.?> “In a crude way I had
discerned the inherent difficulty of the planned economy,” Lippmann
wrote to Hayek as the final proofs of the book were being submitted to
the publisher, “but without the help I have received from you and from
Professor von Mises, I could never have developed the argument.”?* On
the American side Lippmann had been “greatly helped” by his readings
of Henry Simons’s essays and pamphlets, and the two of them had ini-
tiated an active correspondence.>* His policy vision had not dramati-
cally transformed from the vague suggestions he had propagated in
the Godkin Lectures, but these readings had convinced him that the
terms in which he expressed his advocacy needed to be refined. Gone were
all references to “free collectivism”: in The Good Society all activities
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that could fall under the rubric of “planning” were expressly reviled. This
transition inspired sharp critiques from Lippmann’s journalistic and
academic colleagues, who ascribed the shifts in his perspective to the
subtle pressures exerted by his new institutional environment. The most
savage of these assessments came in a private letter from the historian
Charles Beard to Maury Maverick, a Democratic congressman from
Texas who had been asked to review The Good Society for Little, Brown.
Since joining the Herald Tribune, Beard wrote, Lippmann had “been
going Right as fast as his supple legs will take him.” But he rejected “the
idea that Lippmann has sold out to the rich. Some men do not sell out.
They go over gradually through association. They are buttered by flattery.
They sink softly into soft carpets and cushions. Having no steel in their
systems, having never slept on the hard ground, they hanker after those
things that tend to effeminacy, and plutocracy provides just those things.”
Lippmann’s writing, Beard asserted, exhibited the “odor of a sickly hu-
manism as thick as the smell of magnolia blossoms which apologists of
the good old days in the South spread over the sweat of slave gangs.”?’
His extraordinary vituperation reveals Hayek’s grim prescience in con-
fiding privately to Lippmann that The Good Society would inspire vocal
enmity among the progressives he had once considered colleagues and
friends.2®

Lippmann’s emphasis now fell heavily on the virtues of the market and
the dangers of excessive attempts to restrict its purview. Presaging the
rhetoric of market advocates in the subsequent decade, Lippmann estab-
lished a stark and dispiriting binary: those who wrote on contemporary
economics were either committed to freedom or to totalitarian collectiv-
ism, and he perceived the vast majority of his contemporaries to be advo-
cates of the latter. The “premises of authoritarian collectivism have be-
come the working beliefs, the self-evident assumptions, the unquestioned
axioms . . . of nearly every effort which lays claim to being enlightened,
humane, and progressive,” he asserted with astonishing sweep.?” Those
who considered themselves liberals, progressives, or radicals were “almost
all collectivists in their conception of the economy, authoritarians in their
conception of the state, totalitarians in their conception of society.”?®
This polar understanding of economic policy, and its corresponding
insinuation that gradual changes in the economy led inevitably toward
a dictatorial state, became the defining trope of free-market polemics in
the decade that followed. It was the absolutism with which Lippmann
expressed this binary that most troubled his colleagues and peers. The
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book, John Dewey wrote in Common Sense, gives “encouragement and
practical support to reactionaries,” in part by identifying “every form of
socialism and collectivism with state or governmental socialism.”?’ Lewis
Mumford complained of Lippmann’s “strange collectivist heresy hunt,”
in which he posited the only social options as a free economy and a mili-
tarized collectivism.?® And Charles Merriam expressed his consternation
about “an attempt to state a theory and formulate a practice of neo-
liberalism” that demonstrated “illiberalism and intolerance toward those
who differ from the new credo.”?! Lippmann’s refusal to accept the legiti-
macy of gradations of planning lent a potent sense of urgency to his
rhetoric, which in turn troubled those who did not share his manifest
belief in the contemporary dangers of nuance.

But even as Lippmann’s conservative turn in The Good Society pro-
voked criticisms from the left, his unreserved scorn for nineteenth-century
laissez-faire inspired sharp commentaries from a small cadre of other-
wise grateful colleagues on the right. Lippmann railed against “Adam
Smith fundamentalism,” which he identified as a product of the distor-
tionary excesses of the first half of the nineteenth century and “a phi-
losophy of neglect and refusal to proceed with social adaptation.”3? As
Henry Steele Commager observed a decade later, the book elaborates a
perspective that is “closer to Huxley than to Spencer, to Ward than to
Sumner,” and “its most deadly attack was leveled not against govern-
ment but against that perversion of classical economics which mas-
queraded as liberalism.”3% “Who were the callous Liberals of the late
nineteenth century?” W. H. Hutt asked in the South African Journal of
Economics, speculating that Lippmann was here showing a failure to
overcome dubious “ideas which he absorbed as a young man and culti-
vated as editor of The New Republic.” Herbert Spencer, Hutt further
complained, had become “an Aunt Sally,” and those who read the much-
disparaged members of the Manchester School would find them to be
paragons of disinterested idealism.3* If Lippmann’s forceful advocacy of
free markets and overt disparagement of all forms of economic planning
antagonized contemporary progressives, his harsh criticisms of laissez-
faire revealed his lingering resistance to the prospect of an unhindered
market mechanism.

The multivalence of Lippmann’s criticisms, and the relative ambiguity
of the programmatic suggestions that he offered at the book’s conclu-
sion, inspired confusion about the substantive content of his social vi-
sion. If all forms of planning were tantamount to totalitarianism, and
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nineteenth-century laissez-faire was a bankrupt ideology, how could one
identify an appropriate scope of intervention for the state? The distinc-
tion between collectivists and intelligent interventionists was vague at
best: in critiquing the former, Lippmann appeared skeptical of virtually
all forms of economic intervention; and in extolling the latter, he ap-
peared to advocate dramatic redistributions of income and vigorous
government action that paralleled many of the policies enacted in the
course of the early New Deal. In an incredulous overview in the Yale Re-
view, Ralph Barton Perry observed that “Mr. Lippmann could not very
well have attacked the New Deal directly because, item by item, he ac-
cepts the greater part of it.”3’

The tensions between Lippmann’s critique of collectivism and his
positive proposals for reform are evident in the responses he received
from the Department of Economics at the University of Chicago. Both
Frank Knight and Henry Simons extolled the book as a major event and
a brilliant contribution to contemporary debates about the appropri-
ate scope of governmental interference in the economy, but expressed
concerns that it was—paradoxically—excessively optimistic in its inter-
pretation of the prospects for reform and insufficiently critical in its ac-
ceptance of certain laissez-faire principles. “I was a bit annoyed,” Henry
Simons wrote in a private letter, “both by your tribute to Keynes and by
those few pages in the text which reflect his influence.” Keynes was “ir-
responsible and untrustworthy” to members of the liberal movement, he
warned, and the General Theory had potential as an “economic bible of
a fascist movement.”3¢ Knight worried, in a review published in the Jour-
nal of Political Economy, that “many of the author’s proposals of lines
of reform involve difficulties which are both staggering and obvious to
the student of economics, so that his suggestions seem optimistic to the
point of naivety.”?” But if Lippmann had “given Keynes more than his
due,” Simons continued, he might “have also been too generous to-
ward his arch enemies in the academic world, Professors Mises and Rob-
bins.”3% Knight echoed Simons’s complaint about Lippmann’s positions
“taken over from the theorists of extreme laisser faire, of whom Profes-
sor von Mises is an extreme example,” including an unsubstantiated
assertion of the “impossibility” of effective collectivist economic plan-
ning and an inattention to the perils of monopoly.>’ These opposing
criticisms reveal much about the hetorogeneous and ambiguous nature
of Chicago economics in this period, as its theorists struggled, like Lipp-
mann, to articulate forceful critiques of laissez-faire alongside uncom-
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promising denunciations of the New Deal. They further reveal the im-
portance that Lippmann, Knight, and Simons all attributed to the project
of distancing themselves from an absolutist adherence to free markets.
By couching their criticisms within strong statements of approbation,
Knight and Simons expressed sympathy with Lippmann’s ambition, if not
his specific program, to avoid the excesses of both totalitarianism and
laissez-faire.

It should be noted, however, that neither Knight nor Simons listed
Hayek among those who advocated “extreme” policies in support of
laissez-faire. At the time The Good Society was written, Hayek was be-
ginning to turn away from his earlier focus on capital theory and toward
the development of a broader social philosophy. To an extraordinary de-
gree, The Good Society established the framework for the arguments
adopted by market advocates in the subsequent decade, and in particular
for the political project that Hayek began to conceive in the wake of its
publication. “No human mind has ever understood the whole scheme of
a society,” Lippmann stated in The Good Society, in a critique of social-
scientific rationalism that would become central to Hayek’s thought in
the ensuing decades. “At best a mind can understand its own version of
the scheme, something much thinner, which bears to reality some such
relation as a silhouette to a man.”*° He attributed this basic insight to
eighteenth-century intellectuals, most notably Adam Smith, whose thought
he sought to protect from the parodies that had emerged in the interven-
ing years. Presaging Hayek’s essays of the early 1940s, he disparaged
Spencer and Mill, and contrasted the failures of nineteenth-century
laissez-faire with what he perceived to be the richer and more nuanced
conception of liberty that emerged in the Scottish Enlightenment. And,
foreshadowing Hayek’s central argument in The Constitution of Liberty,
Lippmann argued that the power structure of the modern state should
center not on a managerial bureaucracy, but rather on a carefully delim-
ited and constantly evolving network of established laws.*! Certainly
Lippmann’s work had been influenced by Hayek’s body of research, and
in particular the critique of the economic viability of a socialized econ-
omy that Hayek had developed in concert with Mises. But the contrary
line of influence, running from Lippmann’s arguments in The Good Soci-
ety to Hayek’s developing political philosophy in the subsequent decades,
is still more pronounced. As Hayek began in the late 1930s to conceive of
his project in broad political terms, The Good Society established the
groundwork for the social vision he would come to expound.
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Hayek’s response to the proofs of The Good Society expressed, in con-
trast to the positive but somewhat more reserved reviews from Knight
and Simons, an unqualified endorsement of Lippmann’s arguments.
Hayek wrote to Lippmann that he expected from his readings of the seri-
alized portions of the book that he would “be in complete agreement
with the critical parts,” but it was “a pleasant surprise that I found myself
in almost equally complete agreement, even to points of detail, with the
constitution section.” He went so far as to express particular enthusiasm
for Lippmann’s positive proposals, noting that he had “always regarded
it as the fatal error of classical Liberalism that it interpreted the rule that
the state should only provide a semi-permanent framework most condu-
cive to the efficient working of private institutions as meaning that the
existing legal framework must be regarded as unalterable.”*? In one of
the rarest of scholarly experiences, Hayek had found a book that per-
fectly conformed with his evolving views. His enthusiasm was shared,
with only limited qualifications, across the transatlantic network of clas-
sical liberals with whom Hayek maintained active communication dur-
ing his time at the London School of Economics.* To have a journalist of
Lippmann’s stature parroting and, still more remarkably, helping form
their views was an extraordinary event. As Charles Beard noted in his
epistolary skewering that autumn, it “is a rare find for them to catch a
Lippmann and they are tickled to death, like a child with new boots.”**

The Good Society emerged at a time when this small collection of
individuals was beginning to observe, within what had until then re-
mained a haphazard collection of disparate voices, a growing atmosphere
of consensus. In the months preceding the publication of Lippmann’s
book, the German economist Wilhelm Ropke wrote separate letters to
Lionel Robbins, Karl Brandt, and Friedrich Hayek all lauding the appar-
ent “convergence” of their respective views.*> Ropke was eager to find
allies: he had risen rapidly to a chair at the University of Marburg at the
age of thirty, but his forthright criticism of the Nazis had cost him his
job soon after the implementation of their Law to Restore the Profes-
sional Civil Service. After a short stay in Turkey, he had recently joined
the faculty of William Rappard’s nascent Institute for International
Studies in Geneva. Although Ropke had been more open than his col-
leagues at the LSE to public investment as a means of combating the
Great Depression, he substantially agreed with their diagnoses of the
causes of the crisis and shared their anxiety about the global drift to-
ward authoritarianism.*® He was now eager to begin a more active ex-
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change of ideas. Lippmann himself had noticed a similar congruence,
writing in The Good Society that a “reéxamination is now under way by
a new generation of liberal thinkers, who have been shaken out of their
complacency by the debacle of liberalism and out of the easy acceptance
of the collectivist alternative by the horrors of the collectivist reac-
tion.”*” In this atmosphere the publication of a book that could capture
some portion of the popular imagination was a potentially transforma-
tive event. Upon the publication of The Good Society, Ropke wrote di-
rectly to Lippmann to herald its appearance as a moment of transition.
“I state with unmitigated enthusiasm that you have given masterful ex-
pression to ideas which are in the minds of that all too small circle of
thinking Liberals and that you have added new and weighty ideas.”*
Lippmann, in publishing The Good Society, heralded the possible emer-
gence of a new moment for those who had committed themselves to a
revitalized liberalism: a time when what seemed to have been a desperate
errand into the wilderness began to yield precursory results.

The perception that a unique opportunity was at hand inspired the
pivotal question of how best to take advantage of it. Hayek, Ropke, and
their peers faced the fundamental challenge of attempting to transform
a felt consonance of opinion among a small network of individuals—in
some cases separated, as Ropke noted in his letter to Stanford economist
Karl Brandt, by “a continent and an ocean”—into a coherent move-
ment.*’ This was further complicated by persistent ambiguities about
what the goals of such a community would be. As the reviews of Lipp-
mann’s The Good Society had revealed, dual criticisms of laissez-faire
and creeping collectivism had yet to yield a clear representation of what
fiscal and social policies one could advocate. And as a community con-
sisting primarily of academics, they remained committed to ideological
change but deeply uncertain about how to transform their isolated theo-
retical ideas into effective political praxis.

During 1937 Hayek, Ropke, and Lippmann engaged in a correspon-
dence that began to develop an image of the form an initial process of
collaboration might take. Hayek wrote to Lippmann in April of his de-
sire to discuss the problems they were writing about in person, and of
the concomitant need to achieve “closer cooperation” among their intel-
lectual allies in order to make their arguments “more articulate before it
is too late.”*? Lippmann’s reply acknowledged that the idea “interests
me very much indeed,” but that he was groping to determine “how one
would go about it.” He concluded that “the best beginning would be to
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identify the genuine liberals and begin to correspond with them and get
them in touch with each other.”’! Hayek’s response in June began the
enterprise of compiling lists of those who could be counted on as col-
laborators in their ideological endeavor. Having spent his youth in Vi-
enna and his subsequent career at the London School of Economics,
Hayek had worked with the two principal mentors of those whom he
viewed as exemplars. “The names I have included,” he acknowledged,
“are practically all economists, mostly people who have been at one
time or another under the influence either of the late Professor Edwin
Cannan or of Professor L. Mises.” He also acknowledged what he de-
scribed as “the interesting little group in Freiburg in Germany, led by
[Walter] Eucken and one or two of his colleagues at the law faculty
there”; a small congregation of sympathetic Italians centering on Luigi
Einaudi; and the collection of “some of the most brilliant liberals in Eu-
rope” that had gathered at William Rappard’s Institute for International
Studies in Geneva. In America, Hayek lamented that only “Mr. H. C.
Simons of Chicago seems to be quite untainted by collectivist ideas,”
while “the men with the best practical judgment among the American
economists,” including Jacob Viner, Alvin Hansen, and C. O. Hardy, may
not “have quite realized where collectivism leads to.” The list’s notable
lacunae aside, however, Hayek remained confident that it “would repre-
sent a bigger and better team of really liberal economists than could pos-
sibly have been found during the first quarter of this century.”3> What
remained missing was an institutional structure capable of leveraging
the latent capacities they shared.

Hayek’s primary idea, as he articulated it to Lippmann, was to create
an “international organization of liberal economists” that would center
on “collaboration in some sort of international journal entirely devoted to
the problems arising out of the rational construction of a ‘Good Soci-
ety.” 733 Ropke, on the other hand, wanted “a thorough discussion of the
main issues involved (the Agenda of Liberalism, its failures in the past, the
larger sociological problems etc.).”** He elaborated on his idea in a letter
to Lippmann in the early fall: “I believe the next step should be to organ-
ise, in one form or another, a discussion among the few people in the
world whose thoughts in these matters have reached the necessary degree
of maturity.” He liked Hayek’s idea of “a special periodical or series of
pamphlets,” but he worried “that an enterprise of this sort would lack the
indispensable unity and direction without the personal touch and the
thorough-going discussion which only a small conference could provide.”
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He acknowledged privately to Lippmann that he had long held a vision of
what that would involve, which appears today as a strikingly prescient
description of the conditions underlying the first meeting of the Mont
Pélerin Society a decade later. “Some years ago, I launched the idea of
assembling the dozen of Enlightened Liberals in a solitary hotel high up
in the Alps and to cross-fertilise their ideas for a week. Unfortunately,
nothing has come out of it for lack of necessary funds, but I hope that some-
thing of this sort will become possible in a not too distant future.”>’

The conditions that precipitated the meeting of the Mont Pélerin So-
ciety in April 1947 were therefore in place nearly a decade before the
meeting occurred. Lippmann’s Good Society had outlined the basic pa-
rameters of the social philosophy that Hayek would spend the years
before and after the war elaborating in substantial detail. It was, in this
sense, the foundational text of neoliberalism: the first work to shape the
conjoint critique of economic planning and laissez-faire into a holistic
and popularly compelling philosophical program. A transatlantic cohort
of intellectuals who shared the basic perspectives outlined in Lippmann’s
book had begun to coalesce, and the core of Hayek’s developing list of
potential collaborators would look remarkably similar in the years after
the conclusion of the war. The beginnings of a movement culture had
become evident in the calls for mutual cooperation that became increas-
ingly urgent as the summer of 1937 turned to fall. The following winter,
of course, brought the Anschluss, an increasingly rapid international turn
toward diplomatic breakdown, and, eventually, war. The very conditions
that inspired the sense of urgency that Hayek, Ropke, and Lippmann
shared would soon dramatically accentuate the difficulties of interna-
tional communication and make the existence of the stable institutions
they imagined impossible. In the meantime, however, there remained a
small window of opportunity, and plans began to take shape for a pre-
liminary gathering to discuss the problems and possibilities that their
solitary publications had raised.

As Hayek corresponded with Lippmann and Ropke to determine the
appropriate mode of organization during the summer of 1938, he put
Lippmann in touch with Louis Rougier, a philosophy professor at the Uni-
versity of Besangon in France.’® Rougier had received his doctorate
from the Sorbonne in 1920, having already published extensively on the
philosophy of physics. In 1925 he published La scolastique et le thomisme,
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a massive critique of the logical contradictions of Thomism that had re-
quired over a decade to complete.’” During the 1920s he became the
only French member of the Vienna Circle, and in 1935 he served as
president of the first Congres International de Philosophie Scientifique
at the Sorbonne.*® As the political crisis of the early 1930s accelerated,
however, Rougier’s attentions began to drift away from neopositivist
critiques of theology and toward what he perceived to be contemporary
“mystiques,” or doctrines that “one would not know how to demon-
strate by reason or to ground in experience, but that one accepts blindly
for irrational motives.”’? He viewed this endeavor as very much con-
nected to his previous philosophical project: an attempt to identify logi-
cal fallacies that had permeated the popular imagination, and in doing
so to rescue and demarcate the proper spheres of scientific inquiry.®°
He focused first on political “mystiques,” writing a pamphlet in 1935
in which he examined the foundational myths of—among other political
systems—monarchy, democracy, and totalitarianism, and briefly argued
that the only remedy for the fraught relations among the competing sys-
tems was “to return to the practices of political, economic and cultural
liberalism in the framework of a constructive internationalism.”®' Rou-
gier’s work to this point remained primarily critical: he had done little to
demonstrate what these “liberal” practices would look like, or how they
would redress the tendency of political systems to rely on foundational
dogmas. But on the strength of his existing body of work, in 1937 he
was given the opportunity to edit the Librairie de Médicis, a new collec-
tion of books intended to promote liberalism and to combat potentially
subversive political theories. The founder of the Librairie, Marie-Théreése
Génin, was an employee in the Bureau de Documentation in Paris,
where her employer, the right-wing industrialist and propagandist Mar-
cel Bourgeois, had urged her to establish a new series of books targeting
public intellectuals. The “first task of propaganda,” Génin wrote after
the war, “is the publishing of books . .. by famous authors.”®? In a pri-
vate letter to Lippmann in the summer of 1937, Rougier described the
goal of the series as “to contend with marxism [sic], guided and planned
economics and to point out the way to salvation through political and
economical liberalism.”®3 He was therefore explicitly charged with the
task of bringing to press books that expounded a particular ideological
agenda, with the ultimate goal of effecting political change through the
conversion of intellectual elites.®* He served, in this sense, as an early
progenitor for the more populist conservative publishing houses—like
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the Henry Regnery Company, founded in 1947—that began to appear
in America in the years after the war.

Rougier began to put forward a more explicit agenda in his article
“Retour au libéralisme” in the Revue de Paris at the beginning of 1938
and a book, Les mystiques économiques, that followed months later.
These two texts lament the apparent devolution of political debate to a
choice between fascism and communism, both of which he perceived to
renounce the advantages of a liberal system: namely, the division of la-
bor, the circulation of capital, the cosmopolitanism of culture, the dig-
nity of the individual conceived as an end, the security provided by a
stable judicial system, the free choice of consumers, and the freedom of
thought.®® Criticizing, like Lippmann, the steady accumulation of grad-
ual compromises, he argued that the contemporary liberal democracy
“finds itself transformed into a totalitarian State.”®® He shared Lippmann’s
belief that new economic solutions would require overcoming a static
adoption of laissez-faire, which he labeled “la mystique libérale.”®” And
like Lippmann, he emphasized the importance of establishing a stable
network of laws to protect the rights and capacities of the individual
citizen against the progressive encroachment of the state.

Rougier bolstered this argument, however, with a determined critique
of popular sovereignty that resonated much more closely with Lippmann’s
progressive valorizations of elite expertise in the early 1920s than with
the populist tones of The Good Society.®® The masses, Rougier argued in
an unremitting list, are “ignorant and self-important,” “impatient and
brutal,” “primitive and futurist,” “iconoclastic,” “conformist,” “herding,”
and “materialist.” “Their reign,” he concluded, “is synonymous with com-
monness, vulgarity, and boredom.”®® He asserted in Les mystiques
économiques that his current work sought to dispel economic doctrines
that were “founded not in reason or experience” but rather “merely make
explicit, while portraying them as scientific pseudo-demonstrations, cer-
tain sentimental attitudes, certain class prejudices, certain mental habits;
in brief, certain partisan passions.””® He hoped to find ways to over-
come the failings of the mass mind. Governments, he concluded, would
suffer for the intellectual incapacities of their constituents unless they
created mechanisms to distance decision-making processes from the het-
erogeneous claims on the levers of power. Liberal societies could not
sustain their dual emphases on the principle of the rights of the citizen
and the principle of popular sovereignty, and he urged his readers to
help the former prevail.”!
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Shortly after receiving Rougier’s inquiry, Lippmann agreed to let the
Librairie de Médicis publish the French version of The Good Society,
which would join a growing list of translations that included works writ-
ten or edited by, among others, Ludwig von Mises, Fritz Machlup, Lionel
Robbins, and Friedrich Hayek.”” The book was slated for publication,
under the title La cité libre, in the summer of 1938. Rougier and Lippmann
maintained a correspondence during the year, and Lippmann expressed
his admiration for the contents of Les mystiques économiques upon its
publication.”? When Lippmann arranged a trip to Europe during the
coming summer for separate reasons, Rougier perceived it as an opportu-
nity to gather a few interested individuals to clarify “how one could or-
ganize intensive propaganda” and “launch an international crusade in
favor of constructive liberalism” as it had been “defined by Lippmann,
Ropke, Mises, and the London School.””* He arranged a meeting over
afternoon tea in Geneva at the end of June, including himself, Lippmann,
Wilhelm Ropke, and possibly William Rappard.” At that meeting Rou-
gier proposed, among other possibilities, a larger and more formal gath-
ering at Marcel Bourgeois’s home in Paris the following week.

At this point Lippmann manifested a sudden unease about the circles
into which he was being rapidly assimilated. He was rarely self-reflective
about the shifts in his political perspective, but his transition from pro-
gressive supporter of the New Deal to association with free-market ad-
vocates on the transatlantic politic fringes did not occur without some
discomfort. Rougier exacerbated this disquiet with his constant and un-
abashed references to “propaganda” and his plans to host an event at the
home of a politically active industrialist. Rougier’s vision of intellectuals
devoted to a “constructive liberalism” had a much stronger immediate po-
litical valence than that of Lippmann’s other European correspondents—
Hayek, Ropke, and Rappard—and their initial encounter brought
Lippmann’s anxieties to a breaking point. He had not realized that a
planned dinner “had any purpose beyond affording an opportunity to talk
over the ideas in which we are all interested.” As a “matter of principle,”
he refused to “participate in propaganda or in political movements
of any kind whatsoever,” a rule that he found all the more important to
observe when he was visiting a foreign nation.”® He was far less chari-
table in a private letter he sent to Rappard. It was inconceivable for him
to “take part in any movement, even as a silent spectator,” oriented to-
ward “domestic struggles” and financed by “special interests.” He was
“suspicious of Rougier” and didn’t “intend to be associated with any-
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thing of that kind.””” As a result, he thought it best not to attend the
dinner. Lippmann’s anxieties demonstrate a concern that was broadly
shared within the emerging movement, if not by Rougier: the difficulty
of establishing appropriate boundaries between discussion of a common
intellectual program and active engagement in propagandistic activities.
The movement’s central figures shared a desire to precipitate long-term
political change, and fully recognized that the purpose of a gathering
would be to create conditions that would hasten the possibility of a re-
birth of liberalism. But a lingering sense of decorum deterred them from
overt discussions of the relationship between their ideas and immediate
political action. A veil, however thin, needed to remain between their
social philosophies and the world they hoped to transform.

In the ensuing weeks Rougier successfully persuaded Lippmann not to
avoid future mutual endeavors, and in mid-July he sent a circular notice
to potential participants in a conference centering on a discussion of
Lippmann’s The Good Society that he had scheduled for late August. The
proposed “Conférence Walter Lippmann” (later formally christened the
“Colloque Walter Lippmann”) would be designed “to discuss the princi-
pal theses of this work relative to the decline of liberalism and to the con-
ditions of a return to a renovated liberal order distinct from Manchester
laissez faire.” Propaganda was not listed as an explicit goal of the meeting,
and the author of the book would be an active participant.”® Rougier
thereby succeeded in assembling a collection of twenty-six individuals,
including, among others, Raymond Aron, Friedrich Hayek, Walter Lipp-
mann, Ludwig von Mises, Michael Polanyi, Wilhelm Ropke, Jacques
Rueff, and Alexander Riistow, at a building a short walk from the Louvre
during the long final weekend in August. The world was fast entering a
state of crisis: Hitler had completed his annexation of Austria in the
spring, and his meetings with Neville Chamberlain would begin less than
three weeks later. Before Lippmann returned to America, and with a
sense that the window of opportunity for effective action was rapidly
closing, Rougier hoped to have established a formal program for future
work on the creation of a new and constructive liberalism.

The theme of the conference, Rougier announced on its opening day,
would be the attempt to build on the insights of The Good Society to
construct a new liberalism that was “essentially progressive.” The world,
he believed, was caught in a destructive cycle in which democrats be-
lieved their last defense to be socialism, and capitalists believed their
only recourse to be fascism. This disastrous situation could be redressed
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only through a liberalism that was able to sublimate the “Manchester
doctrine” of “laisser-faire, laisser-passer.” Such a version of liberalism
would require a vision that fundamentally differed from those that had
been applied in the recent past. To illuminate the problem, Rougier drew
attention to an analogy that Lippmann had previously drawn: “To be
liberal, it is not, like the ‘manchestérien, to let the cars drive in every
direction, following their inclinations, which would result in difficulties
and incessant accidents; it is not, like the ‘planner,” to determine for each
car its hour of departure and its itinerary; it is to impose the rules of the
road.””® The goal for the conference was to develop a consensus around
this foundational supposition, and then to begin engaging in discussions
about what the specific nature of such rules would be. Lippmann sup-
ported Rougier’s mandate, advocating “the necessity of renewing liber-
alism by turning it into a new doctrine, capable of providing questions
and answers likely to satisfy everyone.”®° The liberalism Lippmann and
Rougier sought to create, as one participant stated, “is not yesterday’s, it
will be tomorrow’s: a liberalism mellowed, revised, renovated.”® This
gathering, in conjunction with the original publication of Lippmann’s
book, represented the inception of what is now commonly referred to as
neoliberalism, in the form of a nascent community joined together to
discuss the parameters of a radically reconstructed liberal doctrine. The
participants in this meeting shared a commitment to attempt to save
liberalism by changing it, even as the ideology seemed to be ineluctably
entering the later stages of a disastrous and self-inflicted decline. It was
an attempt to step outside a cycle that Frank Knight had sometimes de-
scribed as an immutable law of history: the collapse, due to carefully
hidden internal contradictions, of all political doctrines from within.
The first problem of the new liberalism would be to identify a term
that its ideological sympathizers could apply to themselves. They could
no longer consider themselves “liberals” because the use of that title
would identify them with the very philosophy they were attempting to
overcome. In his introduction to the published version of the “Colloque,”
Rougier acknowledged the emerging adoption of the terms “neolibera-
lism” and “neocapitalism” to describe the project they had undertaken.3?
But in the actual discussions the only references to the adoption of the
prefix were negative, because participants demonstrated unease with both
the problematic connotations of the term “liberalism” and the ambigu-
ous or elided meaning of “neo.”®3 The conversation circled relentlessly
back on the question of what term might serve as a formal designation,
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and “liberalism,” “neoliberalism,” “individualism,” “laissez-faire,” and
“liberalism of the left” were all variously raised and rejected.?* The con-
tinual focus on matters of wording at the “Colloque Lippmann,” which
might seem at first consideration trivial, attested to the importance of
developing a single rubric to encompass the various members of an ide-
ological group. The relationship between movements and terminology is
reciprocal: just as movements create terms to describe the projects they
have undertaken, terms provide a conceptual umbrella around which
their disparate members can unite. Later generations would develop ad-
ditional allegiances around the terms “classical liberalism,” “libertaria-
nism,” and “conservatism” and engage in ongoing battles about how best
to define the set of beliefs they shared. The failure of the participants in
the “Colloque Lippmann” at this moment to name themselves generated
a problem that would plague the movement in later years, as in the
absence of a shared reference its members increasingly identified them-
selves with divergent labels and focused intensively on the differences
their respective choices entailed.

The second task of the new liberalism was to identify which aspects of
“nineteenth-century” liberalism it would seek to revise. For a conference
ostensibly dedicated to the subject, the ideas put forward at the “Collo-
que Lippmann” were remarkably vague. The participants in the confer-
ence were committed to the rehabilitation of the market mechanism and
to the advocacy of a social structure that preserved—with some neces-
sary caveats and limitations—a general framework for free discussion
and exchange. But they largely agreed that the previous philosophical ve-
hicle for this system of beliefs, which they alternately described as “lib-
eralism” or “laissez-faire,” had proved itself unsustainable as an abstract
framework for the ordering of social interaction. They were therefore
committed to the idea of a “revised,” “progressive,
liberalism without having yet identified precisely what the revisions en-
tailed. Much as Lippmann, in The Good Society, struggled to outline a
“positive” program that did not seem to advocate the policies that his
critique of socialism condemned, the participants in the “Colloque Lipp-
mann” had difficulties identifying constructive “revisions” that did not
violate the philosophy they were attempting to save.

Most of the participants contributed little toward a solution of this
problem, and the explicit discussion of positive proposals was covered
only briefly in the final hours of the conference discussion. By the conclu-
sion of the meeting, however, the German sociologist Alexander Riistow
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observed that two distinct perspectives had begun to emerge.®* One
group, Riistow said, “searches for the responsibility for the decline of
liberalism in liberalism itself.”®® Riistow himself had been engaged in
such an internal critique of liberalism for much of the decade. Having
been trained as a philosopher before the outbreak of World War I, he
later served in the Reich Economics Ministry and the Association of
German Engineering Manufacturers. After attaining a chair in Freiburg
im Breisgau, he became prominent for his advocacy of a strong state
that would protect the market economy while suppressing cartels and
counteracting the extremes of the business cycle. Having attracted the
ire of the Nazis, he followed Ropke to a position in Turkey in 1933,
where he would remain until 1949.%7 In his descriptions of his position
at the conference, he moved beyond economic analysis to launch a
forceful moral critique of the capitalist order. Liberals—including the
participants in this discussion—had forgotten, he argued, that “the most
important socioeconomic task is to give the economy a form that pro-
vides to the largest possible number of men not the highest income pos-
sible, but a living situation as satisfying as possible.”%® The present eco-
nomic crisis was merely a secondary symptom of “a more profound
sickness in the social body.”®® Humans required both liberty and unity
to flourish, but in moments of flux the latter priority was of greater im-
port than the former. In order to rescue liberalism, it would be necessary
to find a way to reconcile liberal insights with the fundamental human
need for integration into a broader social organism, with stronger lines
of connection than those provided by abstract reason alone. Lippmann
expressed implicit agreement with Riistow, indicating that the maximi-
zation of utility was a social good but not necessarily the only standard
by which progress should be measured, although Ristow reminded him
that acknowledging this raised the unresolved question of what alter-
native standard one should apply.”® This vision of a “constructive lib-
eralism” relied on an acceptance of the idea that the problems with
laissez-faire could not be addressed merely through a network of limited
restrictions on the grosser excesses of the market. Rather, they demanded
the abandonment of the abstract paradigm of the homo economicus,
and the integration of the market economy into a redefined and morally
renewed social order.

Another group, Riistow argued, found “nothing essential to critique or
to change in traditional liberalism” and attributed contemporary difficul-
ties to failures to implement sufficiently liberal ideals.”’ Among the active
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participants in the discussion, the two central figures in this group were
Jacques Rueff and Ludwig von Mises. Liberalism, Rueff argued, led to a
higher standard of living, provided the economic system with a flexibility
that prevented instability, and tended to maximize the welfare of the
lower classes.’? It was essential, Mises added, to hold on to the unmodi-
fied word “liberalism” as the core of their belief.”® If Riistow believed that
liberalism required a dramatic revision of its very philosophical founda-
tions, the members of this group appeared suspicious of the notion that it
required any substantial revision at all. This uncritical adherence to liber-
alism was not broadly accepted within the “Colloque Lippmann,” how-
ever, and its advocates remained a vocal and dissatisfied minority.** Hayek
himself had been critical, in a letter the previous summer, of “elderly men
who still cling to the old tradition, but mostly for bad reasons, and my
experience with them is mostly ‘God beware us of our friends!” ”®* In the
years after the “Colloque Lippmann” this group found itself increasingly
marginalized from the movement’s ongoing debates. Mises’s refusals to
compromise his “pure” version of liberalism left him engaged in ever
fewer dialogues, and made it impossible for him to find an academic posi-
tion commensurate with his professional prestige after he fled Switzerland
for the United States at the end of the decade. Mises, Fritz Machlup wrote
privately to Hayek in November 1940, was a “problem child.”*® “You
know how difficult it is to make him listen to an opponent’s argument and
discuss it in a friendly spirit,” he added in another letter months later.
“Now you can imagine that discussions in these times require more pa-
tience and less dogmatism—and that people do not stand for Mises’ lack
of the former and excess of the latter. This is why I have little hope for
him.””” Most of the participants in the “Colloque” shared a belief that the
principles of traditional liberalism had proved unsustainable, and perhaps
more important, that they did not present a viable option to those in posi-
tions of academic or political power.

Discussions at the “Colloque Lippmann” remained vague and broad
because of both the relative brevity of the individual contributions and a
general sense of uncertainty about whether the conversation should focus
on a reexamination of foundational principles or a discussion of practical
policies. The primary task of the meeting, however, was to establish an
agenda for the future of the movement itself, and about that the partici-
pants remained in broad agreement. Lippmann stated the problem clearly,
drawing on his programmatic suggestions in The Good Society to argue
that it was crucial to determine which economic interventions should be
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considered necessary. Even Mises agreed that this was the central topic to
consider, although it was clear that his conclusions would differ from
those of many of his colleagues. “It is, in effect, without a doubt,” he re-
plied to Lippmann, “that the principal problem to study will be that of the
possibilities and the limits of interventionism.””® By demarcating the
boundaries where they would restrict the extent of laissez-faire, they
would seek to identify precisely what the “neo” in “neoliberalism” meant.

As the meeting wound to a close, Rougier proposed pursuing this
agenda through a new institution named, at the suggestion of Marcel
Bourgeois, the Centre International d’Etudes pour la Rénovation du
Libéralisme. Rougier would manage the organization, and chapters
would be established in the United States, England, and Switzerland un-
der the respective leadership of Walter Lippmann, Friedrich Hayek, and
Wilhelm Ropke.”” Lippmann explicitly approved of the idea, and he
wrote to Rougier shortly after the meeting, and again a year later, to
describe the preliminary steps he had taken to establish such a group.!®
The goal of the center, Rougier revealed in a subsequent document, was
to identify a role for the state that manifested “not the indifference of a
spectator, but the neutrality of an arbitrator” who would protect “the
rules of the game.” Its vision would be “progressive” rather than “con-
servative,” in the sense that it would promote a social vision based on
“perpetual adaptation.”'®" Rougier’s “Manifesto” for the center, which
was lifted verbatim from a presentation Walter Lippmann delivered at
the “Colloque,” carved out a substantial role for state intervention, spe-
cifically identifying five areas where tax revenues should be distributed:
national defense, social insurance, social services, education, and scien-
tific research.'%? The goal was to engage in research and discussions that
would further clarify and demarcate an appropriate role for the state.
Such shared lines of inquiry, Rougier thought, would be strengthened by
contributions from liberals committed to varying degrees of interven-
tion, but would need to exclude nonliberals in order to “avoid falling into
incoherence.”'% It would require an initial investment of 160,000 francs,
three-fourths of which would be devoted to the hosting of conferences
and colloquiums and the subsequent publication of the proceedings.
It was vital, Rougier added, that it be self-financed, relying on “subscrip-
tions, grants, or donations” that were “impartial, unconditional, not
imposing any moral or intellectual constraint.”!04

Rougier eventually inaugurated the Paris chapter of the center in March
of the following year.'” By the summer of 1939 a conference had been
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planned for late fall that would reassemble many of the original partici-
pants in the “Colloque Lippmann” to discuss how to progress.'% But at
the beginning of September Hitler commenced his invasion of Poland,
and, as Hayek later wrote, an immediate “suspension of all efforts of this
nature” occurred.'’” Any potential for the longer-term sustainability of
the institutions that Rougier had established disappeared with his pecu-
liar involvement in secret diplomatic negotiations with Churchill on be-
half of Pétain in October 1940. In a dramatic effort to maintain a secret
Franco-British alliance, Rougier leveraged his connections with faculty
members at the London School of Economics to convince Pétain to send
him to London as an envoy. After Rougier’s meetings with Churchill,
a “gentlemen’s agreement” was drafted that required Pétain to avoid
making certain military concessions to the Germans and to commit to a
resumption of war once the British were able to provide needed assis-
tance.'%® Rougier departed for New York in December of that year with a
grant from the Rockefeller Foundation to teach at the New School. His
associations with the Vichy government had branded him a collabora-
tionist among his peers, however, and his colleagues in the “Colloque
Lippmann” grew increasingly hesitant to maintain relations. Rougier,
Hayek wrote to Ropke in August 1941, is “somewhat suspected by his
co-nationals here of pro-Vichy tendencies!” % Ropke replied that the sus-
picions were “well founded indeed,” and that Rougier had proven to be “a
rather malleable type.”!'' Rougier’s reputation was further diminished
after the war when—in a dispute followed intensively by the international
press—the British government denied Rougier’s accounts of the negotia-
tions and Rougier impugned Churchill’s character in response. Although
his accounts of the negotiations would be largely vindicated decades later,
he was not allowed to teach again in France until 1955, and he was
barred from entrance into the Mont Pélerin Society until the late 1950s.!1!

As a result of his sudden plunge into public disgrace and academic ob-
scurity, Rougier’s pivotal role in the prewar development of a movement
to rehabilitate and reconstruct liberalism has been largely forgotten.!'? At
the time, however, Rougier was broadly understood to have been the cen-
tral figure in an emerging French “neoliberal” community.'’® He “did
much,” Hayek recalled, “to start the movement for the revival of the basic
principles of a free society,” and “it was around the group Professor Rou-
gier had brought together that a larger international association of friends
of personal liberty was formed.”''* To the extent that an international
movement existed before the outbreak of war, it was a product of
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Lippmann’s synthetic “agenda” and Rougier’s organizational energies.
Rougier had become a paradigmatic, if early, version of the entrepreneur-
ial policy intellectual, curtailing his established academic interests in order
to focus his energies on developing institutional structures that might
foster the long-term political change he envisioned. His network of con-
tacts developed during years of travel and correspondence with sym-
pathetic intellectuals, his lack of scruples about propagandistic activities,
and his ability to gain funding from sympathetic industrialists all enabled
him, in his work as an editor and a conference organizer, to establish
activities that would serve as models for his successors after the war. But
his willingness to prioritize ends over means, and to descend from the
academic world into overtly political milieux, would ultimately lead to
his exclusion from the movement that he had helped create.

Rougier’s rapid disappearance from the center of the movement at the
start of the war was complemented by Lippmann’s drift toward other
concerns. Not long after Lippmann returned home from the conference,
he wrote Rougier to suggest that the international crisis meant that “the
immediate problem in Europe is no longer how to save liberty but how
to save the national independence of the peoples who would like to pre-
serve their liberty.” This fight, he indicated, would necessarily alter “our
practical attitude on immediate questions of policy.”!'!* With the arrival
of war came a rapid and dramatic shift in priorities away from the sub-
jects of their earlier debates. Moreover, the cosmopolitan structure that
had lent a sense of particular purpose and fellowship to the initial meet-
ing of the “Colloque Lippmann” left its members’ relations particularly
susceptible to the geographic disruptions of the war. When conflict
broke out, the meeting’s participants were either uprooted from their
home institutions or isolated from their correspondents in other areas of
the world. The war, therefore, became for many of them a holding pe-
riod as they attempted to maintain established contacts while planning
for urgent actions if and when the conflict drew to a close.

For an initial period after the outbreak of hostilities, their concerns fo-
cused on finding safe havens for colleagues who were fleeing dangerous
situations for the United States. As self-identified “liberals” and vocal an-
tifascists, the participants in the “Colloque Lippmann” felt particularly
vulnerable in the midst of the German offensive. Ludwig von Mises was
one of the first to be affected: the German army sealed his apartment
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shortly after its arrival in Vienna in 1938 and permanently removed all his
possessions shortly thereafter.!'® He fled the Institute for International
Studies in Geneva, where he had taken refuge since 1934, in a desperate
dash for the United States in July 1940. He managed to cross the closed
Spanish border only via the direct intervention of Louis Rougier, who
leveraged his influential position in the nascent Vichy regime to secure a
special visa.!'” In the United States Mises struggled to find a stable aca-
demic position, finally arriving at a perpetual “visiting” appointment at
New York University in February 1945.18 Ropke decided, with some re-
luctance and after weighing several offers, to remain in Geneva, respecting
the concerns of the institute’s director, William Rappard, that “Ropke’s
leaving might be interpreted both here and abroad as an unfortunate
symptom of defeatism.”!'"” Hayek, meanwhile, evacuated with the rem-
nants of the London School of Economics to Cambridge, where he lived
“largely among old men and a motley crowd of foreigners and semi-
foreigners,” including “no lack of orientals of all kinds” and “Europeans
of practically all nationalities, but very few of real intelligence.”!?° All
three existed in radically transformed intellectual atmospheres, with Mises
confronting the unstable life of an itinerant intellectual in New York City,
Ropke waiting out the war from an uneasy perch in a surrounded Swit-
zerland, and Hayek passing his time in an academic environment that his
most distinguished colleagues had abandoned for service in London.

Their intellectual priorities had shifted, commensurately, from propa-
gation to preservation, and the simple act of maintaining contact with
the outside world became a daily struggle. Hayek, in particular, la-
mented his difficulties in preserving extranational relationships and
sources of information. “Correspondence with America takes a very
long time and is unreliable, foreign books are of course about impossi-
ble to get and one begins to be really poor,” he told Ropke in April 1941.
“One would not mind anything of this if one could see a definite end.”!?!
He relied on friends in neutral territory, like William Rappard, to keep
him updated on his remaining family in Vienna.'?> And he devoted great
energy to developing schemes to acquire books from Germany, from
which he felt “completely cut off” to a degree one could “scarcely imag-
ine.”1?3 Despite his sense that his position during the war was enviable,
Hayek felt consistently oppressed by the discontinuity between the rela-
tive isolation of wartime Cambridge and his prior reliance, as a longtime
émigré, on correspondence with colleagues across both the Atlantic Ocean
and the German border.
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The sense of panic and dismay that isolation inspired was only en-
hanced by the persistent conviction that the ideological program they had
discussed at the “Colloque Lippmann” remained unpopular and obscure.
The “trend everywhere,” Ropke observed in 1939, “is decidedly in the
direction of Collectivism and Totalitarianism,” such that even England
was “highly pathological” and the United States perhaps even worse.!?*
Emigrés in the United States, like Machlup and Mises, reported that the
“Veblen-Hansen ideology dominates public opinion in this country”
and subsumed the entire generation of economists under the age of
forty.'?> Mises was appalled by the methodological remnants of institu-
tionalism, referring to the “haeretics [sic] who doubt whether compiling
series and indexes is really a substitute for analytical research” as a
“vanishing race.”'?¢ This nearly unmitigated despair would become the
animating spirit behind Hayek’s Road to Serfdom, with its sustained
tone of anguish at the “entire abandonment of the individualist tradition
which has created Western civilization.”?” If the “Colloque Lippmann”
was precipitated by a common belief that advocates of liberalism were
lonely and that their ideas were besieged, the barriers to communication
during the war and its daily record of apocalypse only heightened the
experience of isolation and incapacity.

The book that Wilhelm R6pke published in the midst of the war, The
Social Crisis of Our Time, was permeated with this sense of crisis.!?®
“There is unanimous agreement,” he wrote, that the current age was
distinguished by its “unequalled moral and intellectual decadence,”
“spiritual chaos,” and “boundless relativism.”'?* Répke, however, pre-
served some of the optimism that had accompanied the first gathering of
revisionary liberals four years before. A “vanguard—perhaps small as
yet and by no means very certain of itself” was formulating a “new spiri-
tual development . . . quietly and far from the noise of the great stage of
the world where the last act of the old drama is still being played
out.”'3% His book was intended as both a diagnosis of the ills afflicting
contemporary civilization and a programmatic statement of possible solu-
tions to be implemented in the coming years. Its brisk pace of sales—over
6,000 copies were purchased within German Switzerland alone in the
first few weeks after publication, necessitating an immediate second
edition—spoke to the wartime appetite for didactic assessments of the
contemporary social crisis.!3!

Ropke’s fundamental trope was the same as Lippmann’s and Rougier’s:
the elimination of the “sterile alternative” between collectivism and “that
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brand of liberalism which developed and influenced most countries dur-
ing the nineteenth century and which is so much in need of a thorough
revision.” Drawing on his predecessors, Ropke called for a “constructive”
or “revisionist” liberalism, which he also referred to as “economic human-
ism” and, most controversially, the “Third Way.”!3?> Hayek worried that
the last term, in its English-language form, invoked “those half-way
houses between competition and planning which take the worst of both
worlds as to discredit them with all thinking people”; and Ropke dropped
it a half decade later because of a misleading titular similarity to the
French Third Force coalition.'33 As the term “Third Way” implied, Ropke
was committed to finding a fully differentiated alternative to both capital-
ism and collectivism: drawing on the social critique his colleague Alexan-
der Ristow had presented at the “Colloque Lippmann,” he advocated a
more thoroughgoing revision of the liberal project than was implied in the
prior writings of Lippmann or Rougier. In his recollections of the conver-
sations at the “Colloque Lippmann,” he complained of the emphasis on
“purely economic” questions, which he attributed to the “fairly crude
sense of affairs” maintained by “our American friends.”!3* As early as
1936 Ropke was explicitly aligning himself with Riistow and arguing that
he was “coming more and more round to the idea that the disintegration
of the moral foundation of our system is the most important and most
sinister aspect of the process of the present disintegration.”!3% Redressing
the moral collapse of the capitalist order, he believed, would require both
a new theoretical framework and a willingness to adopt quite dramatic
proposals in order to engender the necessary social change. In his conjoint
defense of a liberal framework of competition and vigorous critique of its
excesses, Ropke acknowledged, echoing Frank Knight’s self-description
from the preceding decade, that his program could be considered both
“radical” and “conservative.”'3¢ His “radical” proposals included forceful
state interventions in the market to restore an independent agricultural
peasantry, to bolster and rebuild the class of artisanal tradesmen, and to
restructure manufacturing practices in order to give industrial work “the
meaning, self-determination and rhythm which characterize the working
life of the artisan.”'3” He offered an impassioned defense of competition,
but tempered that defense with an acknowledgment that he “would like
to see competition shaped and controlled in such a manner that it loses all
traces of its cut-throat and nerve-racking character.” 3%

The Social Crisis of Our Time synthesized a number of reformist ideas
that had been circulating among the transatlantic network of neoliberal
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intellectuals for some time: Lippmann’s and Rougier’s repudiations of
historical laissez-faire and calls for an organized and constructive liberal-
ism, Henry Simons’s assault on large corporations, Frank Knight’s ethical
critiques of an abstract and unhindered competition, and Alexander
Riistow’s call for a liberalism that emphasized the moral rather than
merely the economic satisfaction of the citizen. It was notable, however,
for the sweeping overhaul of modern industrial capitalism that its list of
constructive criticisms implied. Cumulatively, Ropke’s suggestions carved
out an extraordinarily broad space for the economic transformation of
the existing financial order. The breadth of this proposed transformation
makes Hayek’s response to the book all the more notable: shortly after
its publication he wrote Ropke to express “almost complete agreement
not only as regards the main argument but also with respect of the de-
tail.”13? Ropke’s vision, Hayek’s consensus, and their joint role in the
postwar establishment of the new neoliberal institutional order all tes-
tify to the depth of dissatisfaction with the traditional liberal order that
“neoliberalism” at this moment entailed. The “constructive” aspects of
the movement did not merely involve minor technical limitations on the
free market or symbolic rhetorical gestures designed to repackage a so-
cial philosophy that had lost favor in the public arena. Rather, they were
rooted in foundational dissatisfactions with the moral abstractions
of homo economicus and a desire to adopt a social philosophy capable of
reconciling a theory of competition with the extramaterial needs of hu-
mankind. The “neoliberalism” that became paradigmatic in the Anglo-
American policy arena in the 1970s and 1980s looked very different
from the “neoliberalism” of the late 1930s and 1940s. The history of the
latter must resist the temptation of presumed continuities, and the history
of the former must do more to account for the causes of the theoretical
divergence between the two.

With the arrival of 19435, as the conclusion of the war seemed to be
approaching, Wilhelm Ropke began making plans to reestablish the in-
ternational network that had begun to form before the war. His new
plan was to develop “an international monthly defending the case of
humanism and liberalism (as we understand it).”'4? By the summer of
the following year he had assembled, with Hayek’s advice and assis-
tance, a preliminary international committee of editors and contribu-
tors.!*! One of these editors was Benedetto Croce, whose journal La
Critica served as an acknowledged exemplar for Ropke as he attempted
to envision the structure of such a periodical. Ropke’s task was compli-
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cated, however, by the fact that “Croce was a rich man, and [ am not.”!#?

By autumn Roépke had secured a financial commitment for a prelimi-
nary period from a team of industrialists led by the well-connected itin-
erant Swiss businessman Albert Hunold, and was planning to publish
the initial volume of a proposed quarterly under the title Occident early
the following year.!*3

Ropke’s vision for Occident was grounded in the belief that Europe, as
the war approached its close, continued to be threatened by a “spiritual
and moral danger” fostered by an environment in which “traditions,
principles until now above all dispute, values and last-ditch convictions
have quite ceased to function as a brake or guide for humanity.” The pe-
riodical was, crucially, to serve as a vehicle for moral regeneration rather
than a simple reexamination of economic and social policy. Indeed, he
believed that the task he envisioned required the cooperation of all who
perceived themselves to be supporters of “Humanism and Western tradi-
tions of Liberty,” including “followers of every faith, members of the
political Liberal, Conservative and Democrat parties, and even, where
possible, moderate Socialists.” He recoiled against the prospect of “hair-
splitting debates” and indicated that the periodical should operate under
the unwritten motto “in necessariis unitas.” The periodical would rely on
two fundamental premises in advocating for its ideals. First, as its title
implied, it would operate under the assumption “that the Western World
is an intellectual unit” with “ultimate values and legacies,” in which “each
country represents only one instrument in the orchestra.” Second, and in
part as a result of its Western internationalism, it would be explicitly elit-
ist, with articles written for an intellectual audience with a reading know-
ledge of English, French, and German. “It will appeal to the upper intel-
lectual class and thus obviates [sic] vulgarisation and all concessions to
the tastes of the multitude,” Ropke announced. “It is not intended, there-
fore, to exercise direct influence on the masses, but on the other hand it
will acquire prestige, which would make it a generally recognised au-
thority, that being legitimate, cannot be ignored.” !4

Ropke’s project was marked by several distinctive strategies, each of
which reflects a meaningful dimension of the movement to reconstruct
liberalism in the immediate postwar years. First, it relied on the notion,
which he had already established in his published writings and private
remarks, that nineteenth-century liberalism required a truly radical revi-
sion. The material foundations of the rational constructions posited by
liberal economists needed to be discarded and wholly replaced by an
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entirely new social and ethical construction. Second, Ropke believed in
the importance of establishing a grand coalition, encompassing individ-
uals who shared certain broad principles but advocated programs whose
specifics differed substantially. The social abandonment of traditional
liberalism had both rendered an uncritical rehabilitation of liberal ideals
inconceivable and proscribed the possibility of an excessively restrictive
conception of the movement’s membership. Mises remained a lone, if
vocal, objector on this point, arguing for the exclusion of Ropke himself
from any joint endeavor on the grounds that he was an “outright inter-
ventionist.”'* Third, Ropke drew on a pronounced faith in the ability of
abstract intellectual discourse to inspire processes of political change.
He remained entirely unapologetic about the elitist nature of his enter-
prise, limiting it to a trilingual audience and expecting that the mere
statement of their views would command attention and commensurate
action. Indeed, the very loftiness of the discussion, in the form of its
“prestige,” would be a crucial lever in the realization of the ideological
aims the project implicitly entailed.

The distance Ropke hoped to maintain between his project and popu-
lar politics, however, ultimately left him unable to realize the vision he
had worked to achieve. In the late fall of 1945 he engaged in a disagree-
ment with Albert Hunold over the press that would be best suited to
print the periodical. In the course of their argument a dispute about fi-
nancing emerged: Ropke wanted absolute and unconditional control
over the journal, and Hunold wanted to preserve some of the privileges
of ownership in order, he said, to safeguard the investments others had
entrusted to him. Ropke was unwilling to consider anything that would
compromise the periodical’s “complete independence which is essential
since, seeing the passionate animosities such a periodical is bound to stir
up, there must not even [sic] the shadow of suspicion on its financial
sources.” ¢ Ropke’s letters to his colleagues in this period demonstrate
a heightened emotion and a level of vitriol that characterized his behav-
ior in times of personal difficulty, and he temporarily refused all contin-
ued relations with Hunold on the grounds that his “frustrations” with
the perceived betrayal had caused “crippling intestinal disturbances.”!*”
Hunold, failing to understand how Ropke could expect full ownership
of an enterprise funded entirely by others, simply concluded that “it is a
matter of a sickly man and that one must treat him accordingly.”4®
Ropke’s efforts to find 90,000 Swiss francs in separate funding to cover
the first three years of the journal’s existence met with no success, and his
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inquiries ended in the summer of 1946. If Rougier had failed in the role
of institutional organizer because he was too willing to work in concert
with his financial supporters, too quick to engage in direct political ac-
tivities, and too insensitive to others’ interpretations of his actions, Ropke
failed in his attempt because of a refusal to accommodate financial back-
ing, an apprehension at the prospect of political antagonism, and a
heightened sensitivity that left him unwilling to distinguish between per-
sonal and professional differences. Several years later Ropke had the op-
portunity to serve as a founding member of the advisory board for a new
journal that went on to have broad influence: Ordo, a publication focus-
ing on social and economic regulation that was edited by his colleagues
Walter Eucken and Franz Bohm. Its leading figures became known as
“ordoliberals” for their attempts to steer a course between planning and
laissez-faire and for the influence their prescriptions exercised on the de-
velopment of the social market economy in Germany.'* Ordo, however,
was a more localized and parochial project, and did not have the meth-
odological breadth or the cosmopolitan reach that Ropke had hoped to
achieve in his efforts. As he confided to Hayek shortly after the German
surrender, his ideological ambitions had exceeded his entrepreneurial
abilities. “The fight against the Amalekites,” he acknowledged, “calls for
strong nerves and a thick epidermis—things I haven’t got.”'5°

One of the first people Ropke contacted when he began developing his
plans for a new journal was Walter Lippmann. After learning of Ropke’s
proposal, Lippmann elected not to become involved.'’! Hayek also devel-
oped “rather the impression that [Lippmann] deliberately avoided meet-
ing me when I was in the States last Spring,” adding that “he has certainly
kept very aloof from our other friends in America with whom he used to
agree.” 52 Together, he and Ropke concluded that Lippmann was “unpre-
dictable,” subject to “ever more doubts,” and moving in the “wrong direc-
tion.” 33 Despite Lippmann’s central role in the movement’s foundational
period, he would never again engage directly and purposively with the
members of their intellectual community. He extricated himself from
the neoliberal movement at the very moment when it began to establish
the durable structures that would lay the groundwork for its popular suc-
cess. This deliberate disengagement has led most histories of neoliberalism
to ignore Lippmann, like Rougier. His brief but pivotal role in its founda-
tional years serves as a reminder that the renewal of liberalism was a
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more heterogeneous and uncertain project than it initially appears, from
a contemporary vantage point, to have been.

The transition from the dispersion of the early 1930s to the self-
conscious movement of the postwar years was achieved through a series
of halting attempts to control its geographic and intellectual heterogene-
ity and channel it toward concerted activity. The major figures in this
story—Lippmann, Rougier, Ropke, and Hayek—sought with persistence
and creativity to develop the structures that they believed would be
most effective at sustaining an ideology that had fallen into abeyance.
The success of their endeavors relied on an entrepreneurial capacity to
conceive of new modes of organization and to bear the practical difficul-
ties and reputational risk of their implementation. The willingness of
these individuals to devote their energies to the task is a testament to the
importance they attributed to the mere existence of a forum for debate.
Considering the goals they were attempting to achieve, they devoted re-
markably little discussion or consideration to the complex relationship
between ideas and politics. Their practices, however, attest to a belief
that ideological change was not best precipitated by solitary individuals;
the success or failure of their project would depend, they implicitly ac-
knowledged, on a deliberate act of collaboration.

The late 1940s proved to be a unique moment of optimism within a
movement that had previously tended to adopt an apocalyptic tone. The
trials and restrictions of the preceding decade had fostered a sense that
renewed contacts carried infinite possibilities, and the prospect of estab-
lishing durable institutions inspired a sense of momentum that had re-
mained elusive in the past. The central figures appeared to believe that
finally, after years of broken contacts and projects conceived but left
undone, it would be possible to commence the philosophical task they
had established for themselves shortly before the onset of war. With all
distractions and disruptions concluded, the real work of reconstructing
liberalism could begin.



PLANNING AGAINST PLANNING

In the early spring of 1945 Friedrich Hayek boarded a convoy ship to
make the slow wartime journey across the Atlantic.! It would be his first
visit to the United States in two decades, and he had reason to feel grati-
fied by the conditions under which he would return. His new book, The
Road to Serfdom, had achieved some notoriety after its publication in
England, and demand for it was outpacing the limited rations of paper
allotted to its printer.? After struggling to find a publisher for an Ameri-
can version, he had signed a contract with the University of Chicago
Press, and its fall release had garnered a wave of unexpectedly high-profile
reviews and successive print runs of escalating size. His editors had ar-
ranged for him to give lectures at several major American universities,
providing an opportunity for him to reconnect with old colleagues and
to raise his profile in economics departments that had otherwise margin-
alized his academic work. Hayek had not anticipated that the book
would inspire this degree of interest. As an Austrian émigré, he still did
not feel wholly comfortable writing in the English language, and had
found it necessary to read drafts of the first few chapters aloud repeat-
edly in his chambers in Cambridge in order to approximate the rhythms
of a native speaker.® He had intended the book primarily for socialist
intellectuals in Great Britain and had given little thought to its potential
for a popular audience or its applicability to the United States.* He was
surprised to hear that its publication there had attracted much notice.
Upon his arrival in the United States, Hayek was stunned to discover
that his celebrity had increased dramatically during his time at sea. The
catalyst was an abridgment by the Reader’s Digest. In barely two decades
the Digest had become the most widely circulated magazine in America,
and its readership numbered well over eight million. Its editors, who had
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recently begun including condensations of books in the final pages of
the magazine, accorded The Road to Serfdom unusual prominence as
the lead article in the April issue. This unexpected publicity had forced
Hayek’s publisher to create, unbeknownst to him, an entirely new sched-
ule for his visit. A commercial lecture agency had lined up an array of
public lectures across eleven states, beginning with a radio address to an
overflow crowd of more than 3,000 the day after his arrival in New
York.> Hayek maintained the cultivated reserve and unabashed elitism
of a Viennese aristocrat, and did not take well to this new position. An
interviewer at the time dwelled on his “purely academic” demeanor, and
an observer at his first press conference recounted that he had “small,
sensitive hands which he seemed at a loss to know what to do with when
he was not lighting his low-slung briar pipe.”® Decades later Hayek
recalled his shock at the dictating machines and microphones that greeted
him at his first public event.” Hayek’s uneasy relationship with his popu-
lar persona had begun.

From the beginning, he found the textual life of The Road to Serfdom
difficult to control. As he repeatedly observed, his message did not always
align with its depiction in the hands of its advocates. In particular, he grew
frustrated at a tendency among his more reactionary readers to disregard
all his caveats and qualifications in order to represent the text as a call for
a return to laissez-faire. It is not difficult to understand the source of this
interpretation: much of The Road to Serfdom’s rhetorical force derived
from its critique of central planning, and at various points Hayek did ap-
pear to advocate for the radical attenuation of the state. Drawing on his
background as an Austrian émigré, he argued that fascism was a “neces-
sary outcome” of socialist trends that were now emerging in even the lib-
eral bastions of the Anglo-American world, and he depicted any social
philosophy that disrupted “freedom in economic affairs” as a step toward
the arrival of a totalitarian state. Further, he appeared to reject the possi-
bility of a middle way, arguing that both “competition and central direc-
tion become poor and inefficient tools if they are incomplete.”® Such abso-
lutist language led a substantial subset of his readers to derive the message
that the government should abstain from intervention altogether.

Most of these readers had encountered the text through a version that
was substantially different from Hayek’s own. The condensation pub-
lished in the Reader’s Digest was less an abridgment than a re-creation.
Although the final product was widely attributed to Max Eastman, the
magazine’s founding editor, DeWitt Wallace, spent hours reworking it
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himself.” Both were drawn to the text in part for ideological reasons: East-
man was a recent convert from socialism and one of Stalinist Russia’s
most prominent critics, while Wallace was a staunch anticommunist
who had recently guided his magazine, as the sympathetic editor of the
Saturday Review of Literature observed, on “a conspicuous list to the
extreme Right.”1? In their reworking of The Road to Serfdom Hayek’s
style was simplified and dramatized, his observations were reordered and
reconnected, and new sentences were written to impart an appearance of
seamlessness to disconnected snippets. As a result, many of Hayek’s quali-
fications were lost. As one critic observed, the text itself had become an
enactment of readers’ tendencies to take sentences out of context in order
to support their own point of view.!! Hayek told his audiences that the
Digest’s editors had performed a difficult task remarkably well, but he
also warned them that its “faulty editing” posed a “particular danger.”!?
He was acutely aware that only a slim proportion of the readers of The
Road to Serfdom experienced the book through his own prose. No au-
thor can control readers’ interpretations of his or her published texts, but
Hayek had lost control over the words themselves.

Conservative politicians, journalists, and business leaders were quick to
appropriate the Reader’s Digest version as a useful aid in their efforts to
roll back the New Deal state. Citing the fact that it was undoubtedly
“one of the most important and significant articles in recent years,” the
Digest in a sidebar to the article had advertised reprints made available
by the Book-of-the-Month Club, offering steep discounts for bulk or-
ders.!? Over a million orders for the reprint version were placed, many
by corporations and their advocacy groups, dwarfing the 40,000 copies
of the original version that had been sold. Employees of companies in-
cluding General Motors and New Jersey Power and Light received copies
courtesy of their managers. Look published a cartoon version, which was
reprinted shortly thereafter in the General Electric Company’s magazine.
The National Association of Manufacturers, eager to expand its public
relations activities as the war approached a close, mailed free copies to
all of its 14,000 members. Editorials in the conservative Hearst newspa-
pers urged “every free-acting, free-thinking, free-writing American” to
read “every line,” and its syndicate King Features distributed the con-
densed version shortly after Hayek’s arrival in the country. In order to
exploit this publicity, Hayek’s lecture agency built his tour around pre-
sentations before chambers of commerce and bankers’ associations.'
Meanwhile, moderate business organizations like the Committee for

89



90

Planning against Planning

Economic Development chose to keep their distance because Hayek had
developed a reputation as—in the words of one observer—“a made-to-
order hand grenade for conservatives to hurl at planners.”

Hayek had become, that commentator continued, “caught up in a war
not of his own making.”!S His text became known as a partisan docu-
ment arguing for the emaciation of the state, and he was variously la-
beled a “spokesman for the economic beliefs which flourished up to
1929,” a “voice out of the old Manchester school of Cobden and Bright,”
and “Spencer, in modern dress.”!® One critic dedicated an entire book to
the observation that The Road to Serfdom was a “Manifesto of the reac-
tionaries,” going so far as to argue “that Hayek’s apparatus of learning is
deficient, his reading incomplete; that his understanding of the economic
process is bigoted, his account of history false; that his political science is
almost nonexistent, his terminology misleading, his comprehension of
British and American political procedure and mentality gravely defective;
and that his attitude to average men and women is truculently authori-
tarian.”!'” Hayek had become a symbolic figure, appropriated to serve as
a public relations tool and source of intellectual legitimation for critics of
the New Deal state and as an emblem of reactionary excess to its more
numerous defenders. As the frequent invocations of Hayek in the con-
temporary media attest, these roles have continued to define his public
image ever since.

In the decades that followed, Hayek expressed dismay at the prevalence
of this interpretation. He repudiated it in his book Law, Legislation and
Liberty, inveighed against it in his introduction to the 1976 edition of The
Road to Serfdom, and privately wrote Paul Samuelson in 1980 to excori-
ate him for propounding it in his widely read textbook Foundations of
Economic Analysis. This “myth,” he told Samuelson, had “prevented peo-
ple from taking my argument seriously.”'® As Hayek repeatedly reminded
his interpreters, his book both renounced any claims to inevitability and
assailed the “wooden insistence” with which previous generations of lib-
erals had clung to laissez-faire.!” Like Walter Lippmann’s Inquiry into the
Principles of the Good Society before the war, The Road to Serfdom
was premised on a belief that one could engage in a vigorous critique of
planning without rejecting government intervention altogether.

At a number of points in the book Hayek explicitly condoned a vigor-
ous role for the state. He informed his readers that responsible govern-
ments could limit the fluctuations of the business cycle through monetary
and perhaps even fiscal policy. They could provide those items, like trans-
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portation infrastructure, that the price system failed to allocate efficiently.
They could maintain quite strict regulations against certain business prac-
tices by limiting working hours, requiring sanitary arrangements, proscri-
bing the use of poisonous substances, prohibiting deforestation, prevent-
ing harmful farming methods, restricting the noise and smoke produced
by factories, and imposing stringent price controls on monopolies to
curtail extraordinary profits. And they could develop forms of social in-
surance that provided redress to victims of earthquakes and floods, that
compensated victims of sickness or accidents, and that ensured a basic
minimum of food, shelter, and clothing for all.?® Hayek supported a role
for the government in counteracting the business cycle, constructing new
infrastructure, regulating a broad range of business activities, and admini-
stering extensive social insurance guarantees. It is not difficult to under-
stand why he grew frustrated with those who confused this vision with
what he described as “dogmatic laissez-faire.”?!

Upon its initial publication, most of the book’s reviewers acknowl-
edged that Hayek’s argument countenanced a substantial role for the
government. A. C. Pigou observed in the Economic Journal that Hayek
thought that the state should do a “great deal,” John Davenport pointed
out in Fortune that his argument was compatible with a “fiscal policy
aimed to eliminate the worst features of boom and slump,” the American
Mercury noted his advocacy of a “guarantee of minimum standards of
living,” and the Political Science Quarterly drew attention to his state-
ments in favor of a “comprehensive social security organization.”?? If “a
list were made of all the forms of purposive direction which are blessed
in the course of the book,” the Economist observed, “it would be seen
that Professor Hayek does not want to go back, but quite a long way
forward.”?® Even Keynes recognized the book’s openness to public in-
vestment, writing Hayek in private correspondence that he found himself
“in agreement with virtually the whole of it; and not only in agreement
with it, but in a deeply moved agreement.”>* Hayek himself used radio
addresses and popular interviews to draw attention to the positive as-
pects of his program, urging that “security against severe privations” was
an essential part of any government that sought to sustain itself. Like
Frank Knight, he worried that a society that failed to fulfill these basic
needs would inspire uncontrollable levels of popular discontent. “I would
rather have a little planning now to prevent much worse planning, and
possibly authoritarian controls, later,” he told one interviewer. The ex-
cesses of the free market, he observed, were not sustainable if they were
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left unaddressed. “We must never forget that most men will bear the risks
that freedom entails only if those risks are not prohibitively great.”?

The problem Hayek’s more careful readers faced was how to recon-
cile all the positive programs he apparently condoned with his stark
warnings about the dangers of planning and the unacceptability of a
middle way. Hayek did little to resolve such questions in The Road to
Serfdom beyond stating enigmatically that he advocated “planning for
competition” rather than “planning against competition.”?¢ Keynes pri-
vately warned Hayek that his denunciations of laissez-faire did not align
with his insinuations that any planning would lead down a “slippery
path” to the socialist state.?” Others publicly savaged him for this vague-
ness on what seemed to them the central question of the book: one critic
found him “strangely” silent on the specific measures to which he ob-
jected, another could not find “the manner of distinguishing between
good planning and bad planning,” and a third observed that one would
“hunt in vain” for any “concrete” vision.?® One reviewer concluded that
this muddle was a “great weakness of the book.”?? It also left Hayek’s
argument highly susceptible to interpretive sleights of hand, as readers
emphasized his strong language in portions of the book without ac-
knowledging the caveats couched in others. The Road to Serfdom dem-
onstrated a propensity, Harper’s noted, for being “accepted in fragments
and misused for childishly partisan purposes.”3°

As his lecture tour approached its close, Hayek complained to an in-
terviewer about a “tendency to pick and choose from what I regard as
unitary philosophy.” In his travels across the country, he had encoun-
tered “far too many people talking about what I am represented to have
said rather than about the argument that I have actually used,” so that a
book “written in no party spirit” had come to be viewed almost exclu-
sively as a partisan document. For an author who had dedicated his book
without irony to “socialists of all parties,” this was an unfortunate fate.
In reflecting on it, Hayek quoted Lord Acton’s observation that alliances
formed with other “friends of freedom” often gave one’s opponents “just
grounds for opposition.”3! He worried that his most vociferous advo-
cates had represented his work in a manner that, ironically, made it im-
possible for him to convince those inclined toward an alternative point
of view. He also became concerned about the effects that his growing
reputation as a reactionary agitator would have on his career as an aca-
demic economist. For decades after its publication, he maintained that
his most popular book had ruined his professional career. Just as the eco-
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nomics profession confronted the problems of the postwar era, Hayek
recalled that “Keynes died and became a saint,” while “I discredited my-
self by publishing The Road to Serfdom.”3?

Nevertheless, Hayek did derive some benefits from his newfound ce-
lebrity. He departed the United States at the close of his lecture tour with
a strong impression that his convictions about the dangers faced by the
contemporary world and the urgent need for a revival of liberalism were
widely shared. As he wrote to his colleague and friend William Rappard,
“there are still many more people who feel on the whole as we do than
I had ever dared to hope.”3? Hayek’s newfound fame also provided him
with a unique platform from which to expound his worldview. A half
year after the conclusion of his lecture tour, Mises informed him that he
had become one of the most famous English writers in the United States.3*
Hayek had some reservations about his new stature but also recognized
that it could be leveraged to establish intellectual credibility and public
support for his ideas.

Building on the successes of The Road to Serfdom would require an
approach that overcame its limitations, of which Hayek’s experiences on
the lecture tour had made him acutely aware. In the future he would
need to be stricter about demarcating the boundaries between intel-
lectual debate and the public sphere. Popular audiences were quick to
turn any discussion of ideas into partisan rhetoric; in the process, they
did grievous harm to the complexities of his arguments and, by extension,
his academic reputation. Additionally, any attempt to reframe market
advocacy would need to be more thoroughly grounded in a coherent
social philosophy. In the wake of a catastrophic economic crisis, many
still associated skepticism about government planning with unreflective
support for the market mechanism. Debates over economic policy had a
tendency to devolve into an opposition between absolutes, and attempts
at moderation would not be taken seriously unless they were perceived as
constitutive elements of a holistic worldview. Finally, Hayek was ada-
mant that any project to develop the philosophical foundations of a
revived liberalism could not be undertaken by him alone. The public
response to The Road to Serfdom had reminded him of the importance
of transatlantic dialogue and the extent to which it had atrophied dur-
ing the war. Hayek recognized that his ideas would develop a broad and
durable base of support only if they were supported by intellectuals
from a range of disciplines and national backgrounds. Most urgently, he
sought to reconvene his growing network of allies and supporters on a
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more permanent basis.?® They had last gathered in the waning days be-
fore the onset of the war, at the height of concerns about the viability of
democratic capitalism in an increasingly totalitarian world. Now, amid
the opportunities and indeterminacies of postwar reconstruction, Hayek
turned his attention to explicating the foundations of the social philoso-
phy they believed themselves to share.

After returning to his wartime residence in Cambridge for the summer,
Hayek began to develop a plan of action. In a memorandum sent to
friends, associates, and prospective funders, he explained the confluence
of events that justified the establishment of a new discussion venue at
this moment. “The war has divided the world into a number of intellec-
tual islands,” he wrote, “separated from each other as never before in
modern history.”3¢ This situation was hard for all scholars, but was per-
haps most devastating for those who held deeply unpopular views. As
Ludwig von Mises wrote to Hayek before his lecture tour, free-market
economists still felt marginalized in a world where the most influential
economic figures—Veblen and Hansen in America, and Laski and Keynes
in England—were best known for their criticisms of the market mecha-
nism.3” This constricted discourse had created what Hayek would de-
scribe as a “growing current of fatalism,” in which “more and more
people feel that we are ineluctably moving towards a kind of social order
which nobody wants and which we have yet no power to avert.”% By
creating a single transatlantic forum, Hayek hoped to foster a sense of
association among individuals who perceived themselves, within their
national boundaries, to be very much alone.

In developing his vision, Hayek drew directly on the plan to develop
an international liberal journal that Wilhelm Ropke had conceived and
then abandoned as the war drew to a close. Like Ropke’s proposed pub-
lication, this new society would aim to escape a narrow economism and
would focus its attention more broadly on “the observance of univer-
sally valid moral standards in politics” and “the common background of
ideas and values which a civilization needs to survive.”?” Its membership
would be broad based, consisting of individuals who agreed on certain
basic principles but disagreed about many present-day political issues,
because Hayek found particular value in those who could speak in a
language persuasive to the Left.* And, as he explained in “The Pros-
pects of Freedom,” a prefatory speech at Stanford the following year, it
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would maintain some distance from political advocacy. “The organisa-
tion which seems to be needed is something half-way between a schol-
arly association and a political society,” he said. “It would differ from a
purely scientific group in that its members would be held together by a
basic agreement on the aims for which they are seeking the means. And
it would differ from any political organisation in that it would not be
concerned with short run policies, or even with the peculiar problems of
particular countries, but with the general principles of a liberal order.”*!
He described it as “a kind of International Academy of Political Philoso-
phy,” or more specifically as “a closed society, whose members would be
bound together by common convictions and try both to develop this
common philosophy and to spread its understanding.”**

Not all of Hayek’s correspondents approved of his institutional vi-
sion. After receiving Hayek’s memorandum, Karl Popper wrote him to
express deep concern at his call for the organization to be ideologically
closed and defined by its members’ common convictions. In his recent
book The Open Society and Its Enemies Popper had described himself
as a critical rationalist, arguing that intellectual growth emerged out of
the interaction between differing systems of belief. He warned Hayek that
the adoption of ideological prerequisites for membership would give the
new society an appearance of dogmatism, leave it unable to recruit indi-
viduals in positions of political power, and prevent it from serving as
a legitimate forum for open discussion that could mediate ideological
disputes through philosophical debate.** Popper believed that a society
following Hayek’s proposed structure was in danger of solidifying points
of disagreement rather than establishing a venue for productive consen-
sus. Hayek responded that certain presuppositions were necessary as
grounds for a productive conversation; otherwise the group would have
no foundation from which to begin. As he would later explain in The
Constitution of Liberty, his social theory relied on the premise that val-
ues were “not a product but a presupposition of reason,” and that any
effort to improve our institutions must therefore “take for granted much
that we do not understand.”** Hayek believed that there were limits to
rationalism, and that some foundational values could not be left up for
debate. The society would include only those members for whom these
values could simply be assumed.

While Popper worried that the society’s criteria for membership would
be too rigid, others expressed concern that they would not be rigid enough.
The most vociferous of these critics was Hayek’s friend and mentor
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Ludwig von Mises, who had become a lonely advocate within their intel-
lectual community for an uncompromising laissez-faire. The “weak point”
of such a society, Mises argued, was that it relied “upon the cooperation
of many men who are known for their endorsement of interventionism.”
In doing so, he argued, the group would lend credence to the idea that
advocates of freedom should place limits on the market mechanism.®
Mises wanted his colleagues’ veneration of the market to be absolute and
was frustrated by their accommodationist instincts. Over the subsequent
decade he would alienate many of his friends and colleagues with vitri-
olic attacks on their departures from ideological purity. His letters to
Salvador de Madariaga, which accused his colleague of adopting “the
terminology of all socialists, nationalists, supporters of dictatorship” and
informed him that he did “not even know what liberalism means,” were
emblematic of his increasingly intransigent views.*® Many of his peers
shared William Rappard’s attribution of such statements to the fact that
Mises “is more than 70 years old and finds himself very isolated, person-
ally and intellectually, in New York.”*” During the 1940s and 1950s
Mises’s absolutism was largely ignored by a network of colleagues who
shared Hayek’s assumption that their political ideals could be revived
only if they were invented anew.

Even those who shared Hayek’s visions for the new organization,
however, expressed some concerns about the challenges it would face.
The French journalist Bertrand de Jouvenel wrote Wilhelm Ropke to say
that Hayek’s proposal was “an excellent development” because the time
had arrived for an attempt to bring together scholars who agreed on the
dangers of centralization. He urged, however, that the meeting should
not become a “restatement of the “Way to Serfdom,’ ” suggesting instead
that criticisms be left out in order for participants to focus on “the alter-
native.”*® His concern was that advocates of capitalism would follow
the path taken by socialists a generation earlier. In their contributions to
the calculation debates, Hayek and Mises had assailed socialists for
focusing their energies on critiques of capitalism and failing to devote suf-
ficient attention to the elaboration of their own worldview. Such an ap-
proach represented “good tactics,” Jouvenel admitted, because criticisms
of one’s opponents are often more persuasive than honest discussions of
the implications of one’s own proposals. But an excessive focus on tactics
would be myopic. If members of the nascent movement were to create a
new liberalism that was very different from its historical predecessors,
they would do so only through a process of vigorous contestation and
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debate. Their energies needed to center on the development of novel
ideas rather than the advocacy of established principles, even if such a
mode of discussion would necessarily render them politically impotent
for an indefinite period of time. He believed that their initial goal was to
identify, not to propagate, a common worldview.*

The responses to Hayek’s memorandum revealed several challenges
that his proposed organization would confront. Even at this early stage he
faced strong pressures to clarify which aspects of its political philosophy
would be open to debate and which would be simply presumed. Many of
his friends and colleagues shared his respect for the liberal tradition and
his sense that it needed to undergo a renovation and renewal, but it was
not yet clear that they defined that tradition in the same way or agreed on
what elements would remain sacrosanct. Additionally, Hayek would need
to develop a strategy for navigating the perilous boundary between ideas
and politics. Some of his correspondents perceived the proposed organiza-
tion’s goals to be primarily intellectual and envisioned it as an environ-
ment for open academic debate, while others believed them to be political
and emphasized the presentation of a unified front. They looked to Hayek
for an indication as to whether this group would be inquisitive or tactical
in its approach to political and philosophical problems. As in The Road to
Serfdom, Hayek remained vague when he was pressed to provide specific
responses to questions of this kind. He was hoping to build a small com-
munity of dissenters into a substantive coalition, and may have recog-
nized that any benefits of specificity would be outweighed by the limita-
tions it imposed.

After determining that his friends and colleagues held sufficient interest
in the prospect of establishing a new society, Hayek confronted a po-
tentially prohibitive challenge: finding sources of funding capable of
covering the expenses that such an endeavor entailed. Years before the
invention of the jet engine, assembling a transatlantic community of intel-
lectuals with limited means in a single location for over a week required
a substantial financial commitment, and Hayek did not have the luxury
of endowed institutions with sympathetic ideological agendas and es-
tablished records of support. He needed to demonstrate the capacity to
persuade funders, despite the unusual nature of his proposed project and
all the related uncertainties, to trust in the feasibility and importance of
its realization.
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Examining how Hayek approached the problem of funding provides
some insights into the status of financial support for conservative politi-
cal ideas in the late 1940s. Today we live in a world with a vast array of
right-wing ideological funding organizations, but in the immediate post-
war period advocacy organizations with an explicit political agenda
were unusual, and those with a free-market orientation were rarer still.
The existing policy institutes, such as the Brookings Institution, were
largely Progressive-era enterprises designed to provide “objective” ad-
vice on making government more rational and efficient. Although these
organizations were by no means unfriendly to business—Brookings, in
particular, was known for its critical response to the New Deal—Hayek
believed that they were much more forthcoming to moderate and left-
leaning intellectuals than to market advocates like himself. “While I see
daily how for the international contacts of the leftish groups, and par-
ticularly the Communists, almost unlimited means seem to be available
and in consequence the closest co-ordination of their systematic efforts
possible,” he complained to a potential funder, Jasper Crane of DuPont,
in 1949, “I have so far failed to obtain any funds to speak of for similar
endeavours on the liberal side.”*® The unstable patchwork of institu-
tions and individuals that Hayek approached reveals both the challenges
faced by market advocates in the immediate postwar era and the new
institutional paradigms they invented in their attempts to generate long-
term ideological change.

After his initial funding inquiries Hayek saw little hope for the kind
of organization he was proposing. “While the general scheme had a
very good reception from all the scholars I have approached,” he wrote
in October 1946, “there is so far no prospect of the considerable funds
forthcoming which would be required to make such an undertaking
worth starting.”’! Shortly thereafter, however, he identified the two
sources of support that would sustain his proposed society during the
first decade of its existence. The first was Albert Hunold, the Swiss busi-
nessman who had aided Wilhelm Ropke in his unsuccessful attempt to
develop the liberal journal Occident. Once that project fell through,
Hunold agreed to redirect 20,000 francs raised from other business
leaders toward accommodations for visiting scholars associated with
the proposed conference.’> The second was a Kansas City charitable
foundation, the Volker Fund, which agreed to cover travel costs for the
American attendees.’® Both individual corporate philanthropists and
ideological foundations would become major sources of financial sup-
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port for market advocates in the decades that followed. Hayek recog-
nized them as essential resources and worked to convince them of the
role abstract ideas would play in bringing about the tangible political
changes they sought. He also recognized that accepting funds from indi-
viduals and organizations with an ideological orientation posed particu-
lar dangers to an organization that sought to maintain some academic
distance from contemporary political debates. His challenge was to ob-
tain their largesse while preserving the integrity of his institutional vision.

Hunold proved to be an invaluable source of both administrative and
fund-raising support. He was able to draw on contacts cultivated through-
out a disparate career as a schoolmaster, a university assistant, a radio
commentator, a secretary of the stock exchange, a bank director, and a
publicity executive in the watch industry to find a set of Swiss institu-
tions that were willing to sponsor regional meetings. Despite his lack of
substantial personal wealth, he worked doggedly to convince colleagues
and connections to provide periodic support to visiting academics.>*
Further, his high degree of interest in Hayek’s project led him to take on
basic organizational tasks that his academic colleague was not compe-
tent to fulfill. Hayek had only limited willingness to engage in the more
tedious aspects of administration, and his reservoirs of energy were not
limitless; his family recalled his inability to wear a self-winding watch
because of its failure to function as he sat motionless for hours in his
study.’® Hunold, in contrast, demonstrated a capacity to attach deep
personal importance to the most minor administrative matters. This
unique sense of investment in Hayek’s enterprise both motivated him to
provide essential support and provoked some concern. During Hunold’s
earlier collaboration on the journal Occident, Wilhelm Ropke had grown
increasingly disillusioned with his funder’s attempts to take control over
aspects of the operation and his tendency to turn professional disputes
into matters of personal conflict. At the time Hayek told Ropke in no
uncertain terms that “the person who holds the purse strings will exer-
cise a certain influence,” and that he should not allow related concerns
to lead him to abandon an essential source of support.*® Ropke proved
unwilling to accept this advice, writing Hayek later that he was “speech-
less” over Hunold’s most recent transgressions and concluding that he
was an “entirely impossible man.”3” In accepting financial and organiza-
tional support from Hunold, Hayek exhibited a greater willingness to
incorporate the personal idiosyncrasies and demands of funders. In later
years he experienced a falling out with Hunold that mirrored aspects of
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Ropke’s earlier difficulties, but at that point Hayek’s society was suffi-
ciently stable to continue without Hunold’s assistance. In the meantime
Hayek made a calculated decision to accept the fact that philanthropists
would expect to receive some privileges in return for their support.

While Hayek relied on Hunold to arrange the site for the first meeting
of his proposed society, he drew on the Volker Fund to pay the substan-
tial travel costs of the meeting’s American participants. Support for an
enterprise of this kind represented a substantial departure from the fund’s
original mandate. It had been established in 1932 through a donation by
the Kansas City furniture manufacturer William Volker, who endowed it
with half his estate at the outset and much of the remainder at his death
in 1947. Initially its activities were primarily oriented toward public
works projects in the Kansas City area. As Volker aged, however, the
organization fell increasingly under the influence of his nephew, Harold
Luhnow, and its priorities began to shift. As a later statement indicated,
the directors did “not feel obliged to follow in precisely the pattern Wil-
liam Volker established. In fact, he told them not to, but to adapt the
Fund to the changing needs of changing times.”’® Luhnow, at the urging
of a former Kansas City associate named Loren Miller, had become an
advocate of Austrian economics, with a particular interest in Hayek and
Mises. Hewing to what he referred to as the core “principles” of Volker’s
giving, he began to shift the recipients of the fund’s largesse away from
regional public works and toward philosophical advocates of economic
freedom. Influenced by Hayek’s contention that classical liberal ideals
could not be realized without a strong intellectual base, he set out to
foster the construction of that base through the strategic allocation of
disbursements from his uncle’s fund.*’

Luhnow attended a talk that Hayek gave at the Economic Club of
Detroit during his lecture tour for The Road to Serfdom, and several
days later he showed up at Hayek’s lodgings in Chicago to inquire
whether he would be willing to write a revised version of the book tai-
lored to audiences in the United States.®® Hayek was leery of that possi-
bility, but before returning to England he wrote Luhnow to ask about
his willingness to help finance the first meeting of his proposed society.®!
At first Luhnow rebuffed Hayek’s request. Although the specific origins
of his hesitations remain unclear, the fund was reluctant to support insti-
tutions that its administrators had not conceived, and its domestic mis-
sion left it with little interest in investing directly in projects overseas.
After a year of continuing inquiries, however, Luhnow wrote Hayek to
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inform him that the fund had decided to lend its support. Sufficient re-
sources were now available for Hayek to plan his proposed society’s
initial gathering.%?

Although support for this meeting was not inexpensive, it represented
a very small subset of the fund’s bottom line. During the late 1940s and
1950s the fund was dispensing over $1 million per year, and its admin-
istrators used these resources to provide support to market advocates in
a variety of ways. They underwrote the salaries of Mises at New York
University and Hayek at the University of Chicago, providing institu-
tional bases in America for the most prominent international opponents
of governmental intervention. They supported a series of institutions that
were designed to foster communication among academics and students
who opposed economic planning, including the Free Market Study at
the University of Chicago, a rotating series of summer conferences and
academies, and Hayek’s proposed society. Through a committee of four
affiliated readers—Murray Rothbard, Frank Meyer, Rose Wilder Lane,
and George de Huszar—they also sought out individuals who published
arguments that corresponded with their stated ideals. After performing
careful analyses of prior publications, they would send unsolicited fi-
nancial support as a source of encouragement for further writing and
research.® Building on Hayek’s insights about the relationship between
ideas and political change, the fund’s administrators designed it to pro-
vide an institutional glue that would allow disparate sympathizers to
coalesce in support of an unconventional worldview.

Many of Hayek’s colleagues expressed concerns about the sources of
funding for his proposed endeavor, and he was quick to reassure them
that “no strings of any kind have been attached.”®* In return for the fi-
nancial support, however, Luhnow did expect to have some say over
who would be invited to make the transatlantic journey. When he saw
the list of prospective invitees, he was quick to express his displeasure
over names that he thought were insufficiently forceful in their defense
of the market mechanism. “Frankly,” he wrote to Hayek in January
1947, “some of the reactions that I have had on one or two of your sug-
gestions are such that I know the Directors of the Volker Charities Fund
would not be interested in paying their travelling expenses anywhere.”®
Hayek quietly excised the most offensive names from a subsequent ver-
sion of the list.°® The Volker Fund had successfully leveraged its finan-
cial support to narrow the ideological horizons of the society Hayek
was hoping to found. Hayek, meanwhile, proved skilled at the dual task
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of reassuring colleagues of the unimpeachability of the funding sources
while making limited adjustments to preserve the necessary support. He
had demonstrated himself to be an institution builder with a crucial
combination of qualities: an entrepreneurial ability to conceive and ex-
ecute complex and potentially controversial plans, an academic back-
ground and reputation that reassured his colleagues about the nature of
the enterprise, and a capacity to accommodate the needs of funding or-
ganizations without appearing wholly subject to their demands.

Hayek was very explicit in his correspondence with funders about the
long time horizon over which its influence should be evaluated. “I...
freely admit,” Hayek wrote, “that I neither expect immediate results nor
believe that any efforts which aim at immediate results are likely to
change the general trend of opinion.”®” Instead, he drew on his back-
ground at the London School of Economics to adopt a deliberately Fabian
approach to the advancement of social change. The relationship between
the society and its members would, Hayek hoped, be much like the rela-
tionship between a well-constructed legal order and its constituents: it
would merely provide a framework that enabled the individuals involved
to pursue their projects aided by the greatest possible degree of mutually
beneficial interaction. “‘Organisation’ in the intellectual sphere must con-
sist mainly in providing channels and facilities of communication,” he
wrote, “of bringing together the people whose common outlook and in-
terests make fruitful collaboration possible, not in ‘organising’ the work
to be done which must grow freely out of the contacts and exchange of
opinions.”® The genius of such a structure would consist in the very limi-
tations it set on itself. Hayek believed that the most effective way to in-
spire social change would be to avoid any explicit attempt to pursue it.

On a Tuesday morning in the early spring of 1947, Hayek convened a
group of thirty-nine colleagues in a hotel near Vevey, Switzerland, at the
base of Mont Pélerin. The room was filled with journalists, businessmen,
and academics from across the Atlantic world, many of whom knew one
another by reputation if not personal contact. A few had traversed great
distances in order to attend, including some Americans who had never
before traveled abroad.®” In an era when transatlantic flights remained
too expensive for many to afford, they had crossed the Atlantic in ocean
liners and had discovered upon their arrival a Europe still ravaged by
the war.”’ The winter of 1947 had brought famine, freezing weather, im-
passable roads, shortages of coal, and growing concerns about spiritual
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malaise and economic stagnation. In the midst of this devastation, Swit-
zerland’s wartime neutrality had turned it into an oasis of relative pros-
perity.”! The resort where they would spend the next ten days provided
a respite from a surrounding continent that was on the verge of painful
and still-indeterminate reconstruction.

With the group finally assembled, Hayek delivered a speech addressing
the nature of their task. This gathering, he informed them, represented a
unique opportunity. Long isolated in home environments where they
were “forced constantly to defend the basic elements of their beliefs,” the
participants now found themselves among others who shared an “agree-
ment on fundamentals.” Through sustained debate with like-minded col-
leagues, they would be able to develop the comprehensive revision of
liberalism that books like An Inquiry into the Principles of the Good
Society and The Road to Serfdom had promised but did not provide.
Hayek expected this to be a difficult task because it would require “both
purging traditional liberal theory of certain accidental accretions which
have become attached to it in the course of time, and facing up to certain
real problems which an over-simplified liberalism has shirked.” In over-
coming the failures of laissez-faire, Hayek urged, it would be essential to
develop a social philosophy that provided a rich account of the moral
dimensions of human existence. Any advocate of capitalism who under-
stood its benefits in purely material terms or prioritized economic con-
cerns over matters of spiritual fulfillment was bound to fail in the court
of popular opinion. They would need to cast aside an arid rationalism in
favor of humility and, in doing so, heal the “breach between true liberal
and religious convictions” that continued to prevent “a revival of liberal
forces.””? The relative isolation of conservative intellectuals in the wake
of the Great Depression had created an extraordinarily fluid ideological
environment, in which market advocates were eager to recognize the
limits to laissez-faire and social traditionalists were quick to acknowledge
the benefits of the market mechanism. Hayek was not trying to adjudicate
between static ideologies, but rather to develop one anew.

During the following ten days the participants engaged in both discus-
sions of preordained topics and casual meals and excursions into the
countryside. As with many events of this kind, the informal gatherings
may have proved more important than the sessions themselves. Interac-
tions among the attendees reflected the group’s interplay between diver-
sity and homogeneity: they shared certain commonalities of viewpoint,
substantial institutional overlaps, and some personal connections to
Hayek, but they came from a broad transatlantic milieu that included
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France, Germany, Italy, Switzerland, the United States, Denmark, Norway,
and Sweden. Participation was restricted, with the lone exception of the
British historian Veronica Wedgwood, entirely to white men, but their
backgrounds spanned a wide range of careers, including popular journal-
ism, academic economics, social philosophy, corporate management, and
ideological advocacy. The attendees’ varied nationalities and professions
enabled many new connections to be formed, and their substantial com-
monalities and relatively small number made it easy for networking of
this kind to occur. During the conference funders established relationships
with future recipients of their largesse, journalists initiated dialogues with
potential sources of new ideas, and academics found areas of common-
ality among disparate lines of inquiry. The influence of these interactions
on participants’ work would continue long after they had departed Mont
Pelerin.

Perhaps their most important task was to develop a formal account of
what the goal of this new organization would be. In doing so, they
would have the opportunity to frame the parameters of the “new” liber-
alism Hayek had summoned them to construct, and to identify the
points of commonality that held their sometimes divergent perspectives
together. Their first draft of such a statement was written by a commit-
tee of five members, who sought to employ language that one of them
described as “broad enough to be meaningful, and not detailed enough
to split us up.””® They produced a list of foundational convictions that
assailed the socialist menace, lauded the virtues of the competitive
market, and drew connections between economic freedoms and the “in-
tellectual freedom” that totalitarians sought to erode. Echoing Hayek’s
introductory speech before the society, they also paired an emphasis on
the importance of a free marketplace for both goods and ideas with ap-
peals to the necessity of a “widely accepted moral code” governing “col-
lective no less than private action.””* Even in this vague initial form,
their statement inspired controversy among the participants, who erupted
in debate about whether it excessively or insufficiently emphasized the
importance of private property, whether its reliance on the concept of a
“moral code” should be expanded or removed, and whether it embraced
the forward-looking language of progressivism strongly enough. Some
members questioned whether their difficulties were a sign that the soci-
ety’s members did not share many commonalities after all. If the group
could not agree “on a fairly general scheme of ideas,” George Stigler re-
marked, “then it seems that there would be very little purpose or reason,
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in forming a society.””® In its demands for both intellectual freedom and
unquestioned absolutes, an atomic marketplace and a moral collectivity,
the statement’s expansive commission accentuated the complexities of
the society’s mandate.

In an attempt to resolve these tensions, Hayek enlisted Lionel Robbins
to dictate a new draft of the statement after breakfast the following morn-
ing. Robbins’s version, which was quickly accepted by the group, defined
the society’s mission primarily through the trends its members opposed,
including the recent worldwide turn toward a “decline of belief in private
property and the competitive market” and a denial of both “absolute
moral standards” and “the desirability of the rule of law.” United in their
sense of opposition, the members now faced a pressing need to unravel
the “essential moral and economic origins” of the “present crisis.” At the
outset there were several basic assumptions on which they could agree: a
rejection of totalitarianism, a defense of the market mechanism, a connec-
tion between economic and intellectual freedom, and an acknowledgment
of the importance of moral absolutes. But Robbins’s statement cast aside
the language of “convictions” in favor of an emphasis on problems that
still needed to be solved. Their meetings would be charged with the task
of generating “a reassertion of valid ideals” that could stand as firm bul-
warks for the capitalist order against the socialist encroachments of re-
cent years.”® About what those ideals might be, strong disagreements
had already emerged. The members of the Mont Pélerin Society were
unified in the social philosophy they opposed and the questions they
sought to address, but the structure of their alternative vision remained
unclear.

As a result of this lack of clarity, they spent much of their time dwell-
ing on the ideological opponents that had brought them together. In part
because of reservations about antagonizing a wartime ally, Hayek had
framed his critique of totalitarianism in The Road to Serfdom around
Nazi Germany. By the time the society gathered for its first meeting,
however, his colleagues did not hesitate to identify the Soviet Union as
their primary source of concern. “You only get further with the Russians,”
Lionel Robbins dramatically asserted, “if you treat them as though they
are not human beings.””” Echoing Harry Truman, who only weeks before
had announced that nations faced “a fateful hour” in which they would
need “to choose between alternate ways of life,” the society’s members
took turns expressing their anxieties about Communist threats both
without and within.”® Taking the onset of World War II as a lesson in the
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dangers of conciliation, many of them urged that the response be aggres-
sive and immediate. “Are we going to make the same mistakes of ap-
peasement?” the scientist and social philosopher Michael Polanyi asked.
“Or are we going to depart from this attitude, and become firm and re-
sist all claims of communism by force?”” Over the summer and fall of
1947 their concerns grew still more pressing. “Doubtless you feel as I do
that we are now hovering on the brink,” Bertrand de Jouvenel wrote to
Hayek early the following year. “The Russian menace from the outside,
the Communist menace from the inside, and to defend Europe against
this double offensive, the Socialists whose every idea tends to disorga-
nize and weaken the Occident. ... The awakening comes, all but too
late.”8" They worried that a growing proportion of their contemporaries
had been convinced by Communist criticisms of the capitalist system.
Abstract debates about social philosophy took on new urgency in an
environment in which market advocates perceived themselves to be on
the verge of losing a global war of ideas.

They believed that they were entering this period of ideological com-
bat with a potentially insurmountable disadvantage: the scorn of the
intellectual establishment. In the popular wartime tract Capitalism, So-
cialism and Democracy, Joseph Schumpeter had famously complained
about a tendency for capitalist economies to generate intellectuals who
were hostile to the social system that produced them. In previous eras,
Schumpeter wrote, intellectuals served at the pleasure of a ruling class
that was quick to punish them for heretical ideas. Capitalism provided
them with the printing press, the radio, an increasingly leisured and lit-
erate public, and a system of cultural and legal restraints that protected
expressions of dissent. As a result, he concluded, “unlike any other type of
society, capitalism inevitably and by virtue of the very logic of its civiliza-
tion creates, educates and subsidizes a vested interest in social unrest.”$?
Schumpeter himself, always sui generis within the economics profession,
did not attend the meeting at Mont Pelerin, but the society’s members
shared both his belief in the importance of intellectuals and his discour-
agement at their predilections. “The grand disruptive force,” Bertrand de
Jouvenel wrote to Hayek after the meeting, “is not the upsurge of the
industrial workers, it is, in my view, and I think in yours, the creation of
a vast class of professional intellectuals, receptive to ideas, dealing them
out, and who have set into motion beliefs, ideals, dreams, which are
wrecking our societies.”®? Ludwig von Mises juxtaposed his virulent at-
tacks on the “simplified Marxism” and “romantic illusions” of contem-
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porary intellectuals with calls for the development of a contrary intellec-
tual tradition.’? Ideas, he informed his colleagues, must be “fought by
ideas.”® The Mont Pélerin Society was founded to counteract what its
members perceived to be a contrary ideological trend, both in the inter-
national political environment and among the intellectual class.

They were acutely aware that if they were going to persuade others to
adopt their worldview, they would need to differentiate their perspective
from an uncompromising adherence to laissez-faire. Some of the soci-
ety’s early members worried that its discussions did not go far enough in
this regard. The French economist Maurice Allais chose not to sign its
statement of aims on the ground that its “dogmatic stance” on private
property left it “much closer to the laissez-fairism of the nineteenth cen-
tury than to a genuine revival of liberalism.”®’ Most of his colleagues in
the society, however, saw themselves as defenders of theoretical com-
plexity against Communists and planners who advocated misleadingly
simple solutions for the social ills of the time. This argument was most
prominently expressed by the French social theorist Raymond Aron,
who used his one recorded presentation before the society to criticize
intellectuals’ tendency to mindlessly denounce capitalism without inter-
rogating whether it caused the problems they perceived. This superficial
mode of analysis, he argued, helped provoke the misguided assumption
that revolutions could solve the central problems of human history.
“Revolutions are sometimes inevitable, but they are almost always a
misfortune,” he told the members. “They destroy irreplaceable goods.”3¢
Aron later published similar comments in The Opium of the Intellectu-
als, referring to intellectuals as “revolutionaries by profession” who
passed judgment “by comparing present realities with theoretical ideals
rather than with other realities.”®” The early members of the society repre-
sented their market advocacy as emerging from a skepticism about, rather
than a rigid adherence to, theoretical ideals.

They were also quick to distance their ideas from reactionary senti-
ment and to associate them with the forward-looking language of pro-
gressivism. In The Road to Serfdom Hayek’s vigorous condemnations of
laissez-faire had served to remind his readers that his argument was not
a simple restatement of ideas that had long been out of fashion. He now
wanted to move toward a more specific, visionary representation of his
worldview. “What we lack is a liberal Utopia,” he wrote in the late 1940s,
“a program which seems neither a mere defence of things as they are nor
a diluted kind of socialism, but a truly liberal radicalism.”®® Frank
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Knight, who had himself straddled the boundaries between a liberal sen-
sibility and an explicitly “radical” worldview, urged the society’s found-
ing members to align their market advocacy with support for religious
toleration and the mantle of humanitarianism. Perhaps the most vocifer-
ous advocate of the adoption of the language of progressivism, however,
was Milton Friedman. He assailed the tendency of liberals to represent
their ideas as a “defence of the status quo” and urged his colleagues to
rely instead on rhetoric that was “dynamic and progressive.” It was es-
sential, he said, to relay the fact that their organization was “concerned
in the progress of man’s welfare.”’ In the wake of the Great Depression,
no democratic polity would be compelled by the cold language of
nineteenth-century market advocates. The remorseless social Darwinism
associated with theorists like Herbert Spencer and William Graham Sum-
ner had little place in a popular conversation in which so many perceived
themselves as helpless victims, or potential victims, of an unhindered
market.”® It would be necessary to soften the price mechanism’s some-
times rough edges and to shift its rhetorical logic of market advocacy
away from an adversarial ethic and toward an emphasis on the benefits
it could bestow on all.

The central mandate the society’s members set for themselves was to
provide, in the words of their statement of aims, a “reassertion of valid
ideals.” Any attempts to present a compelling alternative to the Commu-
nist worldview, to foster a contrary intellectual tradition, or to appropri-
ate the language of progressivism would require a renewed inquiry into
the philosophical foundations of capitalism. If not an unrepentant indi-
vidualism, what social ideal would best justify and represent the social
theory they sought to defend? How could they represent their market
advocacy as part of a holistic worldview that their compatriots might
conceivably share? Answering these questions would require them to
reinvent, or at the very least to reground, the morals of capitalism. It was
their task to provide a convincing account of the ethical foundations of
a market-centered world. The early members of the Mont Pélerin Society
struggled, however, to arrive at anything resembling consensus in their
responses to the problems raised by the project they had assigned to them-
selves. Although they found some unity in their respect for the price
mechanism, they gradually discovered that this shared orientation derived
from deeply incongruous worldviews.
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In the late 1940s Hayek was in the midst of his own attempt to de-
scribe the philosophical foundations of the market society, a project that
would consume much of his remaining career. A decade earlier he had
begun publishing work that provided an epistemological justification of
his economic views. He increasingly represented himself as a theorist of
ignorance, arguing that each individual had only a tiny fraction of the
available information about the world within which he or she operated.
Given these severe constraints on the individual’s capacity for compre-
hension, the challenge of the modern social order was to maximize the
cumulative knowledge of its many constituents. Hayek was deeply suspi-
cious of any response to these problems that relied on what he described
as rationalism, “the product of an exaggerated belief in the powers of
individual reason and of a consequent contempt for anything which has
not been consciously designed by it or is not fully intelligible to it.”°! In-
stead, he advocated for a humbler sensibility that emphasized the irratio-
nality and fallibility of humankind, an approach that he specifically as-
sociated with “English individualism.”®> Adherents of this antirationalist
philosophy would respect the market as a mode of ordering social inter-
actions that was capable of assimilating the unique knowledge of its
constituents without subjecting them to any unitary plan.”® Although
they would not hesitate to limit the exercise of coercive power, they would
be suspicious of attempts to rationalize an economy or society, because
such enterprises tended to overemphasize the knowledge of a few indi-
viduals and thereby to constrain the contributions of the many.

Hayek was not alone in his critique of rationalism. One close ally was
Michael Polanyi, a Hungarian chemist who had been appointed to a
chair in physical chemistry at Manchester University in 1933. Shortly
after arriving in England, Polanyi began writing articles that criticized
Russian restrictions on theoretical science. These attracted the attention
of the emerging transatlantic network of critics of socialism, and he ac-
cepted invitations to attend the “Colloque Lippmann” in 1938 and the
first meeting of the Mont Pélerin Society nearly a decade later. In devel-
oping his theory of knowledge, Polanyi came to extol what he referred
to as “spontaneous order”: the extraordinarily “delicate and complex”
patterns of alignment that aggregations can assume when they reach a
point of equilibrium between internal and external forces.”* Spontane-
ous order was not always preferable to the imposition of an assigned
plan, but Polanyi argued that it was often capable, especially in tasks
involving large numbers, of producing a much more comprehensive and
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efficient outcome than the alternatives. His discussions of spontaneous
order ranged from small particles to communities of scientists, but he
indicated that the “most massive” example was that of an economic
marketplace.” Hayek adopted the term and joined Polanyi in express-
ing the dangers involved in imposing order on both intellectual and
economic communities.

During the 1950s Polanyi turned his attention to another failure of
rationalism, developing a social philosophy that accounted for modes of
knowing that could not be relayed to others through language alone.”®
Many forms of knowledge, Polanyi argued, cannot be distilled into any
simple prescription. Consider, for example, the existence of skills that
can be transmitted only by example from master from apprentice. He
observed that many such crafts were altogether lost after remaining dor-
mant for a single generation, citing the repeated failures of even the
most sophisticated techniques of modern production “to reproduce a
single violin of the kind the half-literate Stradivarius turned out as a
matter of routine more than 200 years ago.””” Knowledge of the kind
that Stradivarius manifested in his work was unspecifiable. Polanyi
called this “tacit knowing” and indicated that it could not be subjected to
the systematic forms of criticism that were applied to articulate forms.”®
He believed that much of human life could be described in these terms,
a fact that accounted “for the possession by humanity of an immense
mental domain, not only of knowledge but of manners, of laws and of
the many different arts which man knows how to use, comply with,
enjoy or live by, without specifiably knowing their contents.””® Polanyi’s
emphasis on tacit knowing led him to advocate for the decentralization
of both civic and intellectual culture, but also to urge respect for estab-
lished institutions and convictions that enabled such processes to unfold,
even if they could not be justified using reason alone.

Polanyi’s conception of knowledge influenced the views of another
leading midcentury antirationalist, Michael Oakeshott.!?® Oakeshott ar-
rived at the London School of Economics (LSE) barely a year after
Hayek departed for the University of Chicago, and assumed the chair in
political science that had been vacated by the death of Harold Laski.
Laski had been a prolific scholar and a formidable lecturer, advocating a
distinctive brand of socialism that exerted broad influence in Labour
Party circles. These qualities had made him the central figure in the aca-
demic pantheon at the LSE, and the adoption of his post by Oakeshott
was widely perceived as a moment of institutional transition. In contrast
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to Laski, Oakeshott was a reserved and careful scholar who eschewed
grand pronouncements and manifested a distinctly conservative sensi-
bility. He had produced only two books before the appointment, one of
which was a guide to picking winning horses at the Derby.!! One com-
mentator observed, “Had the managers of the School searched the whole
wide world for a man polar to Laski in temperament, in teaching, in in-
stinct and sympathy . . . they could not have found one better fitting the
specifications.” 92 Qakeshott himself acknowledged in his March 1951
inaugural lecture that it was “perhaps a little ungrateful” that such a
confident teacher was followed in the position by an unrepentant skep-
tic. He then proceeded to question the entire enterprise of political sci-
ence, arguing that in politics “men sail a boundless and bottomless sea,”
for which “seamanship consists in using the resources of a traditional
manner of behaviour in order to make a friend of every hostile occa-
sion.”19 According to Oakeshott, one should study politics to become
competent in traditional manners of behavior, not to learn abstract rules
that could be universally applied. Political philosophy, he argued, “is not
what may be called a ‘progressive’ science, accumulating solid results
and reaching conclusions upon which further investigation may be based
with confidence.”% To launch such an assault on the practice of political
scientists while assuming a chair in the field at the LSE was, one observer
recalled, equivalent to shouting “No Popery under the very windows of
St Peter’s.” 103

Both Oakeshott and Polanyi were led, via their focus on knowledge
that escaped the confines of the rational, to manifest a simultaneous re-
spect for social traditions and the economic marketplace. Polanyi’s cri-
tique of rationalism inspired him to valorize both the tacit knowledge
embodied in networks of social tradition and the spontaneous orders
that emerged out of large-scale market interactions. Oakeshott’s skepti-
cism about abstract problem solving drove him to commend “tradi-
tional” forms of knowledge and to assail government interventions that
were “consciously planned and deliberately executed.”'® The modern
sensibility, they feared, was excessively sanguine about its capacity to
construct entirely new social orders based on rational schemes. In con-
trast, they saw a hidden and often unarticulated wisdom in traditional
beliefs and practices and an organic logic in the apparently chaotic ex-
changes that were characteristic of market societies. Neither advocated
a wholly unreflective adherence to traditional beliefs, nor did they be-
lieve that all restrictions and regulations should be removed from the
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marketplace. Rather, they were seeking to persuade their contempo-
raries to adopt a less rapid and less rationalist approach to political and
economic change amid the uncertainties of the postwar world.

Hayek saw his social theory as very much aligned with Polanyi’s and
Oakeshott’s. Like them, he contrasted the extent of human ignorance
with the hubris of theorists who trafficked in abstractions, and he lever-
aged this line of analysis to emphasize the importance of respecting both
social traditions and the implicit logic of the marketplace. Hayek saw
this perspective as the product of a long tradition of liberal thought and
often cited Lord Acton and Alexis de Tocqueville as exemplars. (His at-
tempts to name his new organization the Acton-Tocqueville Society
were rebuffed due to concerns about the choice of two Catholic noble-
men.)'?” But neither Acton nor Tocqueville was a systematic thinker;
Hayek looked to them for manifestations of a shared sensibility rather
than for detailed justifications of his worldview. In explaining the foun-
dations of his social philosophy, he instead adopted David Hume as his
“constant companion and sage guide.”'% Hayek saw Hume as a theorist
who justified both social traditions and commerce on competitive
grounds. Traditions were products of extended processes of competition
and had persisted because in some sense—which their beneficiaries did
not always rationally comprehend—they worked. Hume’s Political Dis-
courses drew on this lesson to argue that wise leaders “bear a reverence
to what carries the marks of age” and adjust innovations “as much as
possible, to the ancient fabric.”% At the same time, commerce enabled
processes of competition to continue and helped bring about beneficial
social change. The “greatness of the sovereign and the happiness of the
state are, in a great measure,” Hume wrote, “united with regard to trade
and manufactures.”''’ Hayek drew on Hume’s insights to argue that
both social traditions and marketplace interactions enabled individuals
to benefit from a breadth of information they could not possibly hope to
acquire on their own. In The Constitution of Liberty he explained that
“civilization enables us constantly to profit from knowledge which we
individually do not possess,” in part by providing us with established
“rules which experience has shown to serve best on the whole,” and in
part by allowing the “spontaneous forces of growth” to emerge out of
the “freedom and unpredictability of human action.”'!! He believed that
support for social traditions and the free market could be jointly derived
from a theory that emphasized the knowledge constraints encountered
by discrete individuals.
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The social theory that Hayek was working to develop, however, did not
gain wide acceptance within the Mont Pélerin Society. Many members
expressed concerns about the conflicted relationship between markets
and social traditions. Left unhindered, they argued, markets subverted the
ethical foundations of the societies within which they existed. Frank
Knight had elaborated on this argument in his classic 1923 essay “The
Ethics of Competition,” which pointed out the sharp divergence between
the standards of value embodied in ethical norms and the prices of goods.
Such divergences gradually degraded the ethical conventions of market
societies and only became starker as restrictions on competition were re-
moved. Untrammeled individualism, he wrote, “would probably tend to
lower standards progressively rather than to raise them,” and giving the
public what it wanted generally meant “corrupting popular taste.”!'?
Hayek argued in response that the price mechanism was an ethically neu-
tral arbiter, and that markets were a desirable mode of social organization
precisely because they declined to dispense rewards on the basis of any
uniform conception of merit.!'® Knight saw this argument as one of many
Hayekian half-truths.!'* Despite Knight’s sometimes vociferous criticisms
of institutional economics, he inherited the institutionalists’ belief in mar-
kets’ ability to shape the wants and values of their participants. “An ex-
amination of the ethics of the economic system must consider the ques-
tion of the kind of wants which it tends to generate or nourish,” he wrote
in “The Ethics of Competition.”!'!s Any claim for the ethical neutrality of
markets simply ignored their tendency to reshape the ethical standards of
the societies they operated within. The clear disparity between accepted
social norms and the ethics embodied in economic behavior did not bode
well, he believed, for the sustainability of market-based societies.

While Knight’s work emphasized the conflicts between capitalism and
standards of ethical value, other early members of the Mont Pélerin So-
ciety drew attention to the degradation that markets engendered in the
broader cultural framework of the societies within which they operated.
The French journalist Bertrand de Jouvenel repeatedly expressed his
concerns that this problem was not receiving sufficient attention in the
society’s discussions. His treatise On Power, published in the final year
of World War II, dwelled at length on the “inharmonious behaviours”
that had emerged in a society marked by rapid economic dislocations.
Comparing a master saddler in the Temple quarter of Paris to his son
who lived in the suburbs and worked for a massive industrial concern,
Jouvenel observed that “there has been a prodigious transformation of
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folkways, beliefs, and sentiments, a transformation which cannot but
leave its mark on the whole tone of society and in the end even affect the
interplay of supply and demand.”!'® He frankly stated to Hayek in 1950
that “when Capitalism triumphs there is, as I see it, a decline of cul-
ture.”!!” Hayek acknowledged Jouvenel’s concerns while attempting to
draw his attention to capitalism’s cultural advantages. “Of course I
agree that capitalism is not necessarily favourable to culture, but it
makes certain cultural growth possible which would probably not be
possible under socialism,” he wrote, directing Jouvenel’s attention to its
ability to foster “the growth of tradition as an impersonal, not centrally
directed force.”''® Hayek saw decentralization as, on balance, beneficial
to the preservation and further development of cultural forms, while
Jouvenel worried that more concerted efforts were necessary to mitigate
the cultural instabilities generated by the marketplace.

Even some of the society’s most strident advocates of the free market
acknowledged in their meetings that “high” cultural forms were unlikely
to fare well in a mass-market society. No members of the group ques-
tioned Ludwig von Mises’s credentials as a defender of free enterprise: he
had no patience for those who defended central direction of the economy
on the grounds of economic efficiency and was said to have once stormed
out of one of their meetings, chaired by Milton Friedman, shouting,
“You’re all a bunch of socialists!”!"® Mises was quite willing, however, to
acknowledge that the public sustained a distressingly limited market for
the arts. “There is, in the structure of a capitalist society, little room left
for the activities of the solitary philosopher, the detached poet and the
lofty artist,” he observed. “The majority of the buying public has no use
for their products. It is these facts with which we have to deal in studying
the cultural effects of capitalism.”'?? Mises believed that debates over the
economic efficiency of the capitalist system had been successfully con-
cluded, but he acknowledged that critiques on the grounds of its cultural
effects were very much alive.

Other members perceived a disharmony between capitalism and reli-
gion and worried that the market was shepherding in an increasingly
atheistic world. Wilhelm Ropke, in particular, developed into the soci-
ety’s most consistent and vehement critic of a godless capitalism. When
the society assembled in 1950, he presented a dystopic vision of atheistic
modernity that manifested deep concerns about the implications of a
free-market economy stripped of religious supports. “The dislodging of
religion means the complete ‘politicalisation’ of existence,” he wrote,
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leading to “the relativization of everything,
a social environment “where every kind of morality is conceivable.
The problem of the relationship between capitalism and religion became
a central concern in his major work of the 1950s, A Humane Economy.
Invoking Adam Smith’s Theory of Moral Sentiments, he launched a vig-
orous attack on “such ‘isms’ as utilitarianism, progressivism, secularism,
rationalism, optimism” and decried the twentieth-century “cult of man, his
profane or even ungodly science and art, his technical achievements, and
his State.”'?> Humankind was, in his terms, Homo religiosus, and it would
be necessary to reconcile the market with the deep spiritual longings this
identity entailed.

Ropke’s concerns about the cultural implications of capitalism did
not end with its influence on religion. He also drew attention to the col-
lapse of local economies, and in particular to the decline of traditional
modes of agriculture, as signs of the dehumanizing influence of unregu-
lated competition on interpersonal relationships. At the 1947 meeting
he extolled “the social life of the family farm” and observed that it
required economic “units smaller than would otherwise be rational for
normal business standards.”'?* Ropke’s respect for ways of life that
stood outside the pure logic of competition and his evident contempt for
the “proletarian nomads” engendered by capitalist industrialization re-
vealed deep reservations about the social effects of capitalist systems of
labor. Other early members of the society expressed similar anxieties.
William Orton, an economist at Smith College, wrote Hayek in 1947 to
share his concern that the restoration of rural life in Europe might rep-
resent “a choice between the economic and the cultural criteria of the
good life.”'?* And Karl Brandt, in his presentation “Economic Strategy
of Agricultural Development” during the 1954 meeting, acknowledged
that the “most satisfactory combination of freedom, individual responsi-
bility, and efficiency of operation in agriculture is achieved on family
farms.”'?5 The members who voiced these sentiments hoped to use the
society’s meetings to identify regulations and reforms that would pre-
serve spheres for market exchange without subjecting the full range of
human experience to their destabilizing force. Like Hayek, they sought a
consonance between markets and social traditions; unlike him, they be-
lieved that this could be achieved only through concerted efforts to pro-
tect the cultural forms that markets otherwise eroded.

Few members of the society proved as optimistic as Hayek about the
preservation of moral and cultural traditions in a market-centered world.

115



116

Planning against Planning

Even those philosophers whose theories of knowledge closely aligned
with Hayek’s found his views too sanguine in this regard. Michael
Oakeshott saw hints of rationalism in Hayek’s reluctance to accept sub-
stantial limitations on the free market. “A plan to resist all planning may
be better than its opposite,” he wrote of The Road to Serfdom, “but it
belongs to the same style of politics.”'?¢ He told Hayek that he would be
willing to accept membership in the Mont Péelerin Society, but he never
attended a meeting.'”” Michael Polanyi participated in several of the
society’s early meetings but eventually decided that there was an irrec-
oncilable gulf between his and Hayek’s worldviews. He wrote Hayek in
1955 to say that the group had “supplied invaluable impulses at a time
when they were greatly needed,” but that its successes had come in spite
of the persistence of some “far reaching errors.” His own inclinations, he
gently informed his friend, were toward “a somewhat different view of
Liberty” than that expounded by extreme market advocates like Jacques
Rueff and Ludwig von Mises, and sometimes by Hayek himself.!?® In
the environment of the mid-1940s, when support for social planning
was widespread and even leading advocates of the free market were
willing to countenance substantial limitations on its extent, a natural
alliance formed between defenders of the market mechanism and those
who sought to protect established moral and cultural norms. They were
brought together by a common opposition to the implementation of
rationalist plans that, they believed, would precipitate rapid and far-
reaching processes of social change. The Mont Pélerin Society’s attempt
to codify their shared vision, in conjunction with the increasing stridency
of market advocates in the early 1950s, served to remind them of the
final incommensurability of their worldviews. Hayek’s attempt to iden-
tify the foundations of a new liberalism foundered amid disagreement
over whether its social ideal would be fostered because of, or in spite of,
the implicit ethos of the marketplace.

If the society’s members were troubled by the difficulty of reconciling
capitalism and social traditions, they were equally preoccupied with a
second challenge that Hayek’s philosophical project entailed: the need
to clarify the complex relationship between capitalism and democracy.
Many of them believed that the central attributes of participative gover-
nance, including democracy and freedom of speech, had developed con-
currently with and largely because of the emergence of the market
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economy. One of the central virtues they attributed to the market was its
capacity to loosen restrictions in other areas of life, and they asserted
that “political freedoms” and “economic freedoms” were closely and
necessarily entwined. At the same time, they acknowledged that in re-
cent years democratically elected legislatures had supported ever more
restrictive interventions in their constituents’ economic activities. In the
wake of the social legislation of the 1930s, protecting the free market
appeared to require restrictions on popular sovereignty, and in many
cases they were willing to accept such restrictions as a necessary or even
constitutive component of their social ideal. Their rhetoric alternately
represented capitalism and democracy as a dyad and a choice.

Frank Knight’s writings in the 1930s and 1940s repeatedly referenced
the close relationship between competitive markets and competitive poli-
tics. The “development of democratic political forms,” he wrote in his
1935 essay “Economic Theory and Nationalism,” was “an accompani-
ment of the growth of the automatic market organization in the eco-
nomic realm.”?” Knight’s understanding of this relationship was echoed
by members with varying political views at the society’s first gathering in
1947. Ludwig von Mises, perhaps the society’s most uncompromising
market advocate, argued that “economic freedom and political freedom
are inextricably linked with each other. There cannot be any question of
liberty and religious and intellectual tolerance where there is no eco-
nomic freedom.” 3% Wilhelm Ropke, who was much more sanguine about
restrictions on market exchange, also identified a “very close relation”
between “economic liberalism and general liberalism.”'3! An assumed
relationship between free markets and democratic politics pervaded the
society’s discussions throughout its first decade of its existence and pro-
vided a foundational premise for many of the members’ contributions to
its debates. The journalist William Henry Chamberlin articulated a com-
mon view among his colleagues when he declared at the 1957 meeting
that there was “an inseparable historical connection between free thought
and free trade, between tyranny and insecurity of private property.”!3?

The close connection that members perceived between markets and
democratic politics over the long sweep of modern history, however,
became more complicated when they turned their attention to contem-
porary political concerns. Knight was quick to point out that the rela-
tionship between capitalism and democracy, though close, was inher-
ently unstable. Democratic politics were both attributable to the market
mechanism and a continuing danger to its preservation. “The notion
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that the general mass of mankind,” he warned, “taken on the scale of a
modern national state, can quickly and reliably think out and apply im-
portant constitutional changes, is tragic nonsense.”!3* Unrestrained
markets tended to create unsustainable inequalities in the distribution of
power, but unrestrained democracy fostered the same problem to a still
greater degree. Any government that sought to sustain itself would, ac-
cording to Knight, need to place sharp restrictions on the number and
kind of questions that were subject to popular vote. Knight’s warnings
about the dangers of majority rule were reiterated by his student James
Buchanan, who helped establish the study of public choice after receiv-
ing his doctorate from the University of Chicago in 1949. Buchanan
articulated his concerns at the 1954 meeting of the Mont Pélerin Society,
arguing that the “maintenance of free society may well depend on the re-
moval of certain decisions from majority-vote determination,” in part so
that wealthier citizens would not be asked to shoulder an unreasonable
tax burden for their fellow citizens.!** But while Knight’s mode of analysis
was scattered, vague, and often conflicted, Buchanan’s was rigidly formal-
ized. Applying the techniques of methodological individualism to the
problems of constitutional formation, Buchanan and his colleague Gor-
don Tullock concluded in The Calculus of Consent that a rational indi-
vidual who sought to minimize the costs of social interdependence would
not necessarily have any reason to prefer a decision-making structure
based on majority rule. “At best,” they wrote, “majority rule should be
viewed as one among many practical expedients made necessary by the
costs of securing widespread agreement on political issues when individ-
ual and group interests diverge.”'3* Buchanan was frankly skeptical of the
capacity of majorities to develop policies that would redress their own
moral, cultural, or economic failings. “A shift of activity from the market
sector cannot in itself change the nature of man,” he and Tullock con-
cluded. “The man who spends his time at the television set or in his auto-
mobile in private life,” they added drily, “is not the man who is likely to
vote for more taxes to finance libraries, concerts, and schools.” 13

The skepticism that Knight and his students expressed toward popular
sovereignty was shared by many of the same members of the Mont
Peélerin Society who emphasized the close ties between markets and po-
litical freedoms. Wilhelm Ropke starkly warned that democracy could
“lead to the worst forms of despotism and intolerance” in his wartime
book The Social Crisis of Our Time. The market economy, he concluded,
“cannot be maintained without certain protective measures and legal
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principles which offer security and protection to the individual,” and
these measures should be shielded from the popular vote.'3” And Hayek,
in a lecture delivered shortly after the war drew to a close, excoriated the
democratic “misconception” that “we must accept as true and binding
for future development the views of the majority.” For him, a central task
of the society would be to identify the distinction between problems that
should and should not be subjected to the majority view. Economic ex-
change was one subject on which democratic deliberation could not be
trusted because, in matters of trade, “the majority view will always be the
reactionary, stationary view.”!3% Hayek made the distinction between
the liberal and the “dogmatic democrat” central to his later work The Con-
stitution of Liberty, arguing that liberals regard “it as important that the
powers of any temporary majority be limited by long-term principles.” '3’
He celebrated markets as incubators of freedom while seeking to ensure
that they remained protected from a democratic capacity to intervene.
The extent to which members of the society were willing to suppress
popular sovereignty was laid bare in their debates over colonial policy.
A number of members expressed concerns that colonies would quickly
enact protectionist and redistributive policies if granted control over
their own affairs, and they argued that this provided grounds for contin-
ued foreign domination of their governments. The British economist Ar-
thur Shenfield became one of the most ardent proponents of this view.
“It does no service either to liberalism or to democracy to assume that
democracy is necessarily liberal or liberalism necessarily democratic,” he
informed his colleagues at the society’s gathering in 1954.14° Three years
later he acknowledged that although in “a world completely safe for
liberalism it might be right for the West to give up its bases and depart
from its positions of power,” in “the world as it is, to do so is to betray
the hopes of liberalism.” He bluntly concluded that “anti-colonialism,
not colonialism,” was “the problem.”'*! Edmond Giscard d’Estaing, a
French civil servant (and father of the future French president Valéry
Giscard d’Estaing), worried that in the colonies people aspired to politi-
cal sovereignty “even if they don’t have any ability to assume it.”'4> And
Karl Brandt, an agricultural economist at the Food Research Institute at
Stanford, found that “the West has no reason to be ashamed of its history
of colonial expansion.” He argued that for an “enlightened liberalism, the
problem is not how to rid the colonial areas of the white people” but
rather “how to create, as soon as possible, conditions in the colonial areas
under which the white people not only can stay but where more of them
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can enter the areas as welcome partners and friends.”'*? These calls for a
renewed colonialism were not confined solely to the academic sphere; the
nascent conservative magazine National Review enthusiastically adopted
them, trumpeting the economic successes of colonial governments and
lamenting the impact of their periodic defeats and departures.

In the immediate postwar years the members of the Mont Pélerin Soci-
ety faced a popular environment that was deeply hostile to their economic
views. In the face of this opposition, they were quick to draw connections
between economic freedoms and political liberalism, but also to distin-
guish political liberalism from the advocacy of government by majority
rule. The members’ attempts to work through the problematic relation-
ship between capitalism and democracy resulted in some of their richest
and most complicated works, but also revealed a willingness to abandon
popular sovereignty altogether when the views of the public did not align
with their own. As John MacCallum Scott, the secretary general of the
Liberal International, invoked Edmund Burke to observe at their gather-
ing in 1956, “Liberty, too, must be limited in order to be possessed.”!** In
practice, this sometimes meant disenfranchising local populations in order
to defend the market economy from their control. Although these
antidemocratic inclinations were not universally shared within the Mont
Pelerin Society, they helped foster a perception that its members regarded
all politics as subsidiary to the logic of the marketplace. It seemed fair to
infer that freedom, for many members of this newly constituted group,
was to be evaluated primarily in economic terms.

The Mont Pelerin Society was established by a set of individuals who
shared a conviction that capitalism had entered a potentially decisive
moment of crisis. For all their differences, they agreed that the market
system deserved to be defended from the forces that threatened its con-
tinued existence. Their debates over how best to achieve this goal con-
tinued to be shaped by the predicament that had brought them together,
and they marginalized those who argued that the market system should
remain free of regulations as impractical extremists. Among nearly all of
the society’s founding members, the term “libertarian” was either re-
jected or ignored. Even those who were most skeptical of government
intervention recognized that the prospects of public support for a social
philosophy that resembled laissez-faire remained, at best, dim. Although
Hayek’s attempt to cobble together a “new” liberalism can in retrospect
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seem peculiar or quixotic, at the time his colleagues and allies consid-
ered it a task of obvious urgency. The social philosophies that had justi-
fied capitalism and imbued it with a sense of legitimacy for much of the
nineteenth century had little purchase on a public with enduring memo-
ries of the Great Depression. If the market economy was to be preserved,
it would need to be presented as part of a potentially compelling world-
view. Hayek established the Mont Pélerin Society because he believed
that this act of ideology formation could occur only over time, among
groups of sympathetic intellectuals who shared a political goal but were
shielded from the rhetorical pressures of contemporary policy debates.

Once Hayek managed to create such a venue, the debates failed to
unfold as he had hoped. He discovered that he had assembled colleagues
who were largely united in what they opposed but shared little agreement
in their attempts to construct an alternative vision. Some of the par-
ticipants regarded capitalism and tradition as twin elements of an anti-
rationalist critique of planning, while others perceived them as at best
an antagonistic pair. A number of them warned that the logic of the mar-
ket would need to be restrained in order to avoid wreaking havoc on
ethics, religion, agriculture, or the arts, but others believed that a desire
to avoid such restrictions was precisely the goal that had brought them
together. All of them struggled to explain how the free market could be
implemented and protected in the midst of a hostile public without the
adoption of some form of authoritarian control (a prospect that, in cer-
tain cases, several of them seemed to embrace). The unity of their op-
position and the popular marginalization of their views fostered, in
conjunction, an extraordinarily fluid intellectual environment. The sub-
jects that occupied their attention during this period of uncertainty
would define much of the landscape of American conservatism in the
decades that followed.

During the early years of the Mont Pélerin Society, the very existence
of a conservative intellectual world was a source of skepticism. Scholars
in the 1950s, observing the atmosphere of consensus that pervaded
American politics, were quick to deride the intellectual credibility of their
conservative contemporaries. Lionel Trilling referred in The Liberal
Imagination to the “plain fact that nowadays there are no conservative
or reactionary ideas in general circulation.” To the extent that there was
an orientation toward conservatism, it was attributable to “impulses,”
or “irritable mental gestures which seek to resemble ideas.”'* Richard
Hofstadter appropriated Theodor Adorno’s term “pseudo-conservative”
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to describe the most vocal dissenters from the postwar liberal consensus,
citing “clinical evidence” of their “profound if largely unconscious hatred
of our society and its ways.”#® Although historians have long since
abandoned the reduction of conservative politics to psychologistic
impulses, a tendency to cease inquiry into conservative ideas with an ob-
servation of their incoherence has remained. Libertarianism, tradition-
alism, and anticommunism have been understood as uneasy partners
in a strategic alliance, formed to achieve overtly political ends; those who
adhere to aspects of each of these perspectives are presumed to have en-
gaged in insufficient reflection on the consistency of their worldviews.!*”

The early history of the Mont Pélerin Society presents a different im-
age of conservative ideas in the years after the war. Its members were
engaged in intensive and urgent inquiries into the structure and coher-
ence of their social philosophies. In their endeavors to piece together a
worldview that accounted for the economic crises of recent years, few of
them thought in static absolutes. Their attempts to identify theoretical
connections between capitalism and social traditions, though in many
cases incomplete or unconvincing, cannot be dismissed as acts of strat-
egy alone. And their discussions and actions revealed a remarkable faith
in the political importance of abstract ideas. Ironically, in this period it
was the conservatives who patiently constructed institutions that bridged
the divide between academic theories and processes of political change.
Organizations like the Mont Pélerin Society and the Volker Fund laid the
groundwork for an era in which market advocates reframed and recap-
tured control over a broad range of public debates. Their members and
beneficiaries went on to transform the economics profession, shift the
parameters of journalistic analysis, guide a new generation of politicians,
and establish an array of think tanks that reshaped the process of policy
formation. The successes of the conservative movement in the final de-
cades of the twentieth century can be attributed, in part, to the conviction
with which its leading figures developed and propagated the ideas that
contemporary intellectuals presumed them not to have.
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The Mont Pelerin Society was established amid an atmosphere of crisis,
in an attempt to address a set of problems that had long troubled its
founding members and seemed especially pressing to them as a period of
global conflict drew to an uncertain close. As the society approached the
conclusion of its first decade, Hayek began to wonder whether changing
circumstances had brought its value as an organization to an end. The
American social environment—marked by an increasingly stable inter-
national political order, extraordinary economic growth, and a return to
comparative moderation in governmental affairs—had lost the sense of
urgency that had inspired him to summon the founding members to its
original meeting. “Here in America,” he confessed to the secretary of
the society, Albert Hunold, “with the enduring prosperity and the relative
reason of the Eisenhower government, the sense of the necessity of the
organization is ever more fleeting.”! The challenges posed by these de-
velopments were exacerbated, Hayek believed, by increasingly evident
problems within the society itself. It had been created largely to facilitate
“contact between the European and American members,” but “the ma-
jority of American members have never been able to attend and are loos-
ing [sic] interest,” and “it tends to become increasingly a Continental
European affair, which I cannot run from here and which is still kept
alive only by my efforts.”> And its conversations were now largely domi-
nated by economists who expressed little interest in the foundational
questions that had inspired Hayek to assemble the initial gathering. If
members with sociological or philosophical orientations like Raymond
Aron, Bertrand de Jouvenel, and Michael Polanyi “ceased to attend,” he
wrote to the latter in 1955, “I should probably rapidly lose interest in the
proceedings and get tired of the thing.”? Aron, Jouvenel, and Polanyi did
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cease to attend, and Hayek grew ever more weary of his role. By early
1956 he was suggesting to colleagues that the society should celebrate
its tenth anniversary and then announce its permanent cessation.*
Hayek’s determination that the society should dissolve was the prod-
uct of a peculiar combination of triumphalism and despair. It was moti-
vated in part by his belief that an encouraging political environment and
an increasing mutual awareness among free-market economists dimin-
ished the need for regular meetings. In this sense, the society’s raison
d’étre was the victim of its unexpected and premature success. Any sat-
isfaction derived from these victories was tempered, however, by his
frustration at the continued failure of the society’s internal debates to
fulfill his original aspirations. A true intermingling of European and
American perspectives involved a level of expense and commitment that
posed a perennial and insuperable challenge; and attempts to construct
a genuinely interdisciplinary community had been impeded by the gravi-
tational force of economics, the disciplinary home to an ever-increasing
proportion of its members. Hayek’s disenchantment with the tenor of
the society’s debates was magnified in the late 1950s by his increasingly
depressive epistolary tone. He found himself in a peculiar position in the
Eisenhower years: the popular valence of The Road to Serfdom and the
eclipse of Austrian business-cycle theory had marginalized him within
the community of professional economists, and the relative obscurity
and poor sales of his subsequent books had eroded his reputation as a
public intellectual with broad popular reach. The ambiguity of his situa-
tion combined with his advancing age to leave him exhausted and, to
some extent, saddened by a sense of lost opportunities in both the aca-
demic and the public spheres. He was no longer in a position to assume
the entrepreneurial functions that he had performed with relish and ex-
traordinary energy only a decade before. Instead, he concluded that if
the society were to continue—a prospect he contemplated with ambiva-
lence, at best—it would need new individuals to adopt his onetime role.
In the years after the society’s tenth anniversary, the problems that
had troubled Hayek began to escalate. Albert Hunold, its longtime sec-
retary, instigated a series of disputes—later known as the “Hunold
affair’—that eventually brought about an irreparable schism within its
membership.> Despite its apparent origins in minor personal disagree-
ments, the Hunold affair exposed divisions that had been hardening
since the society’s original meeting. Changes in the external political
environment and the society’s internal structure had gradually under-
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mined the atmosphere of compromise and conviviality that had defined
its early years, and tensions between Anglo-Americans and continental
Europeans, economists and representatives of other disciplines, and liber-
tarians and social traditionalists were increasingly central to its debates.
After Hunold and a bloc of sympathizers resigned their memberships, the
society adopted a narrower identity, intellectually and institutionally
dominated by Anglo-Americans, unapologetically oriented toward tech-
nical economics, and inhospitable to those who did not subscribe to the
near-universal preferability of free markets to the alternatives. And the
central public intellectual in the society’s orbit would no longer be
Friedrich Hayek, who with his move to Freiburg in 1962 receded into a
less active and more ceremonial role, but rather Milton Friedman, who
after the publication and popular success of Capitalisim and Freedom
that year emerged as the leading advocate of free-market economics
on the public scene. The transformation of the Mont Pélerin Society
signified the collapse of Hayek’s ambition to create an active dialogue
between economists and philosophers, the ebbing of the influence of
continental Europe in the social-scientific world, and the end of the shared
attempt to construct a “new” or “revised” liberalism. At the same time,
it marked the ascension of economics to the top of the disciplinary pyra-
mid, the increasing prestige of the American university and its prolific
social scientists, and the revival of laissez-faire as an influential social
philosophy among academic theorists and in the public sphere. The shift-
ing power dynamic in the Mont Pélerin Society was both a product of
petty interpersonal disputes and a portent of broad changes in the con-
servative intellectual world.

When Hayek addressed the founding meeting of the Mont Peélerin Soci-
ety in 1947, he identified one of its central goals as helping its members
escape a state of “isolation” in their home countries in which they were
“forced constantly to defend the basic elements of their beliefs.”® A half
decade after its initial gathering, he acknowledged that the public had
become much more receptive to advocates of free markets. “Gone are the
days when the few outmoded liberals walked their paths lonely, ridiculed
and without response from the young,” he wrote in 1952. Classical liber-
alism maintained “little influence on the world of action,” he admitted,
“but its ideas are alive again, and once more a vital segment of the living
mind.” In five years the burden carried by dissident intellectuals had
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transitioned from keeping the flame of liberalism alive to the “staggering
responsibility” of satisfying a new generation’s demands for the answers
it had to offer “for the great problems of our times.” These rapid ad-
vances were sources of “new confidence” to Hayek as he looked toward
the future of the ideas the Mont Pélerin Society had been established to
advocate.”

Although he was pleased by these changes in the social environment,
Hayek remained uncertain whether the Mont Pélerin Society—founded
amid an atmosphere of crisis that had since been superseded—should
persist. The society’s remaining benefits were not, he believed, substantial
enough to justify the extraordinary personal energy he needed to commit
to organize each meeting. With no endowment funds, it produced a fixed
annual income only through nominal membership fees that did not begin
to address the cost that its gatherings entailed.® All external financial sup-
port was provided on a case-by-case basis, and the society did not pos-
sess any long-term financial commitments that would allow it to plan on
a time frame that exceeded a single event. In part, this was a product of a
deliberate strategy: in order to limit the impact of any single funding or-
ganization, the society’s leadership labored to ensure that meetings were
financed by a range of supporters located near the rotating sites of the an-
nual meetings. “We always refused to take money solely from one source,”
Albert Hunold, the society’s primary fund-raiser in its first decade, later
recalled. “We insisted on a wide geographical dispersion of the different
funds received,” and the society never took “any money from political
parties or their affiliates.” The 1954 Venice meeting, for example, was fi-
nanced by the Banca d’Italia, industrial organizations based in Rome and
Milan, and a Venetian foundation; the 1957 St. Moritz meeting was
financed by twenty-three firms throughout Switzerland; and the 1960
Kassel meeting was financed by six enterprises from five German cities.’
The organization of each meeting required its own capital campaign and
the cultivation of new regional sources of support.

In the society’s early years the travel costs incurred by the American
attendees were reimbursed through periodic grants from the Volker
Fund. Hayek viewed this support as essential to the society’s goal of
fostering dialogue within a transatlantic community of intellectuals, but
the fund insisted on approaching each request separately and expressed
open reservations about the sustainability of its role. The fund’s director,
Harold Luhnow, informed Hayek in advance of the society’s tenth an-
niversary meeting that it would support the travel expenses for six
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American members and thereafter terminate its financial interest in the
program. Although the society had “in the past performed an important
function,” Luhnow felt that its future relevance was “at best, debatable.”
The Volker Fund was now hosting a “growing conference program” of
its own, and Luhnow was frank about his expectation that these events
would fulfill the role once played by the Mont Pélerin Society.!” The
Volker Fund never again provided assistance to the society, and by the
mid-1960s it had altogether dissolved.!!

Hayek eventually succeeded in his endeavor to find a stable source of
travel funds. Beginning in 1959, the Earhart and Relm foundations,
which were jointly operated out of Ann Arbor, Michigan, provided reim-
bursements for the travel expenses incurred by many of the society’s
American members. Luhnow had conceived of the Volker Fund as a sup-
porter of libertarian causes, but the Earhart and Relm foundations sought
to provide assistance to a broader range of conservative intellectuals.!?
Despite occasional ideological differences, these organizations cultivated
aremarkably similar and highly distinctive mode of philanthropy. Through
direct contributions to carefully chosen intellectuals and institutions, they
sought to facilitate the expression of unorthodox ideas in the national
conversation, and thereby to provoke long-term ideological change. In con-
trast to other contemporary sources of funding, they did not expect any
immediate tangible return for their investments. Instead, they attemp-
ted to support viewpoints that fell outside the political and academic
mainstream, and they approached “the unique and unorthodox” as “an
advantage, rather than a handicap.”’® In adopting this strategy, they
demonstrated an extraordinary faith in the capacity of abstract ideas to
generate substantive political change. These commitments remained cen-
tral to the conservative movement in subsequent decades and developed
a palpable influence with the emergence of a new collection of lavishly
funded think tanks in the 1970s and 1980s.'* The sources of financial
support were more modest in the 1950s, but the Earhart and Relm foun-
dations provided overlapping grants to several institutions—including
the Mont Pélerin Society and the graduate program at the University of
Chicago—that played a crucial role in defining and defending the foun-
dational principles of postwar conservatism.

Hayek’s difficulties in securing funding had been exacerbated by the
society’s insuperable growth. At the founding meeting in 1947, it com-
prised only 39 members; by 1951 that number had grown to 167, and by
1961 it had reached 258.1° As John Jewkes observed, this rapid expansion
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compounded the challenge of obtaining financial support for the annual
meetings.'® Although the excessive size of the membership was widely
acknowledged, it was an extraordinarily difficult problem to solve. Fritz
Machlup argued in 1961 that rigid restrictions on entry would have the
problematic effect of preventing the society from widely disseminating
“the benefits of exposure to our views.” Perhaps more importantly, the
prospect of turning down an individual who had been proposed by an
active member was also awkward: Machlup’s colleagues “were embar-
rassed by having to offend some good people every year who were anx-
ious to join but had to be rejected because of the fear of overcrowding.”!”
That awkwardness was due, in part, to the impossibility of finding a
standard for the evaluation of new members that did not seem on some
level arbitrary. Milton Friedman expressed dismay at the absence of a
“proper basis for discriminating among applicants, for admitting one
person and refusing another.” He filtered the problem through the lens
of a characteristically economistic logic: “The general problem of course
is the one that always arises with non-price rationing, and in this case
I see no clear objective criteria that can replace price.”!® The members
needed to decide, Jewkes observed at a council meeting in 1959, “what
sort of society the Mont Pelerin Society shall become”: whether it would
develop into a populist enterprise or remain restricted, as seemed in-
creasingly unlikely, to a “limited elite.”"’

At the conclusion of the 1962 meeting, an article in National Review
mulled over the dangers faced by the society as it added new members to
its rolls. “The intimate atmosphere of a select group of intellectual peers,
good friends and philosophic companions may give way to the business-
like atmosphere of a professional convention,” it observed. “Although
the Society represents a rather broad spectrum of opinion within the
libertarian fold, the present philosophic unity of the group could be af-
fected and its intellectual strength watered down. These are the risks
inherent in expansion, yet the world is moving on and this seems to be
the course the Society will take.”?? Meeting participants expressed grow-
ing concerns about whether, as one wrote to Milton Friedman, “beyond
a point, dilution may not only lower the standards of the annual pro-
ceedings but may deter economists who should be associated with it.”?!
Once members were admitted, there seemed to be no means of control-
ling their contributions apart from what Friedman termed “the self-
pressure which will arise from a climate of vigorous criticism,” which
did not always enforce a perfect consonance between the quantity and
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the quality of remarks.?> As numbers became “extremely large,” Fried-
man reluctantly concluded that it “was not feasible to have the kind of
personal, informal discussion that did so much to make the first meeting
a memorable one.”?? The society’s very success had robbed it of the inti-
mate and exclusive character that had lent value to its earlier gatherings.
Its meetings had become, as Hayek later acknowledged, much too big.?*

Despite Hayek’s reservations about the society’s changing character
during the 1950s, he advocated its continued growth in order to fore-
stall a still more troubling problem. Since the organization’s founding he
had endeavored to prevent it from becoming a society of economists.
The high proportion of economists among its founding members, how-
ever, initiated a self-reinforcement mechanism that Hayek was unable to
control. The professional networks cultivated by existing members were
far more likely to include economists than members of other disciplines,
and as these networks yielded a new generation of members, the soci-
ety’s noneconomists felt increasingly tangential to its debates. The prob-
lem, Hayek discovered, was insoluble. He found that adding too many
new members limited the society’s ability to monitor the quality of its
members and to generate productive discussions and relationships among
them, but failing to add new members led the society to become super-
annuated and narrowly economistic. In an attempt to solve one problem
Hayek found it necessary to exacerbate another, and he ultimately felt
dissatisfied on all accounts. The society, he concluded, was no longer
what he had intended. The period of its conformity with his original vi-
sion had passed.?

Hayek’s misgivings about the society were alleviated in its early years by
his limited involvement in its day-to-day affairs, which were handled
with devoted attention by Albert Hunold. Hunold’s inability to make
detailed arrangements from across the Atlantic, however, forced other
members to participate more actively in the financial preparations for
the Princeton meeting in 1958. They provided Hayek with an assess-
ment of the society’s expenditures that led him to grow increasingly
concerned about Hunold’s management. Hunold’s behavior at Princeton,
where he did not have the authority over administrative matters to which
he had become accustomed, manifested a heightened sensitivity to his
institutional prerogatives. Throughout the meeting he quibbled over mi-
nor organizational details, adopting a belligerent tone that estranged his
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colleagues.?® Hayek found himself contemplating the feasibility of hir-
ing an administrator to assume the tasks that had long been overseen by
Hunold, and Hunold felt that his position in the society was threatened
because of the perceived hostility of many of his fellow members. The
first decade of the society’s debates had been characterized, with occa-
sional exceptions, by a formality and reticence that mirrored Hayek’s
aristocratic reserve, but its primary officers were no longer operating
with the close harmony that had characterized their relationship in ear-
lier years. The tensions that were now emerging within the society’s
leadership allowed its latent conflicts to surface, with traumatic and en-
during results.

Hunold became the primary instigator of a major schism within the
society for several reasons. Although many members perceived the society
as a personal affiliation with only limited and occasional significance, Hu-
nold considered it an integral part of his identity. He approached his as-
signed duties with extraordinary diligence, personally bankrolling many
of the costs associated with the society’s day-to-day management and
identifying and soliciting regional businesses for the financial support
that made its early meetings possible.?” As many members readily ac-
knowledged, the society would have been an administrative impos-
sibility without his efforts during its first decade of existence. Even his
detractors admitted that it “could not continue to live without him as
secretary, as nobody else could be found who would be willing to do the
same amount of work for the society . . . and would be so efficient in col-
lecting funds for the society.” By the late 1950s Hunold and the society
had become interdependent. The society needed Hunold to arrange fund-
ing for its gatherings and to carry out the mundane administrative tasks
that other members were unwilling to perform. Hunold, in turn, needed
the society to lend meaning to his otherwise unremarkable and peripatetic
business career, and to provide him with an institutional imprimatur that
enabled him to solicit funding and support for his unrelated activities.?®
As Trygve Hoff wrote in 1961, “the close contact with MPS means very
much for Hunolds [sic] prestige and therefore also economically.”?’

Hunold also possessed a notoriously abrupt and irascible personality,
and his rhetoric lacked the soft edges that characterized the communica-
tive styles of his academic colleagues. His close friend Wilhelm Ropke
acknowledged that their “serious brawl” after the war over the estab-
lishment of the journal Occident demonstrated that “occasionally, his
temperament may carry him away.”3? After only one meeting Hunold
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was already complaining that the society was insufficiently “aggressive”
and proclaiming that it was “useless to discuss anything” with one mem-
ber, Maurice Allais, who reminded him of “socialists and communists.”3!
Irritability is a characteristic that only rarely diminishes with the pas-
sage of time, and Hunold grew more vocal with his complaints as the
society matured. In 1959 he publicly referred to the society’s recent de-
bates as a “playground for soft-pedalling [sic] neutralism and impotent
scientism which would divert our Society from its real aims and drive it
into moral bankruptcy,” and he privately complained that the “neutral-
ists” among its members needed to be taken “by the horns.”3? His disen-
chantment with the society’s direction was aggravated by an impression
that his ideas and suggestions were not receiving the attention they de-
served. He channeled the resulting frustration into periodic eruptions
about issues of relatively trivial significance, alienating the society’s
other members and leading them to grow increasingly concerned about
his capacity to fulfill his secretarial duties.

As his relationship with Hayek began to deteriorate, Hunold inaugu-
rated the Mont Pelerin Society Quarterly, a public journal of the soci-
ety’s activities. The Quarterly was the product of Hunold’s longtime
ambition to create a vehicle for the dissemination of the society’s ideas
in the broader political environment. Hayek’s concerns about the new
publication extended beyond his reservations about its creator. From the
society’s initial conception, Hayek had rigorously adhered to a view that
it should avoid any public engagement in order to protect its identity as
a philosophical enterprise. He believed that any turn toward propa-
ganda or the proactive dissemination of its members’ views would chal-
lenge its identity as a venue for serious inquiry and foundational debates.
The emergence of a society publication was therefore a very serious
matter, and Hayek attempted to delay the publication of the Quarterly’s
first issue because of explicit concerns about its scope. He wrote that his
“personal view is still that the Society as such should not express opin-
ions,” adding that he was deeply hesitant to “attempt anything more
ambitious” than a newsletter designed “to inform members about publi-
cations by other members of the Society, about changes in membership
and to communicate to all members papers presented at the meeting.”3?
Hunold expressed disappointment and termed Hayek’s policy “a nui-
sance.” “If we go on like this,” he proclaimed, “we shall soon be hanged
by the communists.” The best route to take, he decided, was “just to
start such a publication in a more or less dictatorial way and create a
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“fait accompli,” then wait and see what happens.”?* Within a very short
time the relationship between Hayek and Hunold had deteriorated to
the extent that Hunold was altogether ignoring directives from his insti-
tutional superior.

A vicious circle emerged: Hunold’s contentious behavior led him to be
stripped of administrative powers, and his diminished authority in turn
provoked further resentment and rage. The problem was conspicuous at
the society’s 1959 meeting in Oxford. Antony Fisher of the Institute of
Economic Affairs (IEA) hosted the event, and Hunold was appalled to
learn that the IEA was in charge of all the arrangements that he had typi-
cally managed in previous years.>® He attached great significance to a let-
ter from the IEA insinuating that there was no need for him to bring his
customary two assistants to the meeting, and he concluded that TEA af-
filiates were plotting to replace him as the society’s secretary.>® After the
meeting he wrote an irate letter to the directors of the society in which he
complained that the IEA had stolen his prerogatives “like a thief at night,”
leveraged the Mont Pelerin Society to produce “propaganda” for itself,
and engaged in a “conspiracy” to replace him with the IEA affiliate and
nonmember Ralph Harris. He then inaugurated an unremitting campaign
to prevent the society from offering Harris membership.3”

Hayek, who had initially responded to Hunold’s hostile behavior with
mild exasperation, was now utterly dismayed. “I must confess,” he wrote
to Ropke in the winter of 1960, “that I am beginning to doubt if he is
still entirely sane.”3® He was more eager than ever to step down as the
society’s president but had become convinced that he would first need to
find a replacement for Hunold in order to leave the society on stable
ground. Although he hoped to appoint a new secretary with little fuss,
he decided that a public intervention was necessary after discovering
that Hunold had falsely invoked his name in an attempt to incite the
directors to vote against Harris’s membership. Hunold had provided
the society with “extraordinarily valuable services,” Hayek wrote to the
membership, but his “general conduct during the last year . . . convinced
me that a change in the European Secretaryship has become even more
important than a change in the Presidency.”?” In an astonishing demon-
stration of the dispute’s escalation, he refused to sustain his affiliation
with the society until Hunold was no longer its secretary.*’

The society’s members were faced with a difficult problem. The for-
mal bylaws of the Mont Pélerin Society had been designed during a
more tranquil time; upon their ratification in 1947, one prescient mem-
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ber had worried that they were “somewhat casual” and “drafted merely
for fair weather conditions.”*! In the society’s early years they had been
consigned to an ornamental role, as its occasional points of disagree-
ment were managed through a process of genial consensus founded on
an assumed conformance with Hayek’s views. When the society was
confronted with an apparently intractable dispute among the society’s
officers, the bylaws’ limited scope and ambiguous meaning did little to
identify a coherent mode of resolution. The society had entered a period
of indeterminacy and constitutional crisis. The members responded by
breaking into two groups—those who supported Hunold and those
who did not—with each group endeavoring to obtain proxy votes to
wield at the forthcoming annual meeting. Hunold wrote personally to
many members in order to request the authority to vote on their behalf,
occasionally expressing the nature of the dispute in demonstrably mis-
leading terms.

Much of the society remained distant from the increasingly public con-
flict, but a subset of its most influential members developed very clear
allegiances. The differences between Hunold’s supporters and his adver-
saries provide a window into the organization’s shifting demographics
and underlying divisions. The members fissured largely along national
lines. His opponents were led by a cohort of academics—including Mil-
ton Friedman, George Stigler, and Fritz Machlup—affiliated with Ameri-
can institutions and, in particular, the University of Chicago. Friedman
believed that Hunold represented “the most reactionary and status quo
ante influences in the society,” and he became the central figure in “a de-
termined movement by a group of us to get rid of Hunold as European
secretary.”*? Friedman’s profile within the economics profession had
grown dramatically during the preceding decade, and his actions against
Hunold represented his assumption of a leadership role within the soci-
ety. “The key issue is that Hunold has become increasingly impossible
and insubordinate,” he wrote to one member, “taking over the reins in
his own hands, not waiting for or following instructions or rulings from
the Council of Hayek, insulting members and libelling them, etc. etc.”*3
Although he had not been very active in the first decade of the society’s
existence, Friedman approached the dispute over Hunold with extraordi-
nary intensity. “If we lose,” he wrote to a colleague, “we shall most of us
resign.”#*

Hunold’s allies consisted primarily of continental Europeans, includ-
ing three vice presidents of the society (Louis Baudin, Franz Bohm, and
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Wilhelm Ropke). They condemned the Chicago economists’ attempts to
gather proxy votes from their colleagues, citing the fact that “only about
one half of our American members have ever been present at a meeting
of the Society” as an indication that they were “not familiar with the
problems of the Society.”* This willingness to exploit the Atlantic divide
to their advantage was tempered by Ropke’s rhetorical assertions that
the emerging “split between America and Europe within our own Society”
was “surely the very last thing we should permit.” But their intransigence
equaled that of their American colleagues. Ropke, like Friedman, asserted
that he would resign if the dispute was not resolved in a manner he
found appropriate. If the removal of Hunold as secretary “would really
be carried out,” he announced, “I would leave the Mont Pélerin Society
in protest against a grave injustice and in loyalty to a man who has a
claim to it.”46

The society had arrived at an impasse. Friedman and his American
colleagues would resign if Hunold was not removed as secretary, and
Ropke and his European colleagues would resign if he was. In prior
years Hayek had served as the arbitrator between divergent groups
within the society; as both economist and political philosopher, free-
market advocate and social traditionalist, old-world European and émi-
gré American, he could speak the languages of members who at times
perceived one another as alien. But now he was a party to the dispute,
and therefore was unable to bring it to a mutually satisfactory close.
“What a tiresome affair!” he exclaimed in the summer of 1960. “How I
wish I had at the beginning of the difficulties simply proposed the liqui-
dation of the Society and then washed my hands of it as had been my
first inclination. But I suppose now it has to be fought through.”*

For a brief time it appeared that the dispute might be resolved. Ludwig
Erhard, then the vice-chancellor of the Federal Republic of Germany,
arbitrated an agreement wherein Hayek would be replaced as the soci-
ety’s president by Wilhelm Ropke, and Hunold would resign his posi-
tion as its secretary in order to become a vice president.*® The conclu-
sion was announced at the Kassel meeting, where Hayek spoke
graciously about the past contributions of Hunold. “I will once more
very briefly say that I have no doubt that the Society would never have
come into existence and would not have been as successful had it not
been for Dr. Hunold’s efforts,” he told the assembled members. Wilhelm
Ropke, the new president, expressed uncertainty about his capacity to
fulfill Hayek’s role. “I am not a very strong man; [ am inexperienced in
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these affairs; I have other ambitions,” he stated, “but I know too well
that T have to play this part in this big act of equilibristics, as I think it is
called in the music-halls.”* The suspension of hostilities was brief. Fritz
Machlup discovered a set of convenient discrepancies in the transcript
of the Kassel meeting prepared by Hunold, and Friedman and Hunold
immediately engaged in a sharply worded dispute over the competing
versions.’’ Ropke persuaded the parties to arrive at a mutually agreeable
version, but the lines of continued resentment had been firmly estab-
lished.’! Friedman and his associates believed that Hunold was attempt-
ing to manipulate the proceedings of the society by surreptitious means,
and Hunold and Ropke believed that Friedman’s accusations had plainly
violated the spirit of the compromise at Kassel.

During the 1961 meeting in Turin, it became evident that the tensions
within the society were unsustainable. Hunold and his American detrac-
tors engaged in an aggressive dispute about the location of the next meet-
ing that several times inspired Ropke, when an unfavorable vote appeared
imminent, to halt the proceedings with the claim that the tenor of the
discussion was dangerous for his weak heart.’?> Friedman intensified the
acrimony later in the meeting with a claim that Hunold had reordered
the list of vice presidents to position himself, under the terms of an ob-
scure bylaw, to become president in the event of Ropke’s resignation. It
was, Friedman later wrote, “an attempted coup d’etat” that was intended
to bestow the presidency on Hunold by underhanded means.>® The de-
bate was resolved in Friedman’s favor, and Hunold exploded with rage;
one unsympathetic member later recounted that Hunold had described
the members of the society’s board as “rascals,” referred to Trygve Hoff
as a “useful idiot,” declared Bruno Leoni to be “insincere as all the Ita-
lians,” and told Friedman and Machlup to “go home ugly Americans.”5*
Friedman displayed similar vitriol in the days that followed. Hunold, he
wrote, “engineered this monstrous attempted fraud” with the intention
of becoming “the chief beneficiary of it,” demonstrating a “Machiavel-
lianism” that Friedman had made the “fatal mistake” of underesti-
mating.> Two months later Hunold’s principal adversaries, including
Friedman, Stigler, Machlup, and Hayek, signed a letter indicating that the
preservation of the society depended on Hunold’s resignation.*®

Hunold’s detractors could not understand, in the wake of his more
outrageous behavior, how distinguished scholars like Répke could con-
tinue to reinforce him. Some whispered that Ropke’s support was attrib-
utable to Hunold’s access to donors who provided him with significant
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financial assistance.’” Hayek, however, continued to attempt to convince
Ropke that Hunold’s behavior was unwarranted and could be halted if
he would only intervene. He told Ropke that Hunold “knows where his
bread is buttered”: his notoriously difficult personality and minimal
professional prestige would leave him with limited capacity to disrupt
the society if he was not abetted by more influential friends.’® But Ropke
refused to abandon Hunold, and Hayek grew confused and disillu-
sioned.”” Hayek knew that the Mont Pélerin Society had been made
possible only through his close collaboration with Répke.®® In the cur-
rent dispute Ropke was allowing himself “to be used as Hunold’s tool,”
Hayek wrote to John Van Sickle after the Turin meeting, and the two of
them had become nothing better than “take-over artists.”®! He decided
that further collaboration was no longer possible. Ropke had, he be-
lieved, “succeeded in destroying in the course of fifteen month [sic] what
others have built up in the course of as many years.”®?

Once Hayek determined that Ropke was inseparable from Hunold,
he concluded that the society needed a new president. Together with
Friedman, he attempted to provoke a resignation by flooding Ropke
with minor concerns and complaints.®? Their effort culminated in a let-
ter that George Stigler sent to the society shortly before Christmas. Sti-
gler adopted an earnest and collegial tone, expressing “embarassment
[sic] and distaste” for the society’s quarrels concerning “personal man-
ners, which a society of scholars and gentlemen should not even have to
consider.” He then presented an incongruous ultimatum: “if Roepke
does not resign by February 1, 1962, I shall submit my resignation from
the Society.”®* Two days later Hunold forwarded to the membership a
letter from Ropke’s wife indicating that because of the danger the con-
tinuing conflict posed to his health, her husband would resign.®® Before
submitting his own resignation Hunold sent out two further issues of
the Mont Pelerin Society Quarterly, which he used as vehicles to expound
his perspective, calling the actions of the society’s interim president John
Jewkes “suspicious,” asserting that the “overwhelming majority of the
members” preferred his own nominee (Karl Brandt, who declined the
nomination and resigned his membership), accusing Hayek of treating
the society as “the personal affair of a single man,” and insinuating that
Hayek’s “insecure financial position in Chicago” had led him to perceive
Hunold as “an obstacle to be removed.”®® At least ten members had
resigned by the end of the summer of 1962, citing either sympathy for
Hunold or disapprobation toward the spiteful tenor of the society’s inter-
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necine disputes.®” The resignations solidified a transition in the society’s
balance of power from Europe to the United States, and from its original
leaders to a younger generation of scholars affiliated with the Depart-
ment of Economics at the University of Chicago. The future direction of
the Mont Peélerin Society was to be determined by the individuals who
had overseen the successful struggle to expel Albert Hunold.

The vitriol with which Hunold treated his colleagues in the Mont Pélerin
Society was symptomatic of a personal pathology with causes not solely,
or even primarily, attributable to their actions. His was increasingly
a paranoid style: he saw contrary opinions as hostility, concerted opposi-
tion as conspiracy, and formal deliberation as a covert battle for status.
But although it can be tempting to reduce the Hunold affair to the
psychological vicissitudes of its namesake, his periodic rages were de-
monstrative of more than a precarious psyche. In justifying his break
with the society Hunold expressed a sincere and deeply felt critique of the
direction its debates had taken. Its members were increasingly divided, he
argued, between those who maintained “a philosophy and an anchored
worldview” and those who sought “in the Marxist sense . . . to construct
a philosophy out of the economy” and thereby “‘to cure the world from
a single point,” namely from pure economics.”®® This was not simply an
ex post facto justification. Hunold had long criticized a subset of the so-
ciety’s members for attempting to transform it into an “economic club”
instead of addressing “crucial socio-political problems.”®® Ropke shared
his concerns, writing in 1955 that the society was subject to “always no-
ticeable” tensions between advocates of “paleoliberalism” and “neoliber-
alism.””? He applied the former label to those who sought to reinstitute
laissez-faire economic policies reminiscent of the nineteenth century, and
the latter to advocates of less rigid and more holistic solutions to contem-
porary social problems. Ropke’s close friend and colleague Alexander
Ristow described the division in still more aggressive terms, arguing that
the neoliberals had worked hard to achieve political gains that were now
being exploited in “grotesque” and “insolent” fashion by their paleolib-
eral colleagues.”! The society had commenced as an attempt to create a
new social philosophy, but it was now dominated by economists with
narrower proclivities. By the late 1950s polymath members like Jouve-
nel, Polanyi, and Knight rarely participated in its discussions, and the
goal of developing a “new” liberalism that had loomed over its early
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meetings was rarely mentioned. Hunold, Ropke, and Ristow felt out of
place in debates that were increasingly economistic in style and laissez-
faire in inference. The Hunold affair was produced by a potent combina-
tion of interpersonal enmity and philosophical despair.

The growing disparity in perspectives was perhaps most apparent in the
reactions to the nascent conservative magazine National Review, which
was founded in 1955 by the young William E. Buckley Jr.”> Buckley had
risen to national prominence four years earlier with the publication of
God and Man at Yale, which excoriated his alma mater for perceived
attempts to persuade its students to become “atheistic socialists.” “I my-
self believe that the duel between Christianity and atheism is the most
important in the world,” Buckley wrote in his foreword to the first edi-
tion. “I further believe that the struggle between individualism and col-
lectivism is the same struggle reproduced on another level.””3 He married
an uncompromising antistatism in the economic sphere with a militant
anticommunism and a heightened deference to established religious insti-
tutions and ways of life. In doing so, he absolved himself of any scholarly
pretensions and refrained from providing detailed philosophical justifica-
tions of his comprehensive worldview. His rhetoric, however, demon-
strated a formidable combination of what one colleague referred to as
“elite sensibility and populist power,” and Buckley quickly developed a
unique fluency as a translator among dissident academics, conservative
politicians, and grassroots fomenters of right-wing dissent.”* His explicit
ideological agenda and rhetorical sleights of hand drew audible scorn
from the university establishment. The dean of the Faculty of Arts and
Sciences at Harvard, McGeorge Bundy, wrote a withering review in the
Atlantic Monthly that noted the irony of a Catholic calling for a return to
religious traditionalism at Yale. Buckley’s support for laissez-faire was,
Bundy added, far more extreme than that of the academics he and his al-
lies cited for support. Positions that Buckley labeled “radicalism” could
be found “in the work of such men as Hayek,” and “if Mr. Buckley read
Lippmann and Knight, he would be horrified.””> As Knight had grimly
observed, it is difficult to distill challenging ideas into popularly accessi-
ble form without doing some violence to their intent. Buckley’s success as
a polemicist was a product, in part, of his capacity to elide complexities
that would detract from his rhetorical force.

With the publication of the National Review, Buckley sought to bring
to the American political environment the same mode of critical analysis
he had previously applied to Yale. In “its maturity,” he argued in the
magazine’s mission statement, “literate America rejected conservatism in
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favor of radical social experimentation.” He blamed this problem both
on the “relativism” that had been propounded in universities and on the
“ignorance and amorality” of the “well-fed Right.” Instead, Buckley cast
his lot with the “radical conservatives” who had not yet come to terms
with the New Deal, and who were willing to stand with him “athwart
history, yelling Stop, at a time when no one is inclined to do so, or to
have much patience with those who so urge it.””® He believed that he
was defending a certain idea of the West: one of a society of free indi-
viduals who shared certain common and long-established commitments
and ideals, and who were willing and eager to fight for that freedom and
those ideals when they perceived them to be under assault. The maga-
zine would therefore provide a consistent defense of free markets against
the inroads of progressivism and socialism; a militant anticommunism
directed at both external and internal threats; and a support for tradi-
tional ideas and modes of life in the face of the perceived relativism of
the contemporary academy. Like many of his contemporaries in the
early Mont Pélerin Society, Buckley believed that support for free mar-
kets would be politically viable only if it were represented as part of a
holistic and spiritually grounded worldview. He also shared with the
society’s early members an extraordinary faith in the power of ideas to
effect political change over time. “Our political economy and our high-
energy industry run on large, general principles, on ideas—not by day-
to-day guess work, expedients and improvisations,” he contended in the
mission statement.”” The ideas expressed in the National Review soon
attracted public attention and notoriety that far exceeded its sparse ini-
tial circulation of 7,500: the editor of Harper’s labeled the magazine’s
readers “extremist” and “the precise opposite of conservatives,” and the
literary journalist Dwight Macdonald referred to it as a haven for “the
lumpen bourgeoisie, the half-educated, half-successful provincials.””®
Over time the National Review attracted allies as ardent as its enemies;
after a decade of existence on the edge of financial insolvency, it had
accumulated 100,000 subscribers and attained a prominent role in es-
tablishing the terms of American political debate.”

Ropke saw the National Review’s simultaneous embrace of free mar-
kets and social traditionalism as an enactment of the revised liberalism
that the founders of the Mont Pélerin Society had originally sought to cre-
ate. He unequivocally embraced the publication as a “heroic attempt . . .
to oppose the all-powerful progressive current in the United States.”®" His
admiration for its editorial board was reciprocated: the magazine’s pro-
spectus listed Ropke as one of the figures whose ideas it was intended to
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propagate, belying a tendency that Ropke perceived among many Ameri-
cans to believe that “les absents ont toujours tort.”8! “This group at the
NR is the only one in America where I have found a truly warm-hearted
echo for my thoughts,” he wrote to one of the magazine’s many critics in
1956. Ropke’s past endurance of persecution for his political beliefs did
not prevent him from defending the magazine’s support for Joseph
McCarthy. Although he found McCarthy repugnant, Ropke argued that
he had been caricatured as a devil by the “communists and crypto-
communists” in order “to distract us from the true danger,” and that
the National Review was right to focus on the latter.3? The publishers
of the National Review, from his perspective, could do no wrong.

Hayek never perceived Buckley’s project as ideologically aligned with
his own. The National Review’s explicit attempt to “stop” history im-
pressed him as fundamentally reactionary and contrary to an intelligent
embrace of social evolution. Although Hayek wanted to prevent govern-
ment from defining the terms of social progress, he refused to abandon
the notion that his social philosophy was itself progressive. The market,
after all, was the ultimate instigator of social change, and its spontane-
ous dictates were a cause for celebration rather than fear. He was a
harsh critic of excessive attempts to control social evolution, whether
pursued to achieve reformist or regressive ends, and he perceived Buck-
ley as a paradigmatic case of the latter. When Buckley was preparing to
publish God and Man at Yale in 1951, Hayek declined to write a blurb
for it, writing to Henry Regnery that “anything friendly I could say
about Buckley’s book would have to be hedged about by so many quali-
fications that it would be useless for your purposes.”? When Buckley
asked to include his name on the masthead of the National Review in
1955, Hayek refused, expressing concerns about the divergence between
Buckley’s conservatism and his own social philosophy.®* In subsequent
years his refined sensibilities were increasingly offended by the maga-
zine’s unreconstructed populism. He broke off all association with its
editors in 1961, criticizing their lack of “common decency” in publish-
ing comic insinuations that the recently deceased secretary general of
the United Nations, Dag Hammarskjold, cheated at cards.?

The most prominent academic to contribute regularly to the National
Review was the reclusive historian and political theorist Russell Kirk,
who wrote a column under the title “From the Academy” for over two
decades.’¢ Kirk had come to national attention with the appearance of
his magnum opus, The Conservative Mind, in 1953. The book was ac-
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cepted by the young conservative publishing house Regnery after it was
rejected by Knopf, and Henry Regnery recalled decades later that its
“impact was immediate” and “beyond all expectations.”®” The Conser-
vative Mind presented an extended plea for a return to the social philoso-
phy of Edmund Burke, whom Kirk saw as an exemplar of “the true
school of conservative principle.”® From a detailed exegesis of a series of
seminal texts, Kirk arrived at “six canons of conservative thought”: be-
lief in “a transcendent order”; affection for “proliferating variety”; de-
fense of the maintenance of “orders and classes”; a conviction “that
freedom and property are closely linked”; a preference for custom, con-
vention, and prescription over “abstract designs”; and support for a
“prudent” as opposed to a “hasty” approach to social change.?” At the
suggestion of Whittaker Chambers, Time devoted the entire review sec-
tion of its 6 July issue to the book, concluding that Kirk’s philosophy
would prove to be of “interest that is not mainly antiquarian” to readers
confronting the “shadow of lost illusions” in the wake of two world
wars. The crisis of modernity had created space for a philosophy that
was founded on its rejection.’® Kirk became the most visible of a collec-
tion of scholars, including Peter Viereck and Robert Nisbet, who were
labeled “New Conservatives” for their articulation of a social philosophy
that emphasized the maintenance of established communal traditions,
social orders, and modes of belief.”! He remained an influential figure in
the conservative movement for over two decades, producing a nationally
syndicated column, editing the conservative journal Modern Age, and
publishing numerous volumes on the sources and implications of his so-
cial philosophy. None of his subsequent works, however, attracted a de-
gree of public attention comparable to The Conservative Mind. He re-
signed his academic post in 1959 and became notorious for cultivating
an anachronistic personal aesthetic at his residence in rural Michigan. He
forsook modern appliances and refused to drive automobiles. His oeuvre
included numerous gothic romances and ghost stories and, shortly before
his death, an autobiography written in the third person.”?> Even one of
Kirk’s great admirers, Eugene Genovese, acknowledged that he “seemed
like a creature in mothballs.”?3 Kirk’s conservatism was at once an an-
swer to and a rejection of the social structures of the modern world, and
he remained wary of the unpredictable and unmanageable changes that
the market interactions at its center necessarily produced.

During the 1950s Ropke and Hayek developed very different impres-
sions of Kirk. For Ropke, the publication of The Conservative Mind was
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both a revelation and an augury of the renaissance of a social philoso-
phy he shared. In an article, “Liberaler Konservatismus in Amerika,”
published in the Neue Ziircher Zeitung in 1955, he argued that Kirk
was the major figure in an American movement toward “liberal conser-
vatism,” a conservatism that looked for inspiration to figures like Toc-
queville, Acton, and Jacob Burckhardt rather than to the reactionary
tradition that Europeans often associated with the term. Hayek had
cited these same figures as inspirations for the formation of the Mont
Pelerin Society at the outset of its founding meeting. Eight years after
that meeting, however, none of the Americans Ropke associated with this
emerging movement—including Nisbet, Viereck, and Clinton Rossiter—
were involved in the society’s activities.”* And Ropke spoke of Kirk far
more generously than his American contemporaries in the society. The
Conservative Mind was, he said, the “most enthralling” work in both
“substance and form” that he had encountered in a long time. It both
gave voice to “the most noble American tradition” and had “much to
say to us Europeans.”” He urged his colleagues to read it, and he perso-
nally wrote Kirk to remark on the “altogether unusual pleasure, agree-
ment and profit with which I peruse everything you write.”?® Ropke was
now establishing his primary transatlantic allegiances outside the society
that was intended to foster them.

Hayek’s responses to Kirk shifted dramatically with the passage of
time. When The Conservative Mind was first published, he expressed
admiration for the book and qualified enthusiasm for its author. While he
thought that the book was “a little uneven,” “much too long,” and exces-
sively inclined to claim “for conservatism what really were the main
contributions of classical liberalism,” he told Herbert Cornuelle of the
Volker Fund that it was “really excellent in some parts and throughout
erudite and readable.”®” He offered a quote to the book’s publisher, Henry
Regnery, indicating that it would “do much to shift the general discus-
sion.””® He then wrote directly to the chairman of the Committee on
Social Thought at the University of Chicago, John Nef, to urge him to
consider adding Kirk to the faculty.”” Nef shared Hayek’s interest, but
Kirk indicated that he would be too busy to explore any new employ-
ment possibilities for several years.'”’ By the time Kirk informed Nef of
his availability several years later, he had attained a polarizing degree of
notoriety through his activities as a conservative public intellectual. Nef
would promise him only three years’ affiliation with the committee, un-
der the expectation that his salary would be paid entirely by the Earhart
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Foundation and his public activities would be abandoned in favor of se-
rious scholarship.' Kirk acknowledged, in his rejection of the unflatter-
ing offer, that his adversaries had multiplied in the intervening years.!?

One of those new adversaries was Friedrich Hayek. Kirk became
acutely aware of Hayek’s opposition when, at the invitation of Ropke and
Hunold, he traveled to St. Moritz to attend the tenth-anniversary meeting
of the Mont Pélerin Society.'3 Hayek used the occasion to deliver a major
address, “Why I Am Not a Conservative,” in which he repudiated Kirk’s
worldview without explicitly invoking his name. The address developed
a strict differentiation between “liberals,” as Hayek considered himself,
and “conservatives”: liberals maintained a clear and principled philoso-
phy of freedom, embraced the prospect of change despite the unknowable
future it conferred, and protected the ability of others to express their
views even when they disagreed; conservatives professed no coherent
worldview beyond the preservation of the status quo, subjected them-
selves to authority in order to assuage their fear of social evolution, and
sought to impose their opinions on those whom they opposed. Hayek
saw a close alignment between socialists and conservatives in their rever-
ence for authority and their common belief that societies should seek to
manage the spontaneous interchanges of their constituents. Kirk was
an obvious target of Hayek’s philippic, and he took it upon himself to
deliver an extemporaneous rebuttal.!®* Within the society, however,
Hayek’s speech also represented a final rejection of the positions that
Ropke had long advocated in its debates. In an implicit swipe at the
“Third Way” that Ropke had famously advocated in the wake of World
War II, Hayek lambasted what he perceived to be the absence of fixed
points in a philosophy of compromise. “It has been regularly the conser-
vatives who have compromised with socialism and stolen its thunder,”
he declared. “Advocates of the Middle Way with no goal of their own,
conservatives have been guided by the belief that the truth must lie some-
where between the extremes—with the result that they have shifted their
position every time a more extreme movement appeared on either wing.”
The protection of agricultural interests—a familiar Ropkian theme—was
Hayek’s foremost example of the conservative capitulation to socialist
doctrine.!% The meeting at St. Moritz firmly established that Hayek’s and
Ropke’s projects were no longer aligned.

Attempts to understand the ramifications of Hayek’s rejection of conser-
vatism are complicated by the problem of defining what “conservatism”
meant in the American political environment. Two years before Hayek’s

143



144

New Conservatisms

address, the prominent Harvard political scientist Louis Hartz had argued
in The Liberal Tradition in America that the “traditionalism of the Ameri-
cans” bore “marks of antihistorical rationalism” that made it difficult to
distinguish between liberalism and conservatism in their politics. He
maintained that with no feudal institutions, the Americans had valorized
the “new” in a manner that rendered the “war between Burke and Ben-
tham on the score of tradition” meaningless. American conservatives
found themselves unable to define their allegiances in a nation with tradi-
tions that were themselves revolutionary. “Radicalism and conservatism,”
Hartz concluded, “have been twisted entirely out of shape by the liberal
flow of American history.”!% Hayek acknowledged the points of intersec-
tion between liberalism and conservatism in America, asserting in his ad-
dress that it remained “possible to defend individual liberty by defending
long-established institutions™ in a nation where “the defense of the exist-
ing is often a defense of freedom.”'%” To Kirk, this convergence of liberal-
ism and conservatism in the American political arena enabled the estab-
lishment of a coalition that held the potential to exert extraordinary
political force. It was a source of optimism and a cause for celebration.
But to the Hayek who spoke at St. Moritz, this confluence posed a “dan-
ger” that merited trepidation.!®® The conservative respect for the status
quo, regardless of its content, made its adherents untrustworthy allies. He
worried about the nationalist, authoritarian, and reactionary instincts
that might lurk within a colleague who advocated liberal policies for rea-
sons other than liberal principles. His was a clarion call for a mode of
classical liberalism that made no concessions; he had arrived at the con-
viction that the time for compromise was past. In a demonstration of his
resolve, he successfully argued that Kirk’s candidacy for membership in
the Mont Pélerin Society should not be approved.'?””

Kirk bitterly recalled his experience with the Mont Pélerin Society in
the pages of National Review five years later, writing that it “might al-
most have been called ‘The John Stuart Mill Club’ or ‘The Jeremy Ben-
tham Memorial Association,” what with a somewhat rigid adherence to
nineteenth-century Liberal dogmas and a rationalistic hostility toward
Christianity among a good many members.” His scorn was palpable.
“By mere dint of repetition, they seemed to believe, they could make an
incantation to give dead clichés vitality.” He had become more hopeful
about the society with Ropke’s recent ascension to the presidency, which
provided one indication that it might be edging toward “a merging of
the best elements in the old conservatism and the old liberalism.” ' When
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Ropke, Hunold, and their sympathizers resigned a year later, it had be-
come apparent that the society could no longer sustain such an atmo-
sphere of compromise. Any promise of a redemptive transformation in
the tenor of its internal debates had been lost.

In the months before their resignations, Ropke and Hunold had con-
sidered the possibility of founding a separate organization that would
redress the Mont Pelerin Society’s limitations.!'! Soon after Ropke for-
mally resigned in late 1961, they began discussing the logistics that such
an alternative enterprises—which they christened the Forum Atlanticum—
would entail. It would seek to abandon the “predominant economism”
that rendered the Mont Pélerin Society “ever more stale,” and to overcome
the society’s persistent failure to develop the coherent “doctrine” or “phi-
losophy” its founding members had sought.!'? Its members would “cede
the M.P.S. to its Misesismuns [sic] and Hayekismus™ and instead “create a
forum for the all-encompassing philosophy of the free world” with “the
best people” but no “giant apparatus.”!'? In Ropke’s view, many of the
“best people” were the “liberal conservative” Americans he had identified
half a decade earlier, and in particular those who traveled within the cir-
cles of the National Review: William F. Buckley Jr., Richard Weaver, John
Courtney Murray, Frank Meyer, and Russell Kirk.!

Ropke emphasized that he hoped to create the Forum Atlanticum
“without rivalry” and maintained that it could exist in harmony with
the Mont Pelerin Society.''® Given the lingering resentments created by
the Hunold affair and the direct solicitations that the establishment of
such an organization required, however, his profession of a noncompeti-
tive stance was disingenuous. Riistow’s attempt to incite a mass resigna-
tion from the Mont Pélerin Society was broadly perceived as an implicit
and unseemly declaration of war.!'® Hunold deliberately held on to his
membership in the society long after Ropke’s resignation in order to
publish further polemics in the Mont Pelerin Society Quarterly, which
he hoped would inspire further resignations before he folded the publi-
cation into its successor organization.!'”” The Forum Atlanticum strug-
gled to overcome the impression that it was created primarily in an act
of belligerence against the Mont Péelerin Society, and only secondarily in
order to pursue its own independent goals.

The forum’s challenges were compounded by a failure in the months
after its inception to identify anyone who was willing to accept a leader-
ship role. It is difficult to found an organization without a willingness to
assume the primary responsibilities that it entails, but Ropke was very
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clear that owing to both his health and the lingering trauma of the Hu-
nold affair, he was unable to accept the presidency. He worked, to no
avail, to persuade both Karl Brandt and Russell Kirk to accept the pro-
posed position.!'® As time passed, Ropke grew dismayed by the disap-
probation his efforts engendered among the remaining members of the
Mont Pelerin Society and disenchanted by his failure to find an individ-
ual capable of realizing his vision. Hunold briefly contemplated estab-
lishing the Forum Atlanticum with a secondary membership level for
those who wanted to remain affiliated with the Mont Pelerin Society, in
order to make it easier for their colleagues who were loath to leave the
society to participate.!'” Nothing came of his idea.

It was becoming increasingly clear that the new organization was not
viable. Gradually, Ropke’s friends in the society began writing him to
inquire whether he might consider setting aside any lingering resent-
ments and reenlisting as a member.!?® Ropke called himself the “least
resentful man in the world,” but he would contemplate rejoining the soci-
ety only under very specific conditions: he would need to be named an
honorary president, and Hunold would need to be reenrolled and offi-
cially recognized alongside Ropke and Hayek as one of the “‘Mayflower’-
Pelerins.”!?! These provisions inspired little interest, and Ropke’s bitter-
ness only increased. He blamed his lingering heart infarction on the
stress the members of the society had inflicted on him. They had, he
wrote to Trygve Hoff in 1965, “almost wilfully [sic] ...come near to

killing me.”'?? Less than a year after he sent the letter, the same ailment
took his life.!?3

The Mont Pélerin Society Ropke left behind at his death was in many
ways unlike the one he had helped establish in the years after World War
II. A society originally defined by its elite academic character had be-
come, in the words of one of its members, “a businessmen’s sort of trade
association meeting.”'?* In 1947 only five of its members were active
academics born in North America, which gave rise to Hayek’s initial
concerns that the society was too exclusively oriented toward continen-
tal Europe; by the time of Ropke’s death one member observed “within
the Society an underlying suspicion, mistrust and even fear, of Anglo-
Saxon, or more properly, Anglo-American domination.”'?> Perhaps
most important, the meetings of the society were no longer reflective
of a broad atmosphere of consensus within the conservative academic
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world. Economists who supported free markets were not so eager as in
former years—at both the “Colloque Lippmann” in 1938 and the found-
ing of the Mont Pélerin Society nearly a decade later—to validate cer-
tain modes of government intervention and to emphasize the need for
philosophical justifications for free markets that extended beyond the
material abundance they ostensibly produced. As a result, they no longer
appeared to be drawing on a common tradition, or at times even engag-
ing in direct dialogue, with colleagues and peers who remained suspi-
cious toward the application of an unyielding economism. As laissez-
faire reemerged as a live possibility, so too did the antagonism between
free-market “liberals” and traditionalist “conservatives” that had riven
Western societies amid the age of revolution and the early emergence of
industry. The Mont Pélerin Society of the early 1960s, like the American
political environment in subsequent decades, cast these divergent groups
as uneasy allies. Their interaction was volatile and eventually unsustain-
able. The foundational tension of postwar American conservatism had
begun to emerge.

The challenges posed by this tension are perhaps most evident in the
writings of Frank S. Meyer, one of the individuals Ropke had hoped to
attract to participate in his planned Forum Atlanticum. After growing
up in Newark, New Jersey, and briefly attending Princeton, Meyer had
become a prominent Communist organizer as a student at Oxford. His
peripatetic career as a party member took him, ironically, through some
of the few remaining centers of free-market economics in the 1930s:
he was expelled from the London School of Economics in 1934 after
recruiting over 500 of its 3,000 students, and later worked—with less
success—to enlist graduate students at the University of Chicago.!?¢
He was a “demonic figure,” Edward Shils recalled, who “frequently
interrupted . . . fluent if not very solid discourses with Marxist correc-
tions, supplements, and reinterpretations” and “certainly had no interest
in learning anthropology.”'?” But Meyer began to have doubts about the
party while recovering from a foot operation that left him immobilized
for eighteen months in the midst of World War I1.'28 The experience of
reading Hayek’s Road to Serfdom, he later recalled, “played a decisive
part in helping me free myself from Marxist ideology.”'?° By 1955 he had
followed the well-trodden midcentury path from Communist activism
to conservative dissent, and had assumed his lifelong role of columnist
and book-review editor at the nascent National Review.'3° There he be-
came known as one of the preeminent conservative networkers in the
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public sphere. He had, as one colleague noted after his sudden death
from lung cancer in 1972, “the number of everybody to the right of
Clinton Rossiter.” 13! Over the years many of the magazine’s most prom-
inent contributors journeyed to Meyer’s hermitage in Woodstock, New
York, where he famously maintained inverted hours, arising at 5:00
p.m. to begin long evenings of work or, when hosting visitors, discussion
and drink (a peculiar habit said to have been borne of nights spent bed-
side, with his rifle, after his break from the party).!¥> He became best
known, however, for his pursuit of an intellectual project that his con-
temporaries labeled “fusionism.” His goal was to convince his colleagues
in the conservative intellectual world that the preservation of economic
freedoms and the defense of traditional moral standards were funda-
mentally aligned. He hoped to reconstitute the atmosphere of consensus
and collaboration that had defined the movement in the decades before
his rightward turn.

Shortly before the founding of the National Review Meyer explained
his differences with Russell Kirk, arguing in The Freeman that the New
Conservatism advocated by Kirk, Peter Viereck, Walter Lippmann, and
Clinton Rossiter opposed the concentration of power without identifying
“by what standards overconcentration is to be judged.”!3* Meyer be-
lieved that in the absence of firm guidelines, the New Conservatives had
become too skeptical of individualism and too accommodationist in re-
gard to the New Deal. He elaborated on this criticism in 1962 in his
principal work, In Defense of Freedom, which asserted that the valoriza-
tion of the status quo had led the New Conservatives to refuse “to rec-
ognize the role of reason” and had thereby robbed them of the capacity
to apply reasoned principles to question the practices of the present day.
Meyer perceived, and rejected, the New Conservatism as a social phi-
losophy in which the individual inquirer was always subordinated to the
established logic of the group.!3* At the same time, he was very clear
that his criticisms of Kirk did not align him with the growing body of
economists who emphasized free markets as a panacea for the problems
faced by American society. Of all the disciplines that study human soci-
ety, he situated economics as the “closest to an exact science” and “the
farthest removed from philosophical competence, from the capacity to
establish value.”!35 Meyer wanted to grant individuals the broadest pos-
sible opportunity to choose their actions and beliefs, but he argued that
such a system was sustainable only within a social order that firmly
grounded its citizens in the “authority of truth” as embodied in Western
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thought. (Acknowledging that the endeavor might seem “extraordi-
narily unenlightened and arrogant” in “the relativist atmosphere of the
day,” Meyer gave his understanding of the social philosophy of the West,
and in particular the United States, pride of place in his hierarchical
“ranking of nations and cultures.”)!3¢ His goal was to formulate a social
environment that preserved the capacity of the individual to choose be-
tween “virtue” and “vice” while socializing individuals to take what he
perceived to be the virtuous path. In Defense of Freedom is loosely theo-
rized and vague in its social prescriptions, but Meyer cited Eric Voegelin,
Willmoore Kendall, and in particular Leo Strauss as exemplars of a
mode of conservatism that acknowledged the claims of reason against
the authority of tradition.!?” Invoking a language familiar to readers of
Ropke, he referred to his social vision as a “third way” between the “au-
thority of truth” and the “freedom of men.”!3® His contemporaries,
however, referred to the project as “fusionism”: an attempt to develop a
social philosophy that could inspire the allegiance of both laissez-faire
economists and conservatives who emphasized the primacy of “virtue”
or historically grounded “truths.”!3* He was seen as the synthetic philos-
opher of the increasingly awkward political coalition reflected in the
pages of the National Review.

On its surface, Meyer’s philosophical project bore marked similarities
to the program laid out in the “Statement of Aims” that was ratified at
the base of Mont Pélerin in 1947. Like Meyer, the founders of the Mont
Peélerin Society sought to articulate a worldview that would both defend
free markets and establish ethical paradigms for a stable and productive
social order. As the society’s “Statement of Aims” declared, its members
would seek to develop a new social philosophy that would combat the
“moral and economic origins” of the “present crisis” by defending both
“absolute moral standards” and the “competitive market.”'*? The dif-
fering contemporary environments, however, made Meyer’s project
dissimilar to the one pursued by the group that gathered for the initial
meeting at Mont Pelerin. In 1947 the prospect of laissez-faire was discre-
dited among economists and marginalized in the political environment,
and American advocates of conservative “traditionalism” were difficult to
find. By 1962 the postwar Chicago School had revitalized economists’
support for laissez-faire, and “New Conservatives” like Russell Kirk had
cultivated substantial nonacademic audiences for their ideas. While the
early Mont Pélerin Society manifested a consensus borne of isolation,
the writings of Frank Meyer demonstrated a self-conscious attempt to

149



150

New Conservatisms

navigate between established, and warring, constituencies. As the trauma
of the Hunold affair revealed, the conservative intellectual world had de-
veloped divergent subgroups that no longer viewed their respective proj-
ects as implicitly aligned. The postwar consensus that made the founding
of the Mont Pelerin Society possible had dissolved.

Hayek was acutely aware of the society’s wrenching transition away
from its original statement of shared ideals. Even as he ultimately posi-
tioned himself in closer alignment with Friedman and Stigler than with
Ropke, he continued to share Ropke’s belief that the society would be
better capable of achieving its vision if it incorporated the broader range
of disciplines and social philosophies that had characterized its founding
years.!*! Even those most representative of the society’s ascendant para-
digm recognized that something had been lost. “I confess,” George Stigler
wrote in his memoirs as his life drew toward its close, “that none of the
later meetings I attended equalled for me the interest of the first ses-
sion.”1*? As early as 1957 Milton Friedman was remarking that the so-
ciety’s debates had grown less interesting since that founding meeting, in
part because of “the effects of age on organizations as on individuals.” '3
If the society’s adolescence was a period of experimentation, uncertainty,
and open possibilities, the arrival of its maturity was marked by a nar-
rowing of horizons and the accretion of certainties. Decisiveness always
entails a process of selection and an act of casting away. In its first fifteen
years of existence, the society gradually, and sometimes ungracefully, shed
those individuals whose methodologies, assumptions, and goals diverged
most explicitly from its emerging paradigm. In 1965 early members in the
society, including Raymond Aron, Michael Polanyi, Alexander Rustow,
Wilhelm Ropke, and Bertrand de Jouvenel, were still very much alive but
no longer contributing to its debates.

In 1960 Milton Friedman wrote to Jouvenel to obtain his proxy vote
in the then-ongoing battle against Albert Hunold. Jouvenel granted the
vote, noting both disapproval for Hunold’s reactionary tendencies and
some concern about the unkindnesses involved in rescinding the secre-
tarial title. But his reply to Friedman’s letter demonstrated little sym-
pathy for the direction the society had taken. “I feel very much out of
harmony with the Society,” he confided, “and should have, consulting
intellectual honesty alone, resigned from it.” Its members, Jouvenel be-
lieved, had “turned increasingly to a Manicheism according to which
the State can do no good and private enterprise can do no wrong.” They
conflated private enterprise and individual liberty, venerated artificial
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corporations with “no soul to save and no bottom to be kicked,” and
denounced “practically everything which is done in our time, in the
name of a mythical XIXth century.” The organization had succumbed,
in short, to “ideological passion,” and as a result had transitioned from
“a free company of people who think together with some initial basis of
agreement” into “a team of fighters.” He leavened his appreciation for the
courage of its members’ convictions with reservations about the phi-
losophical models their certainties wrought. The willingness to “fight
doughtily” is “much to be admired,” he acknowledged, but “such people
do harden an intellectual group into a mould.”#*

Jouvenel felt close allegiance to the early Mont Peélerin Society’s mis-
sion of defending individual liberties, but could not abide the channeling
of that mission through the vehicle of laissez-faire.'*’ It was ironic, then,
that his letter was addressed to the man who, with the publication of
Capitalism and Freedom two years later, would become the society’s lead-
ing exponent of the very philosophy that he professed to abhor. During
the ensuing decade Milton Friedman would develop a rhetorical mode
and popular profile that supplanted, and exceeded, the Hayekian prece-
dent. The ascent of Friedman would solidify the transformation of the
society that Jouvenel had observed. But while Jouvenel’s letter portrayed
that transformation through a narrative of decline that began at the
base of Mont Pélerin, the life of Milton Friedman resists the declen-
sional mode. His arrival as a major figure in the public sphere does align
with the diminution of a certain sensibility associated with the society’s
initial meetings, but it resonates still more audibly as a point of origin
for a process of extraordinary social and political change. The nostalgia
of founding members of the Mont Pélerin Society like Jouvenel, Ropke,
and Hunold provides, in its manifest regret for changes that increasingly
appeared irreversible, an early intimation that the age of Milton Fried-
man had begun.
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On a warm evening in the late spring of 1962, Milton Friedman rose to
address a group of dinner companions at the University of Chicago’s
Quadrangle Club. They had been summoned by the student members of
the Intercollegiate Society of Individualists in order to honor Friedrich
Hayek before his impending departure from the university.! With supe-
rior financial prospects available at the University of Freiburg, Hayek
had recently and reluctantly decided to bring his time at Chicago to a
close.? Friedman, who was in the midst of the final manuscript prepara-
tions for his first mass-market book, Capitalisimm and Freedom, took the
opportunity to reflect on the challenges that Hayek had long faced and
that he was preparing to confront. Hayek was notable, Friedman in-
formed the room, because of “the extent to which he has succeeded in
straddling two kinds of worlds”; the act of “spreading ideas among the
public at large” was “very seldom combined with thorough, deep, and
profound scholarly work that can influence the course of science.” The
scholarly world was not friendly to those who used positions of aca-
demic authority to expound minority views to the public, and Hayek’s
exemplary performance as both academic and advocate had forced him
to endure difficulties that were too rarely acknowledged. Such an obser-
vation might easily have been a prelude to expressions of frustration, but
Friedman was adept at finding inspiration where others saw grounds for
despair. Discouragement from colleagues was “a very good thing,” he
concluded, “because it means that those of us who hold our views have
to be better to get recognized than people who hold the other views. And
in the long run, what matters is the quality of people who propose the
ideas and not their number and not their position.”? Friedman main-
tained a relentless faith in the ability of unpopular ideas to gain recogni-
tion and, over the course of decades, to effect political change.
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Hayek was a living testimonial to Friedman’s confidence. The partici-
pants in the dinner recognized him as one of the very few intellectuals
whose career had spanned the trajectory between initial expressions of
dissent and derivative signs of political change. He was, George Stigler
remarked, “one of three or four economic philosophers who have had a
noticeable influence on his times.” Even Hayek acknowledged that the
ideas espoused in The Road to Serfdom were on the ascent. “Many who
denounced the book without reading it are now beginning to read it,” he
told the attendees. “The top layer of intellectual leaders, those whose
opinions will be effective a generation later, now have a more genuine
belief in liberty than they had before.”* With Hayek’s return to Europe,
America was losing its most prominent and distinguished public advo-
cate of free markets. He was departing with some lingering frustrations
and uncertainties, but no little sense of satisfaction at the increasing
public acceptance of his ideas.

This was a moment of transition. Hayek’s departure for Freiburg sig-
nified that his public career was beginning to draw to a close. He had
been disappointed by the sales of his magnum opus, The Constitution of
Liberty, after its publication in 1960. The book had not been reviewed
by Time or Life, and Reader’s Digest had resisted his entreaties to con-
dense it.> He was nearing a conventional age for retirement, and his
retreat across the Atlantic consigned him to a peripheral role in the
American academic and political spheres. By the end of the decade he was
wrestling with personal depression and diminished productivity that fur-
ther distanced him from the intellectual communities he had helped
create. Friedman, on the other hand, was on the verge of a rapid per-
sonal and professional ascent. In the half decade after his remarks at the
Quadrangle Club dinner, his reputation as an economist would be so-
lidified with the publication of A Monetary History of the United States,
1867-1960 (cowritten with Anna Schwartz) and election to the presi-
dency of the American Economic Association, and his popular profile
would dramatically expand with the publication of a best-selling book and
a prominent advisory role in the Goldwater campaign. He had grown
into a leadership position within the Mont Pelerin Society as well. In 1957
he and his wife Rose ended a decade of inactivity and began regularly at-
tending meetings; after the Hunold affair one of the society’s financial
supporters told Friedman that the society had been saved “largely due
to your interposition . . . and your leadership”; and by the mid-1960s his
colleagues were urging him to consider accepting the society’s presi-
dency.® Even as Hayek allied himself with Friedman on many matters of
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economic policy, he maintained some unease about Friedman’s method-
ology and political philosophy.” But as Friedman addressed the crowd at
the Quadrangle Club on the occasion of Hayek’s departure, it was clear
that the mantle of the leading advocate of free markets in the American
public sphere was being passed.

The transfer of leadership from Hayek to Friedman was emblematic of
a generational change. With rare exceptions, the careers of academics
tend to center on the set of problems that are deemed most pressing by
their colleagues in the period when they begin to reach the height of their
intellectual and professional powers. For the first generation of leaders of
the Mont Pélerin Society, that period was the Great Depression, and the
problems they grappled with were the grim conundrums of Depression
economics. The scope of governmental activities was rapidly and mas-
sively increasing, and their goal was correspondingly modest: to convince
their colleagues that there was some limited space within which, or some
degree to which, the government should not intervene. Milton Friedman,
in contrast, came of age during the early stages of the Cold War, and the
task of his generation would be to determine the economic approach
taken by the United States in the face of an extranational other.® While
his predecessors’ work was ingrained with a sense of caution at the knife’s
edge of catastrophe, Friedman’s was infused with Cold War dualisms. If
pure communism was defined by the government’s total subsumption
of the market mechanism, its most perfect contrast would be defined by
a refusal to interfere with the market’s invisible decrees. Friedman’s philo-
sophical models brooked no concessions to communism, and the America
of his time found a ready audience for a philosophy that did not allow
itself to be measured in degrees.

While previous members of the Mont Pélerin Society had labored to
develop philosophical models that would prove palatable to their more
moderate contemporaries, Friedman did not hesitate to emphasize those
points where his perspective diverged from established views. “I believe
that people are unduly deterred by the prospect of publicly taking an
unpopular position,” he asserted in a retrospective at the end of his ca-
reer. “As someone who has repeatedly done so over a very long period, I
believe that doing so seldom involves high costs.”® Friedman built his
professional and public career on the advocacy of positions that ran
contrary to received opinion, and he endured the resulting controversies
to find himself regaled with private wealth, academic honors, and last-
ing political recognition. Most important, in the process he persuaded
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substantial portions of the public to adopt an approach to government
policy that resembled his own. Even John Kenneth Galbraith would even-
tually admit that in “the history of economics the age of John Maynard
Keynes gave way to the age of Milton Friedman.”!? To write the history
of Milton Friedman is to attempt to situate a point of origin for a dra-
matic process of social and ideological change.

Given Friedman’s indisputable influence on the political thought of
both his time and the present day, he has received remarkably little schol-
arly attention outside the economics profession.!! He has been the sub-
ject of one short popular biography, several books of ideological analysis
and synthetic condensation published well over a decade ago, a scattered
collection of isolated articles, occasional polemics from his political foes,
and countless cursory mentions in popular newspapers and journals.'?
Milton Friedman’s rise to public prominence, despite its world-historical
force, has yet to be historicized. This failure is in part a reflection of the
academic abandonment of the history of economic thought, which has
been marginalized by economics departments focused wholly on the de-
velopment of contemporary analytics, ignored by historians of science
who maintain a restrictive understanding of the parameters of their field,
and bypassed by historians wary of the relationship between abstract
academic debate and processes of social and political change. The hybrid
nature of Friedman’s career poses a further discouragement to research,
because he blurred the lines between popular politics, forays into politi-
cal philosophy, and work in technical economics that can prove difficult
for nonspecialists to comprehend. The irony is that scholars have aban-
doned inquiry into these modes of analysis even as their importance to
our public life has grown. For better or for worse, we now live in an era
in which economists have become our most influential philosophers, and
when decisions made or advised by economistic technocrats have broad
and palpable influence on the practice of our everyday lives. No figure is
more representative of this development than Milton Friedman.

An understanding of Friedman’s life and work requires an engagement
with precisely the hybrid aspects of his career that have deterred scholars
in the past, because the unique nature of his contribution is most appar-
ent in those instances when his role as an economist, a political philoso-
pher, and a popular polemicist were entwined. And an examination of
the intersection of Friedman’s various roles is particularly revealing of
the manner in which institutional structures can affect the careers of in-
fluential individuals and thereby contribute subtly, but decisively, to
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changes in the public policy arena. At various stages in his professional
development, Friedman made pivotal decisions that would not have
been possible without the availability of the network of peers assembled
by the Mont Pélerin Society or the existence of the early-stage funding
institutions that sustained it. The intellectual environment provided by
these institutions provoked a cascading effect, creating opportunities
that snowballed until they fundamentally altered the nature and struc-
ture of Friedman’s public career. The influence of organizations like the
Mont Pélerin Society and the Volker Fund can largely be reduced to
their effects on the ideas and activities of their constituents. In the case
of Milton Friedman those effects were substantial, with social ramifica-
tions that exceeded the ambitions that even their founders espoused.

Milton Friedman was born in Brooklyn in 1912. Shortly after his first
birthday, his parents—who had immigrated as teenagers from Carpath-
ian Ruthenia, which was then part of Hungary—moved to the commuter
town of Rahway, New Jersey. After an unsuccessful attempt to sustain a
small clothing factory, his mother ran a dry-goods store beneath their
apartment, and his father worked as a jobber in New York City. “I do not
know what that meant,” Friedman frankly acknowledged in his mem-
oirs. “The one thing I do know is that he never made much money.”
Rahway had a small Jewish community of about a hundred families that
defined his family’s social circle. Friedman’s struggles with religion in the
context of a Jewish upbringing demonstrated an early proclivity for ear-
nest conviction. “Until not long before my bar mitzvah, I was fanatically
religious,” he recalled, but by “the age of twelve or so, I decided that
there was no valid basis for my religious beliefs or for the rigid customs
that I had followed, and T shifted to complete agnosticism.” In 1928 he
arrived at Rutgers, where he demonstrated a proclivity for math that in-
spired him to anticipate a career as an actuary, the “only paying occupa-
tion I had heard about that used mathematics.” After two years of work
in the mathematics department, he switched his major to economics.
There he came under the influence of two young faculty members: Arthur
F. Burns, the future chairman of the Federal Reserve, who was working
to finish a doctoral dissertation at Columbia; and Homer Jones, a former
student of Frank Knight at the University of lowa and the University
of Chicago. Friedman remembered Jones as putting “major stress on in-
dividual freedom” and expressing skepticism toward “attempts to inter-
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fere with the exercise of individual freedom in the name of social plan-
ning or collective values,” a set of perspectives that in his recollection
“even then was known as the Chicago view.”!? With the endorsement of
Jones, Friedman declined a graduate position in applied mathematics at
Brown to accept a tuition scholarship in the Department of Economics at
Chicago. “Put yourself in 1932 with a quarter of the population unem-
ployed,” he recalled over seventy years later. “What was the important
urgent problem?”* He had decided, in the depths of the Great Depres-
sion, to embark on a career as an economist.

A set of highly contingent factors brought Friedman to the University
of Chicago when Jacob Viner and Frank Knight were at the height of
their careers, but it did not take him long to realize that the department
would have a decisive influence on his intellectual development. Jacob
Viner’s introductory course on price theory, in particular, came as “a
revelation” that opened his eyes to a world he “had not realized existed.”
Viner had the capacity to represent economic theory as a source of
“beauty” and “power” and to assemble a series of apparently discrete in-
sights into “a coherent and logical whole.”'’ Friedman was less explicit
about Frank Knight’s influence, which he admitted was “certainly not on
particular points” but rather “on general outlook or general philosophy,
general feeling of the limitations of economics and of what economic
theory could do.”'® He attributed the greatest degree of importance, how-
ever, to a close-knit circle of graduate students that developed in Knight’s
orbit in the fall of 1934, including George Stigler, Aaron Director, and
Allen Wallis.!” Their friendship was formed in regular gatherings at
Knight’s or Director’s residence in which they spent hours engaged in cor-
dial but heated debate.'® All four would later serve as professors at the
University of Chicago, and would play decisive roles in developing the
institutional orientation and practices that became known as the hall-
marks of the Chicago “school.”!® Collectively, the Department of Eco-
nomics impressed Friedman as a place where the “general atmosphere”
imparted an appreciation for price theory and encouraged students to
adopt a skeptical approach to socialist economics.?’ Friedman came away
from Chicago with a sense of the scope and coherence of economic the-
ory and an increasing conviction that its tenets were incompatible with
socialism.

Despite the manifest influence of Chicago on the trajectory of Fried-
man’s career, it is crucial to understand that his economic methodology
did not develop organically out of his studies with Viner and Knight. In
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his second year of graduate school, at the urging of the Chicago statisti-
cal economist Henry Schultz, Friedman accepted a generous stipend of
$1,500 to study with Harold Hotelling at Columbia.?! Under Hotelling,
whom he admired as a uniquely capable figure, he engaged in an inten-
sive study of statistics and mathematical economics. “Hotelling did for
mathematical statistics what Jacob Viner had done for economic theory,”
he later recalled, by revealing “it to be an integrated logical whole, not a
set of cook-book recipes.”?? In his remaining time Friedman attended
courses taught by the other major figures in the Economics Department
at Columbia, including John M. Clark and Wesley C. Mitchell.?? Under
Mitchell and Clark, Columbia had become known for its orientation
toward institutionalist economics.?* Mitchell, in particular, emphasized
the primacy of careful empirical work: as was evident in his magisterial
research into business cycles, he believed that the accumulation of data
should precede the construction of interpretive theories.”* Friedman’s
initial reaction was to be “contemptuous of what was going on at Co-
lumbia in the theoretical area,” concluding that Mitchell “really wasn’t a
theorist and didn’t understand economic theory” (which, he added,
“was probably true”).2 But over time Friedman’s perspective was deci-
sively influenced by his studies at Columbia and his later work under
Mitchell at the National Bureau of Economic Research (NBER).?” His
subsequent attentiveness to clear and coherent language derived in part
from a harsh scolding he received from Mitchell about carelessness with
words.?® He attributed his well-known emphasis on frank and open de-
bate in part to Mitchell’s (and his student Arthur E. Burns’s) willingness
to engage forthrightly with all criticism, “asking only the question is it
right and not from whom does it come or does it threaten me.”?° Econo-
mists oriented toward empirical research, Friedman concluded, tended
to be more open to learning from disagreements than economists who
were beholden to particular abstract theories. Mitchell constantly reiter-
ated the importance of empirical analysis, referring frequently to John
Neville Keynes’s distinction between positive and normative econom-
ics.? “Repeatedly I recall his asserting that we cannot know what we
want to do unless we know what the consequences of doing one thing or
another are,” Friedman later recalled. “Thus positive economics is an es-
sential foundation for normative statements.”>! Friedman left Columbia
with a new respect for the virtues of empiricism and a belief that atten-
tion to historical evidence could do far more to resolve differences in
opinion than normative assertions.3?
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As Friedman attempted to articulate his methodology during the sub-
sequent decades, he envisioned it as adopting the virtues of both Chicago
and Columbia while discarding the vices engendered by their respective
excesses. It was simply impossible, he believed, to pursue empirical re-
search without filtering it through the lens of an interpretive theory.
Facts, he repeatedly asserted, “are simply those theories that are cur-
rently being accepted for the purpose of discussion or for the purpose of
the particular investigation.”? Mitchell’s consistent refusal to rely ex-
plicitly on economic theory to derive hypotheses was, he argued, not a
defensible methodology so much as an indicator that he was “not a
good theorist and not really interested in theory.”3* But at the same time,
theory was both practically and rhetorically impotent if it was not tested
against and refined by the available data. A good economist would use
economic theory to derive a hypothesis and then evaluate the hypothesis
by its ability to explain and predict actual marketplace behavior. Fried-
man believed that in this manner economics could become known—to
adopt his terminology—as a “serious” subject that helped people solve
“real” problems.

Friedman did not begin to develop a coherent articulation of his
methodology until over a decade after his year at Columbia.?’ Elements
of his emerging position were evident in a harshly critical 1946 review
of Oskar Lange’s Price Flexibility and Employment. Lange, a prominent
socialist who had served on the economics faculty of the University of
Chicago in the late 1930s and early 1940s, had recently returned to his
native Poland to work for its newly formed Communist government.
Friedman began his review by complimenting Lange as a preeminent
and highly skilled practitioner of a particular form of economic logic,
and then excoriated that mode of analysis as “sterile,” “unreal,” and “ar-
tificial.”3¢ By focusing on “the formal structure of the theory, the logical
interrelations of the parts,” to the exclusion of virtually everything else,
Lange “in the main reaches conclusions no observed facts can contra-

”» <«

dict.” He created highly formalized representations of imaginary worlds
that held no capacity to predict in the “real” world.?” Without being
able to judge the theories’ predictive capacities, scientists were left with
no ability to evaluate the legitimacy of Lange’s arguments.

It is no surprise, then, that Friedman viewed Karl Popper as a kindred
spirit when he first met him at the inaugural Mont Pélerin Society meet-
ing in 1947. After authoring Logik der Forschung and The Open Society
and Its Enemies, Popper had recently assumed, with Hayek’s assistance,
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a position at the London School of Economics. Logik der Forschung
had rejected an account of scientific research as a mode of inductive
logic, arguing that such accounts failed to provide a suitable “criterion
of demarcation” between the empirical sciences, on the one hand, and
mathematics, logic, and metaphysics, on the other.?® Instead, Popper ar-
gued that scientists should proceed through a “deductive method of
testing” that enabled them to arrive at conclusions that could be “inter-
subjectively tested” and, potentially, falsified.? Friedman quickly realized
that Popper had articulated and systematized a methodological predis-
position that he had independently adopted during his time in graduate
school.** He was particularly struck by Popper’s insight that scientific
observations need to be falsifiable but can never be finally or conclusively
verified.*! Their productive interchange across both disciplines and na-
tional boundaries modeled the precise mode of interaction the Mont
Pélerin Society had been intended to foster.

A half decade later Friedman published a detailed overview of his ap-
proach to economic analysis in his essay “The Methodology of Positive
Economics” (1953). Drawing on Popper, he argued that the only relevant
test of the validity of a hypothesis was a comparison of its predictions
and experience, adding that “evidence can never ‘prove’ a hypothesis; it
can only fail to disprove it.” Hypotheses that had “survived many op-
portunities for contradiction” were accorded “great confidence”; those
that were contradicted more often than alternative hypotheses were dis-
carded.** Crucially, the validity of a hypothesis was to be determined solely
by its predictive capacity, and not by the conformity of its assumptions
with our understanding of reality.*3 The most elegant and valuable theo-
ries would present a simplistic mechanism to generate consistently suc-
cessful predictions for the behavior of vastly more complicated sets of
data. Friedman appropriated John Neville Keynes’s designation “positive
economics” to describe this approach, and announced that it was “in
principle independent of any particular ethical position or normative
judgments” and could be “an ‘objective’ science, in precisely the same
sense as any of the physical sciences.”** In Western societies, he asserted,
“differences about economic policy among disinterested citizens derive
predominantly from different predictions about the economic conse-
quences of taking action—differences that in principle can be eliminated
by the progress of positive economics—rather than from fundamental
differences in basic values, differences about which men can ultimately
only fight.”* Despite the severity of its implicit criticism of prevalent
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modes of economic analysis, “The Methodology of Positive Economics”
was a fundamentally optimistic text. In Friedman’s view economists could
overcome the particular challenges of the social sciences to achieve an
“objective” perspective and in doing so could build a reasoned consensus
in the population at large. Friedman put forward a highly controversial
methodological claim while at the same time arguing that the role of the
economist should largely be one of identifying and broadening points of
common ground.

The publication of “The Methodology of Positive Economics” was a
pivotal moment in the history of free-market advocacy for two reasons.
First, Friedman’s emphasis on the necessary descriptive simplification
entailed in the act of generating hypotheses reinvigorated the embattled
theory of perfect competition. Economists had long struggled against
the descriptive inaccuracies of the homo economicus; as Frank Knight
had often observed, its atomistic and coldly calculating vision of human
activity utterly failed to explain many self-evident aspects of intersocial
behavior. To Friedman, the individual falsities were beside the point,
because the only criterion to use in evaluating the theory that indivi-
duals “single-mindedly” seek to maximize their “money income” was its
relative capacity to predict successfully when confronted with aggre-
gated data.*® Friedman’s distinction between a theory’s descriptive and
predictive capacities helped justify economists’ use of an abstract theory
that appeared, when applied to individual cases, to be manifestly untrue.
The defense of simplified hypotheses in “The Methodology of Positive
Economics” was, implicitly if not overtly, a defense of the model of per-
fect competition. Friedman’s critics insinuated that the entire dispute
over methodology was a displaced substitute for a debate over the legiti-
macy of that model.*” Friedman had opened a formidable new front in
an argument that many in the prior generation of free-market econo-
mists had abandoned as lost.*®

Second, Friedman’s treatise put forward a dramatically different un-
derstanding of economic methodology than had conventionally been
associated with advocates of laissez-faire. Since the late nineteenth-
century Methodenstreit between the Austrian economist Carl Menger
and the German economist Gustav von Schmoller, opponents of state
intervention had been associated in the public mind with a belief that
economic theory could be deduced from a priori principles.*’ Menger’s
methodological views were more complex than such representations al-
lowed; but Ludwig von Mises, the preeminent exemplar of “Austrian”
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economics in the interwar years, argued that economics was unique
among the sciences precisely because its theories were “not open to any
verification or falsification on the ground of experience.”>® Friedman
worried that Mises’s mode of economics provided no means for the adju-
dication of conflicting claims. He explained his reservations in a private
letter to Hayek after a discussion of methodology at Hillsdale College.
“Needless to say,” he wrote, “there was sharp disagreement between the
enthusiastic Austrians, who follow Mises on the praxeological method,
and myself as a believer with Popper in the testing of scientific hypoth-
eses by attempted disproof or inconsistency of observations with impli-
cations.” He asked Hayek to imagine an individual who asserts that a
particular theory is true but untestable. “Suppose another individual
disagrees with him,” he posited. “How is the difference to be resolved? In
the praxeological context, only by either conversion or force.” Friedman’s
methodological approach, in contrast, offered a mechanism for adjudi-
cation: “You believe a particular theory to be true; I believe that theory
to be false or a different theory true. We do not argue for the moment
the issues. Rather we agreed between us on what set of facts if obser-
ved would lead you to accept my theory and what set of facts if observed
would lead me to accept your theory. We thus have a peaceful method of
reconciling disagreements between us.”’! Friedman believed that the
practitioners of praxeology were incapable of engaging in productive
and open interchange with their colleagues. He told an interviewer that
in admitting “no role whatsoever for empirical evidence,” its practitio-
ners developed “an attitude of human intolerance.”>> He repeatedly
stressed that his goal was to maintain “humility”: to practice a mode of
economic reasoning that avoided any claims to absolute truth or cer-
tainty, and that provided an objective basis for settling differences of
opinion.>3

Many of Friedman’s most powerful and distinctive rhetorical tools in
the public policy arena derived from his methodological innovations.
His belief in the persuasive capacities of empirical evidence inspired his
consistent attempts to shift public discussions away from debates over
divergent normative ends and toward the means of achieving ends that
were broadly shared. Whenever possible, he would concede that he
shared the goals of his ideological opponents and then argue that they
were misguided about how those goals would best be attained. He fore-
saw little success in the endeavor to change government policy by at-
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tempting to indoctrinate other people with his values. Instead, he sought
to convince them that he had assembled material evidence that demon-
strated that their own values could best be met through implementation
of the policies he recommended. His methodology further undergirded
his constant emphasis on toleration of opposing views, openness to new
ideas, and willingness to debate anyone whose perspective differed from
his own. These qualities lent his ideas a degree of populism and an aura
of reasonableness that are crucial to the early public life of positions
supported by a radical minority. The relative efficacy of Friedman’s ap-
proach was demonstrated in the divergent trajectories of Mises’s follow-
ers and his own: while economists in the Austrian tradition have been
ghettoized in a small subset of sympathetic institutions and academic
departments, Chicago economists have pervaded the profession and as-
sumed positions of broad political influence.**

“The Methodology of Positive Economics” is sometimes cited as
Friedman’s most influential work.>> It played a central role in his re-
search program and public rhetoric, and has long served as a primary
point of disputation for his ideological opponents. Its prominent role in
Friedman’s canon draws attention to his steadfast refusal to engage in
any further discussion of its contents. Friedman believed that he would
be more persuasive if he performed positive economics and refrained
from further discussions of its normative underpinnings.’® He was very
attentive to his areas of comparative advantage as an economist and
likely recognized that establishing the philosophical foundations of the
discipline was not one of them. “I don’t recall ever having read much
philosophy,” he acknowledged at the end of his career. “Certainly, about
the only methodology philosophy I've read is Popper.”3” As a debater, he
was skilled at shifting discussions away from points of potential weak-
ness in his argument and toward evident flaws in the ideas expressed by
his opponents. He may have recognized that his methodology appeared
more efficacious when it was practiced than when it was elaborated.
And he was canny enough to realize that some essays attract more atten-
tion when they are left to stand alone. “The Methodology of Positive
Economics” was by no means “the most important thing I’ve ever done,”
he told Reason magazine in 19985, but it “has probably been reprinted
more often and referred to more often than anything else I’ve written.”
He explained the disparity: “I made a distinct point of not replying to
any criticism of that essay. And I think that’s why it’s so commented
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on.”% Milton Friedman was not known for his love of ambiguity, but in
this case he acknowledged that it too could have rhetorical force.

Friedman’s career as an economist was made possible, in a minor irony
that he readily acknowledged, by the economic programs of the New
Deal. As his second year at the University of Chicago drew to a close in
the spring of 1935, he had limited prospects for academic employment.
“Absent the New Deal, it is far from clear that we could have gotten
jobs as economists,” he recounted in his autobiography. “Academic posts
were few. Anti-Semitism was widespread in the academy.” In the midst
of this grim professional environment, the “new government programs
created a boom market for economists, especially in Washington,” which
proved to be “a lifesaver for us personally.”*® He benefited from the ex-
traordinary expansion of economists’ influence on public policy during
the 1930s, which itself was precipitated by the challenges of economic
dislocation and the novel interventions it inspired.®® With the assistance
of his fellow Chicago graduate student Allen Wallis, he obtained a posi-
tion at the National Resources Committee, where he worked to calcu-
late a cost-of-living index.®! It was the first of a series of government
posts that he held through the mid-1940s: working closely with Simon
Kuznets and under Wesley Mitchell at the NBER from 1937 to 1940,
under Hans Morgenthau in the Treasury Department from 1941 to
1943, and in the Statistical Research Group from 1943 to 1945. His
academic experience before his return to Chicago in 1946 was sparse:
he served as a visiting professor at the University of Wisconsin during
the 1940-1941 academic year, ultimately receiving notice that the uni-
versity had declined to offer him tenure; and he joined George Stigler at
the University of Minnesota for the first year after the war.%?

During his time in government service, Friedman did not align himself
with any explicit political ideology. He had arrived in 1932 at graduate
school in Chicago as what one colleague described—citing the pro-
minent socialist presidential candidate—as a “Norman Thomas—type
socialist.”®® In Friedman’s recollection, he “wasn’t very politically ori-
ented,” and although it was “obvious I was not a Marxist or a Socialist
or anything like that,” he was also not an ardent opponent of their
views.® He recalled objecting to the price- and wage-fixing components
of the New Deal but joining his colleagues at Chicago in support of the
Works Progress Administration, the Public Works Administration, and
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the Civilian Conservation Corps as “appropriate responses to the criti-
cal situation.”® He vaguely remembered voting for Roosevelt over Alf
Landon in the presidential election of 1936.° And he devoted the ma-
jority of his time at the Treasury Department to work with a small team
tasked with the development of a federal withholding tax, which he and
his colleagues and followers subsequently excoriated as a mechanism to
disguise the cost of taxation from its subjects. Friedman later expressed
“no apologies,” citing the fact that at the time they “were concentrating
on the war.”®” The withholding tax entered his pantheon of government
programs that were useful when implemented but problematic once
entrenched.®®

In these initial stages in his career, Friedman presented himself as a
statistician rather than a macroeconomist and registered little interest in
questions of public policy.®” His political identity formed slowly during
the two decades after his arrival in Washington. Its emergence was un-
questionably related to developments in his economic thought. His
graduate dissertation, Income from Independent Professional Practice
(coauthored with Simon Kuznets for the NBER), demonstrated a pro-
clivity to advocate the extension of markets to areas where restrictions
were well entrenched and widely assumed to be beneficial. In the densely
statistical format common to the NBER, Friedman and Kuznets argued
that the high wages of medical doctors relative to dentists was attribut-
able largely to the restrictions on entry to the profession entailed in the
licensing requirements enforced by the American Medical Association.”®
The manuscript inspired a bureaucratic controversy that delayed its ap-
proval and, correspondingly, Friedman’s ability to receive an official
doctoral degree until after its publication in 1945.”! But Friedman did
not begin to conceive of himself as a political figure or to write tracts
accessible to popular readers until he came into contact with a series of
institutions developed to advocate for free markets. His emergence as a
public intellectual was a product of his interactions in the years after the
war with the Foundation for Economic Education, the Mont Pélerin
Society, and the William Volker Charities Fund. Together, these institu-
tions brought Friedman into contact with like-minded intellectuals who
led him to reconceive his professional ideas in political terms, and com-
missioned him to write popular articles and lectures that eventually
changed the trajectory of his career.

Friedman’s first major popular tract was a pamphlet on rent control
commissioned by the Foundation for Economic Education (FEE) in
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1946. The FEE had been founded by Leonard Read, a former executive
vice president of the National Industrial Conference Board who had
rapidly grown frustrated with the business advocacy organization’s pol-
icy of presenting “both sides” of political and economic issues covered
in its educational activities. With funding from the retired oil magnate
H. B. Earhart and a number of major corporations, Read established his
new organization in a decaying mansion in Irvington-on-Hudson, New
York, with the goal of educating the public on the virtues of free-market
economics. By mid-1947 he had accumulated $254,000 in donations.”
As one of its earliest activities the foundation offered Friedman and
George Stigler $650 to write a pamphlet outlining economic reasons to
oppose rent controls. It planned to provide 500,000 abbreviated copies
of the pamphlet to the National Association of Real Estate Boards,
which was in the midst of a concerted lobbying effort to reverse existing
rent control policies.”?

The resulting pamphlet, entitled “Roofs or Ceilings?,” argued that the
pressing shortage of housing in the immediate postwar period was attrib-
utable to distortions in the market structure caused by rent controls.
Friedman and Stigler exhibited their argument through a striking anal-
ogy, comparing the housing market in San Francisco after the massive
destruction of the 1906 earthquake with its housing market in 1946. The
housing situation quickly normalized in the period after the earthquake,
they wrote, because of the ability to ration the available units through
higher rents and the strong incentives those higher rents created to build
more units as quickly as possible. In 1946, despite the absence of a com-
parable catastrophe, the housing situation was dire, a product, they con-
cluded, of the disincentives fostered by rent control. They called for the
abandonment of rent control and the restoration of normal market con-
ditions.” The publication of the pamphlet was an important moment in
Friedman’s career. The clarity and concision of its argument and the viv-
idness of its examples revealed his capabilities as a popular writer. It was,
as Paul Krugman has acknowledged, “beautifully and cunningly writ-
ten.””® It also established Friedman’s reputation as a political extremist
and popular polemicist within the cadre of academic economists. The
pamphlet, Paul Samuelson recalled, “outraged the profession.””¢ Robert
Bangs referred to it in the American Economic Review as “a political
tract, of the same species as, e.g., The Road to Serfdom, though even
more timely and specific.”’”” He was less forgiving in the Washington
Post, referring to it as “an insidious little pamphlet” published by “a pro-
paganda front for reactionary interests,” and concluding that economists
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“who sign their names to drivel of this sort do no service to the profes-
sion they represent.”’8 The central figures in Friedman’s and Stigler’s edu-
cation at the University of Chicago—]Jacob Viner and Frank Knight—
had avoided public rhetoric whenever possible, and had adopted a tone
of exaggerated equanimity when they were thrust into political discus-
sion. The publication of “Roofs or Ceilings?” provided a preliminary, but
unequivocal, indication that Friedman and Stigler would follow a differ-
ent path.

Even as Friedman’s “Roofs or Ceilings?” revealed his proclivity for, and
inclination toward, engagement in public debate, it also introduced him
to the challenges of working with ideologically motivated institutions. In
the month before the publication of the pamphlet, Friedman and Stigler
engaged in a fierce dispute with FEE administrators that nearly led them
to withdraw it from publication and decline the attendant compensation.
The issue centered on a paragraph professing the authors’ support for
economic equality:

The fact that, under free market conditions, better quarters go to those
who have larger incomes or more wealth is, if anything, simply a reason for
taking long-term measures to reduce the inequality of income and wealth.
For those, like us, who would like even more equality than there is at pres-
ent, not alone for housing but for all products, it is surely better to attack
directly existing inequalities in income and wealth at their source than to
ration each of the hundreds of commodities and services that compose our
standard of living. It is the height of folly to permit individuals to receive
unequal money incomes and then to take elaborate and costly measures to

prevent them from using their incomes.”

As the publication date neared, the FEE expressed concern about the
implications of the paragraph and attempted to edit it to remove the
phrase “like us.” Stigler protested vigorously. “We have sought to keep
more of the original tone of dispassionate evaluation, whereas your sug-
gestions accentuate its polemical character,” he wrote to V. O. Watts at
the foundation. In contrast to the contentions in the authors’ version of
the article that inequality was undesirable but not a reason for continu-
ing rent controls, Stigler observed that the foundation’s version implied
that inequality was a blessing. He concluded that the moderating phrases
in the essay were “indispensable in giving the tone of objectivity we seek”
and helped them “to convince the open-minded, not those who already
favor our position.”® He wrote privately to Friedman of his concern that
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they would suffer “the complete loss of our reputations if we started sup-
pressing our own views” for “a little dubious fame.”®! The staff of the
FEE, however, remained concerned that the passage would appear to be
“an endorsement by the Foundation of certain collectivist ideas which
are repugnant to us” and would violate their pact to avoid “compromis-
ing with what we considered to be error.”8? They finally reached a com-
promise wherein the pamphlet included an editor’s footnote indicating
that the “long-term measures” might include nothing more than the abo-
lition of special privileges granted by the government.

The brief controversy preceding the publication of “Roofs or Ceil-
ings?” revealed that Friedman and Stigler were fiercely protective of
their public reputations and unwilling to alter their arguments to suit
the desires of funding institutions. The FEE could, and did, influence their
output by convincing them to write for a popular audience and deter-
mining the subject matter they would address—in itself a substantial
concession in a professional context that viewed public advocacy with
considerably more skepticism than is conventional among economists
today—but they would not alter the nature or the rhetorical structure
of their arguments. Stigler was frankly appalled at what he perceived to
be the myopic dogmatism of their funders at the FEE.?3 He warned Watts
that his ideological strictures would have prevented him from publish-
ing “the articles of Hayek or Henry Simons, or, for that matter, of Ri-
cardo or Adam Smith.”%* Both Stigler and Friedman refused to maintain
relations with affiliates of the FEE for years after the publication of the
pamphlet.’’

Even at this early stage of his career, Friedman was eager to emphasize
that he shared many goals with his colleagues on the left. “I believe it
essential to make it clear wherein we are criticizing means and wherein
ends,” he wired to Leonard Read, adding that the failure “of liberals to
emphasize their objectives seems to me one of [the] reasons they are so
often labelled reactionaries.”®® Whereas many of the foundations and
polemicists on the right devoted their propaganda to the converted,
Friedman strenuously sought to engage those with whom he disagreed.
He adopted a tone of reasonable moderation while forwarding policies
that would otherwise have appeared uncompromising and extremist.
The young Friedman, however, was willing to make more substantial
concessions to progressives than would subsequently be the case. The im-
plication that inequality was “bad,” and that measures should be taken
to reduce it, would fall away from Friedman’s popular writings later in
his career. The contrast between the controversial paragraph in “Roofs
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or Ceilings?” and his later work indicates that he may have perceived his
postwar audience to be more redistributionist than in subsequent years,
and demonstrates that his political leanings were still in the midst of an
evolutionary process.

The first Mont Pélerin Society meeting in 1947 was a crucial moment
in the development of Friedman’s approach to public policy. His brother-
in-law and longtime colleague Aaron Director, who had previously spent
a year at the London School of Economics, asked Hayek to include
Friedman on the list of invitees. To Friedman, who was still a young
scholar and had never journeyed outside the United States, the opportu-
nity to travel, with all expenses paid, across the Atlantic on an ocean
liner to visit war-ravaged Europe seemed extraordinary. “Here I was, a
young, naive provincial American,” he later recalled, “meeting people
from all over the world, all dedicated to the same liberal principles as we
were; all beleaguered in their own countries, yet among them scholars,
some already internationally famous, others destined to be.”8” He cred-
ited the gathering in Switzerland as “what really got me started in policy
and what led to Capitalism and Freedom.” The society was important
less for the particular ideas that arose in its discussions than for the
community of supporters it was able to establish. “If you have a person
isolated in an environment unfriendly to his ideas and thoughts, he tends
to turn bitter and self-directed,” he explained. “But the same person with
three or four other people around—it doesn’t have to be a lot of people—
will be in a wholly different position since he will receive support from
the others.” When Friedman expressed his ideas to fellow economists or
to the public at large in the years after the war, he, like many of his col-
leagues, felt the need to temper statements that might be perceived as
extreme with demonstrations of his moderation. The Mont Pélerin Soci-
ety provided a culture in which it was possible to express an appreciation
for free markets that was undiluted by acts of rhetorical moderation. “Its
great contribution,” he maintained, “was that it provided a week when
people like that could get together and open their hearts and minds and
not have to worry about whether somebody was going to stick a knife in
their back.”®® Within the confines of the meeting halls at Mont Pélerin,
the institutional incentives were briefly but crucially reversed: whereas
elsewhere constant pressures existed to push the society’s members to
conform with the vital center, the society welcomed and even admired
its members’ statements of ideological dissent.

During his time at Mont Pélerin, Friedman was introduced to a num-
ber of colleagues who would play crucial roles in his political activities
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over the next two decades. One of them was Trygve Hoff, the outspoken
editor of the Norwegian business journal Farmand. At Hoff’s request,
Friedman provided the journal with an essay outlining his political
views under the title “Neoliberalism and Its Prospects” in 1951. The es-
say provides a comprehensive introduction to his perspectives at this
stage in his career and demonstrates their unmistakable differences
from his later positions. More than four years into his tenure in Chi-
cago, Friedman continued to hold political views that were closely
aligned to those of his predecessors at Chicago and the founding mem-
bers of the Mont Peélerin Society. He affiliated himself with a position
that he termed “neoliberalism,” which had attracted “a strong cross-
current of opinion” and offered “a real hope of a better future.” Neolib-
eralism was unambiguously critical of laissez-faire, which relied on
“basic error” that had been exposed by the failures of “19th century
individualist philosophy”: “it underestimated the danger that private
individuals could through agreement and combination usurp power and
effectively limit the freedom of other individuals; 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 sys-
tem could not discharge effectively the tasks for which it is admirably
fitted.” Friedman looked to his mentor Henry Simons as an exemplar of
a neoliberal “new faith” that would avoid both the errors of statism and
the manifest failures of laissez-faire. While severely restricting govern-
ment activities, neoliberalism would “explicitly recognize that there are
important positive functions that must be performed by the state.” As
examples, Friedman cited the Sherman Antitrust Act and the “function
of relieving misery and distress,” which could not be left “to private
charity or local responsibility” in a world that was “complicated and
intertwined.”®® “Neoliberalism and Its Prospects” demonstrated that
Friedman now included political engagement among his activities as a
professional economist. The Mont Pelerin Society had inspired him to
conceive of himself as part of a concerted attempt to generate long-term
political change. It is equally clear that Friedman’s political thought was,
at this point, in close conformity with that expressed by the leading
members of the society during the initial meeting at Mont Pélerin. The
basic assumptions reflected in the essay—including the need to over-
come the dogmas of nineteenth-century liberalism, the hazards of mo-
nopoly, the benefits of corporate regulations, and the desirability of
government-sponsored relief for the poor—were parroted from Hayek’s
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and Ropke’s descriptions of their mutual goals. Friedman had aligned
himself with an ideological program, but he had not yet elaborated the
characteristics that would mark his political philosophy as a distinctive
departure from that of his predecessors in Chicago and forebears at
Mont Pelerin.

Friedman’s views hardened during the 1950s in conjunction with a
network of colleagues at the University of Chicago who had also at-
tended the 1947 meeting at Mont Pélerin. The society’s representation
on the faculty at Chicago was enabled in part by the Volker Fund, which
underwrote Hayek’s salary and funded the Free Market Study that drew
Aaron Director to a position at the Law School in 1946.°° Hayek only
occasionally interacted with Friedman during his time in Chicago be-
cause of his separate position on the Committee on Social Thought and
his growing interest in problems that were peripheral to the postwar
economics profession. Director’s close connections to Friedman through
both family and graduate school, however, led his presence on the fac-
ulty to have a powerful influence on his colleague’s social and intellec-
tual world. After shedding the leftist instincts of his youth, Director had
come to view himself as a more rigorous defender of the free market
than Friedman; before they received their doctorates, he was already
joking about his brother-in-law’s “very strong New Deal leanings,” and
he continued to tease him over ideological lapses for the remainder of
his career.”! By the early 1950s Director’s assaults on regulatory bodies
in the Law School’s antitrust course were becoming increasingly notori-
ous. Although he published little, his relentless logic and urbane sensibil-
ity exerted a powerful hold over generations of students and earned him
broad influence among the faculty; as the founding editor of the Journal
of Law and Economics, he eventually helped shape an emerging subfield
as well.”? During the decade Friedman abandoned the sympathy for the
Sherman Antitrust Act that he had expressed in “Neoliberalism and Its
Prospects” and increasingly concurred with Director’s hardened skepti-
cism about government regulation.

George Stigler, who had traveled with Friedman to attend the initial
meeting at Mont Pélerin, left Columbia to accept a position in the busi-
ness school at Chicago in 1958. He was lured by a professorship en-
dowed by the Walgreen Foundation, which, under the advice of Leonard
Read of the Foundation for Economic Education, had found a number of
candidates unacceptable before finally acceding to Stigler’s appointment.”?
Like Friedman, Stigler had expressed some enthusiasm about trust-busting
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in the years after the publication of “Roofs or Ceilings?” and had gone so
far as to recommend the “dissolution” of all companies that demonstra-
ted “monopoly power” in 1952.%* But under the influence of public choice
theory, Ronald Coase’s work on transaction costs, and his new colleagues,
Stigler began work not long after his arrival at Chicago on a series of
articles that reexamined the economic effects of regulation. He emerged
with the conclusion that regulators usually failed to achieve their goals
and often provided competitive advantages to the very organizations they
were intended to oversee.” His work provided a formal validation of his
colleagues’ incipient concerns and would later play a decisive role in the
early stages of the deregulation movement.”

Together, Friedman, Director, and Stigler formed a nexus that con-
nected the graduate program in economics and the professional schools.
Over time the interpersonal relationships that drew these programs to-
gether were reinforced by a distinctive institutional culture. In the early
1950s Friedman and several of his colleagues used funding from both
the Ford Foundation and a Chilean fellowship program to pioneer the
development of a novel system of workshops. In an attempt to model
social-scientific research after scientific labs, professors and advanced
graduate students began meeting regularly to discuss their emerging work
in a shared field of interest. Presenters distributed mimeographed papers
before the meetings, and the discussions that ensued became notorious for
dispensing with the culture of politeness that characterized much of the
American academic world. The most distinguished of these workshops,
which included Friedman’s on money and banking, Stigler’s on industrial
organization, and the Law School’s on law and economics, helped drill
students in their professors’ distinctive modes of analysis. The culture of
these research communities accounted for much of the shared identity
and methodological influence of the postwar Chicago School.®”

Although Director and Stigler did much to shape the research pro-
gram of their colleagues and students, they largely avoided public en-
gagement. Director rarely published, and Stigler remained unconvinced
of the merits of public advocacy, arguing that popularity and influence
were usually “rivals, not partners.””® Friedman became the public rheto-
rician of the jaundiced view of government intervention that increas-
ingly characterized Chicago economics. Here, too, the Volker Fund
played an integral role. Its program officers carefully monitored the
participants in the events they sponsored and sought to engage them in
its other related activities whenever synergies were apparent. Beginning
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in 1952, it assembled a comprehensive directory of liberal intellectuals
who were affiliated directly with its programs, or whose participation
they sought; by 1956 the list had grown to include over 1,841 names.”
In the mid-1950s the fund determined that the time had arrived for it
to begin transitioning from “a program centered on the discovery and
encouragement of individual scholarship” to one “with an emphasis
on effective dissemination.”!? To that end, it devoted $100,000 per an-
num to the development of a summer conference program that by 1956
included eight conferences on subjects ranging from economics and
political science to history and sociology.'”! As a general model, the
conferences involved three or four presenters and twenty or thirty junior
academics.'%> Along with Ludwig von Mises, Friedrich Hayek, and Frank
Knight, among others, Friedman participated in the early stages of plan-
ning for conference activities in his area of expertise.!”> He went on
to participate in Volker conferences at Wabash College, Claremont Col-
lege, the University of North Carolina, and Oklahoma State University.
In each of the meetings he devoted some time to a statement of the foun-
dational principles of his approach to political economy and then pro-
ceeded to apply those principles to different aspects of public policy.!%*
“Those seminars forced me to systematize my thoughts and present
them in a coherent way,” Friedman recalled decades later.'”® Eventually
the organizers from the Volker Fund applied “friendly pressures to write
them up in tentative form.”!% Rose Friedman assembled the transcribed
tapes of his presentations and consolidated them into the manuscript of
Capitalism and Freedom.'"’

Capitalism and Freedom codified a political philosophy that departed
significantly from Friedman’s description of his positions in the early
1950s. He now referred to himself as a “consistent liberal” but was
adamant that the label was not commensurate with anarchism. There
was, he admitted, a role for government that maintained law and order,
preserved property rights, adjudicated disputes, enforced contracts, pro-
vided a monetary framework, protected the incompetent, and mitigated
“technical monopolies” and neighborhood effects. Despite this acknow-
ledgment of an appropriate sphere for government action, Friedman was
beginning to retreat from his earlier opposition to monopolies and sup-
port for poor relief. He argued that private unregulated monopolies were
far less troubling than private monopolies regulated by the state or gov-
ernment operations, because they were “generally unstable and of brief
duration unless they can call government to their assistance.”'® And he
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emphasized that although a liberal “may approve state action toward
ameliorating poverty,” he would do so “with regret . . . at having to sub-
stitute compulsory for voluntary action.”'” The book then went on to
advocate an extension of market principles that was breathtaking in its
audacity. Among many other policy proposals, Friedman called for the
elimination of agricultural price supports, tariffs and export restrictions,
the minimum wage, the regulatory activities of the Interstate Commerce
Commission and the Federal Communications Commission, social secu-
rity, public housing, the military draft, all systems of professional licen-
sure, and all national parks.!'® The popular success of Capitalism and
Freedom was limited at first, in part because it went largely unnoticed in
both general-interest magazines and professional journals; but over time
the pace of its sales began to increase, and eventually well over half a
million copies were printed.!!'! If The Road to Serfdom had presented a
defensive manifesto for an ideology in a state of retreat and disarray,
Capitalism and Freedom provided a platform for a movement that was
prepared for an aggressive offense. As was readily apparent to the book’s
growing readership, the era of apologetic moderation had passed.
Friedman’s career as a public intellectual was initiated, cultivated, and
promoted by a series of institutions designed to further the cause of free-
market ideas. His first foray into popular pamphleteering had been pre-
cipitated by a generously funded commission from the Foundation for
Economic Education; his political awakening had arrived under the
auspices of the Mont Pelerin Society and been nurtured and enriched by
its members; and the systematization and popularization of his incipient
ideas had been inspired and enabled by the ambitious summer confer-
ence program arranged and underwritten by the Volker Fund. His per-
sonal narrative provides an example of the cascading effect that minor
institutional influences can have on the structure of an intellectual ca-
reer, and an implicit validation of the long-term approach to ideological
change that Hayek expounded and the administrators of the Volker Fund
deliberately employed. These organizations did not create Friedman’s
ideology; he was uncowed by public controversy and fiercely protective
of his independence as a scholar, and in many cases his positions repre-
sented a departure from his predecessors’ ideas and his funders’ expec-
tations. Instead, they created an environment in which he was inspired
to perceive his career in a political context and encouraged to share his
perspective in a language that a general population could understand.
To adopt terms that Milton Friedman would appreciate, institutions like
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the Volker Fund and the Mont Pélerin Society are the venture capitalists
of the intellectual world, allocating a broad dispersion of small invest-
ments with an extended time horizon and an understanding that one
spectacular success can compensate for the toll of many minor failures.
Friedman was the beneficiary of a network of organizations established
by individuals who were uniquely reconciled to the assumption that the
nature of their impact would not be revealed until long after their ability
to appreciate it had passed.

In an implicit recognition of the changing framework of his social phi-
losophy, Milton Friedman had stopped referring to himself as a “neolib-
eral” by the late 1950s. But he, too, suffered from the terminological
challenge that had been discussed ad nauseam among free-market sym-
pathizers since they first assembled at the “Colloque Lippmann” in Paris
in 1938. During his career in the public arena, Friedman never settled
on a consistent term to define his point of view. The word “libertarian”
might have seemed a natural choice, but as early as 1957 he had deter-
mined to avoid it whenever possible. His problem with the term was
purely “semantic”: “It seems to me to lend itself greatly to confusion
with the word ‘libertine” and gives the impression of an anarchistic kind
of a view.”!? Friedman sympathized with anarchism and admitted that
he “would like to be a zero-government libertarian,” but he believed
that a society with no government whatsoever was not “a feasible social
structure.”!''3 He was also highly conscious of a need to distance himself
from anarchism in order to maintain credibility in public debates, and
was constantly forced to defend himself against respectable opponents—
like Senator Joseph Clark of Pennsylvania—who dismissed him as a
“neo-anarchist” who would be “a fine candidate for president of the
John Birch Society.”'* Although he sometimes acknowledged that pop-
ular parlance would label him a “conservative,” Friedman expressed
dissatisfaction with that term as well.'"> He could not identify himself
with a social philosophy that implied a respect for the status quo. He
told an interviewer in 1967 that “conservatism” is equivalent to a blind
acceptance of the past, “including all the foolish legislation put in place
from the New Deal forward.”''® When he was asked whether he was a
conservative a decade later, he responded: “Good God, don’t call me
that. The conservatives are the New Dealers like Galbraith who want to
keep things the way they are. They want to conserve the programs of the

175



176

The Invention of Milton Friedman

New Deal.”!'” As he had explained in Capitalism and Freedom, the
problem with conservatism lay in its implied rejection of radicalism.!!8
He later clarified that “radical” meant to him “going to the root of the
matter,” and that he viewed himself “as a radical in the same sense in
which John Stuart Mill, Jeremy Bentham and others in 19th-century En-
gland regarded themselves as philosophical radicals.”!'” He believed
that the “rightful and proper” description for this social philosophy was
“liberalism,” but invoked a famous predecessor’s explanation of the dif-
ficulties posed by the term. In his History of Economic Analysis Joseph
Schumpeter wrote that it “has acquired a different—in fact almost the
opposite—meaning since about 1900 and especially since about 1930:
as a supreme, if unintended, compliment, the enemies of the system of
private enterprise have thought it wise to appropriate its label.”'?° The
only term Friedman could find to describe himself had come to hold a
contradictory connotation in the public mind. In this single area, for
once in his life, he was at a loss for words.

Friedman’s approach to the problem of terminology distinguished
him from his predecessors in the Mont Pelerin Society in significant ways.
His concerns about the term “liberalism” were wholly semantic and
not at all substantive. An earlier generation at Chicago and in the Mont
Pelerin Society had expressed explicit dissatisfactions with the “Man-
chester liberalism” of their ostensible predecessors and a desire to
replace it with a novel worldview. In contrast, Friedman explained that
he thought he “was going back to some fundamentals rather than creat-
ing anything new”; to him, the word “liberalism” was inadequate only
because of the loss of the meaning it had once held."! His unequivocal
representation of himself as a “radical” and his professed abhorrence of
the term “conservative” revealed a sensibility that was unafraid of rapid
and transformative social change. Hayek, Ropke, and Knight had em-
phasized the importance of continuity, and had centered their criticisms
of the New Deal on the unprecedented pace and scope of the social
transformations it entailed. Even in “Why I Am Not a Conservative,”
Hayek allowed that conservatism was “a legitimate, probably necessary,
and certainly widespread attitude of opposition to drastic change,” and
he joined many conservatives in expressing respect for the benefits of
gradual and organic social evolution.'?? With sensibilities formed in reac-
tion to the dramatic political and economic upheavals of the first half of
the twentieth century, the founders of the Mont Pelerin Society perceived
the maintenance of social stability as a foundational goal. Friedman, in
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contrast, advocated for the immediate implementation of his policy sug-
gestions regardless of the difficulties entailed in a process of transition. He
deliberately cultivated and carefully protected the persona of a contrarian
gadfly in the venues of public debate. When he received an inquiry about
joining Eisenhower’s Council of Economic Advisers, he worried that
in such a position it would seem “right and natural to compromise” and
turned it down. “I think society needs a few kooks, a few extremists,” he
explained. He adopted a similar persona in his academic career. “To keep
the fish that they carried on long journeys lively and fresh, sea captains
used to introduce an eel into the barrel,” his frequent sparring partner
Paul Samuelson said. “In the economic profession, Milton Friedman is
that eel.” 123

In his capacity as a “radical liberal,” Friedman created a social philoso-
phy that was much less conflicted than those of the leading figures in the
early Mont Pelerin Society. Whereas they tied themselves in philosophical
and rhetorical knots attempting to escape failings of nineteenth-century
liberalism that they readily acknowledged, Friedman simply argued that
those ostensible failures were mythical creations of his ideological oppo-
nents. “The closest approach that the United States has had to true free
enterprise capitalism was in the nineteenth century,” he said. “Anybody
was free to put up an enterprise, anybody was free to come to this coun-
try: it was a period when the motto on the Statue of Liberty meant what
it said. It was a period in which the ordinary man experienced the great-
est rise in his standard of life that was probably ever experienced in a
comparable period in any country at any time.” Against the contempo-
rary historical profession’s contention that nineteenth-century America
was not a land of unencumbered capitalism, as well as the widely shared
belief that the extremes of wealth and poverty in the nineteenth century
had fostered social instability and discontent, Friedman sought to reha-
bilitate the classic narrative of the American frontier.'>* He then held
that vision of a vibrant frontier capitalism against a depiction of a con-
temporary America overwrought by misguided bureaucracies.

The turning point in his narrative came in the 1930s, when socialist
ideas that had long been germinating among the intellectual classes fi-
nally gained traction in the midst of a global economic catastrophe.!?’
In his understanding of world history, there was an unproblematic cor-
relation between government intervention and national decline: “Whether
we look at the Golden Age of Ancient Greece, or the early centuries of
the Roman era, or at the Renaissance, we see that widening individual
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freedom and quickening of economic growth went hand-in-hand—and
that when freedom was destroyed, economic decline was not far be-
hind.”12¢ With all the bureaucratic accretions of the decades after the
implementation of the New Deal, America was approaching “a real
dividing point, a real crossing point in our national development.” In the
near future, he ominously predicted, the scales would tip, and the country
would lose the spoils it had reaped in its less encumbered years.'?” Fried-
man valorized an idealized vision of the nineteenth century and then
leveraged that vision to lambast the administrative practices of the pres-
ent day. Through the sheer force of certainty he sought to turn what his
predecessors viewed as a potentially insurmountable weakness for advo-
cates of free markets—the example of the nineteenth century—into a
source of rhetorical strength. Its factual merits aside, the endeavor was
not without success. As one colleague ruefully allowed, “I wish I was as
sure of one thing as Milton Friedman is of all things.”!?8

Friedman’s consistent preference for unconstrained markets combined
with his methodological orientation toward empiricism to inspire him
to propose an astonishing range of specific alterations to governmental
practice. With few exceptions, the previous generation of academics in
the Mont Pelerin Society had limited their engagement in public ques-
tions, and their discourse tended overwhelmingly to unfold at the level
of the general rather than the specific. Friedman, in striking contrast,
filled his speeches with detailed suggestions about the myriad ways in
which his philosophical orientation could be reflected in legislation. In
the decades after the publication of Capitalism and Freedom in 1962, he
advocated a range of ideas that restructured the terms of public debate
about issues of fundamental importance.

Friedman’s popular rhetoric drew heavily on his academic work from
the 1950s and early 1960s, which launched a multipronged assault on the
Keynesian consensus. In A Theory of the Consumption Function Fried-
man challenged the belief that households would rapidly shift their con-
sumption habits to incorporate new infusions of capital, arguing instead
that they made such decisions on the basis of longer-term estimates of
their “permanent income.” This contested the assumption that temporary
shifts in income would have a significant effect on aggregate demand and
raised new questions about the capacity of fiscal policy to counteract an
economic downturn.'?* Meanwhile, in A Monetary History of the United
States and a collection of articles from his workshop at Chicago, he also
brought renewed attention to the importance of money.!*° Along with
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his collaborator, Anna Schwartz, he pored over historical data to argue
for a close relationship between movements in the stock of money and
changes in income and prices.'3! They assailed the historical record of
monetary authorities, describing the Great Depression as the “Great
Contraction” and blaming its severity on the deflationary policies of the
Federal Reserve.'3? Elsewhere, Friedman attacked the international mon-
etary framework, criticizing both the Bretton Woods system and the gold
standard in order to make a case for the feasibility of flexible exchange
rates.'? And in a presidential address before the American Economic
Association, he criticized the widespread assumption that there was a long-
term trade-off between inflation and unemployment. Unanticipated infla-
tion, he acknowledged, would lead real wages to go down and thereby
precipitate a temporary increase in employment. But employees would
rapidly account for this new inflation and begin bargaining for commen-
surate increases in their nominal wages. As a result, inflation could stave
off unemployment only as long as it grew at an accelerating rate. Such a
path was self-evidently unsustainable: in attempting to inflate their way
to full employment, governments were courting disaster.!3*

Friedman readily acknowledged that it was “difficult” to relay these
views in a form that was “accessible to the general reader,” but such
concerns did not stop him from trying.!3* He devoted two early chapters
in Capitalism and Freedom to monetary policy and international fi-
nance, his first collection of popular essays focused almost exclusively
on these issues, and he dwelled on them more frequently than any other
topic in his columns for Newsweek.'3¢ His most persistent theme was the
need to establish a rule forcing the monetary authority to keep the
growth of the stock of money within a specified range.!’” He missed few
opportunities in the late 1960s to contrast what he saw as the lurching
behavior of the Federal Reserve with the apparent consistency and pre-
dictability of his rule-based approach. A series of prescient predictions in
the late 1960s, followed by the onset in the 1970s of precisely the kind of
inflationary recession he had anticipated in his presidential address, led
Friedman’s suggestions on monetary policy to achieve broad influence. In
1979 Paul Volcker set aside his reservations and embraced a central tenet
of Friedman’s advice, inducing the Federal Reserve to begin targeting the
money supply rather than interest rates. It soon became clear that the
proliferation of new financial vehicles muddied the estimates that this
approach required, and Volcker’s monetarist experiment was aban-
doned.!3¥ Its adoption in the midst of an employment crisis and runaway
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inflation, however, signified the degree to which Friedman’s popular and
professional writings had shifted prevailing views on monetary policy.

In conjunction with his peers at Chicago, Friedman also came to adopt
a much more audacious and aggressive stance against antitrust activities
than his mentors. One of the simplest ways to restore the competitive
landscape of the nineteenth century, he argued, was to abandon the ongo-
ing attempts to restrict private monopoly. He called for the repeal of all
aspects of the Sherman Antitrust Act excluding those that involved the
nonenforcement of certain contracts. In justification, he argued that “there
has hardly ever been a private monopoly that has been able to maintain
its monopoly position without assistance from the government.”'® He
asserted that with the removal of tariffs, significant revisions to the corpo-
rate tax code, and the elimination of special governmental support, all
serious problems related to monopoly would be solved.'*? The very no-
tion of “pure monopoly” was troubling to him because “everything has
substitutes,” even if those substitutes take a very different form.#!

He also targeted the system of federal taxation. In contrast to the cur-
rent system in which he thought taxes were much too high and much
too complex, he advocated a single flat rate on income with none of the
“loopholes and deductions that enable so many persons to avoid paying
their fair share of the taxes and that require so many more to take tax
considerations into account in their every economic decision.” To address
the needs of poorer citizens who would thereby need to pay higher rates,
he proposed a doubling of the “disgracefully low” personal exemption.!*?
He would eliminate the tax exemption for charities, which he believed
had “no justification,” left nonprofits beholden to the state, and encour-
aged their institutional constituents to advocate higher taxes since it “cost
them nothing” and increased “the value of the tax exempt privilege.”!43
He argued against the taxation of corporations, suggesting that any earn-
ings above dividends should be attributed to the individual stockholders
and taxed appropriately.!** He also sought to abolish the estate tax.
“There is no such thing as an effective inheritance tax,” he stated. “People
will always find a way around it.”'* Counterarguments on ethical grounds
failed to move him. “This distinction is untenable,” he wrote. “Is there any
greater ethical justification for the high returns to the individual who in-
herits from his parents a peculiar voice for which there is a great demand
than for the high returns to the individual who inherits property?”14¢
Friedman also identified areas of the tax code that advantaged “living in
sin” and argued that they should be restructured either to become neutral
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or to encourage marriage.'*” He was a tireless advocate for “constitu-
tional measures that set a limit to total government spending both at the
state level and at the federal level,” often participating in advocacy tours
on their behalf.'*® Many of these policy proposals became central compo-
nents of the Republican platform in the final quarter of the twentieth and
the beginning of the twenty-first century.

Friedman’s most famous, and perhaps most influential, proposal in
the area of taxation was his scheme for a “negative income tax.” In
Capitalism and Freedom he argued that if the government was going to
provide aid to the poor, it could do so more efficiently in the form of an
income-tax credit than in the existing network of welfare benefits and
target programs. He proposed a graduated subsidy for individuals who
earned an income below a preestablished floor. Such a system, he as-
serted, would eliminate much of the waste entailed in administering
conventional welfare and substantially ameliorate its market-distorting
effects.'® It had the further virtue, he added in an article in 1968, of
treating its recipients “as responsible individuals, not as incompetent
wards of the state.”’5? The idea was one of Friedman’s most popular
with the political Left; he told the Chamber of Commerce of the United
States in 1966 that it had “been greeted with considerable (though far
from unanimous) enthusiasm on the left and with considerable (though
again far from unanimous) hostility on the right.”!>! He viewed the pro-
gram as clearly beneficial to advocates of limited government and was
puzzled by both parties’ responses. Nevertheless, he embraced the issue
as a demonstration that market-friendly policies could manifest com-
passion, and over time he succeeded in generating significant political
interest in his proposal. Although a negative income tax has never been
pursued in the mode Friedman suggested, his arguments helped inspire
the reappraisal of welfare that led to the Earned Income Tax Credit pro-
grams that were first implemented in 1975, made permanent in 1978, and
dramatically expanded between 1986 and 1993, as well as the subsequent
welfare-to-work programs implemented in the Personal Responsibility
and Work Opportunity Reconciliation Act of 1996.152

Friedman brought an equally prolific policy imagination to areas of
governmental management and regulation. He was uniformly skeptical
of regulatory agencies and argued that many of them should be shut-
tered altogether. One of his most frequent targets was the Federal Com-
munications Commission; he proposed “abolishing the FCC and having
a truly free radio and TV to parallel a free press” by auctioning “off to
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the highest bidders the rights to specified channels now embodied in li-
censes.”’’3 He argued that the Food and Drug Administration (FDA)
“should be abolished” as well, because the harm caused by its exces-
sively cautious delays in approving drugs outweighed the dangers en-
tailed in making those same drugs available on an open market.'>* The
failures of the FDA, in his opinion, were irremediable: “The way the
FDA now behaves, and the adverse consequences, are not an accident,
not a result of some easily corrected human mistake, but a consequence
of its constitution in precisely the same way that a meow is related to
the constitution of a cat.”!>® Friedman was also an implacable opponent
of the minimum wage, which he provocatively described as “the most
anti-Negro law on our statute books—in its effect not its intent.”'%¢ Ag-
ricultural subsidies should, he argued, be abolished altogether.!>” If the
public wanted to regulate environmental pollution, he was adamant
that it should do so through effluent taxes rather than regulatory stan-
dards.'® And in the wake of Hurricane Agnes in 1972, he implied that
the federal government should not provide aid after a natural disaster.
Such aid encouraged the inhabitation of unsafe areas, he asserted, and
would inevitably lead to a situation in which the government needed to
regulate where one could and could not live. Here, as elsewhere, he
urged a devolution of responsibility to private individuals and organiza-
tions. “Surely,” he wrote, “nothing has done so much over the years to
destroy a sense of human community, of individual responsibility for
assisting the less fortunate, as the bureaucratizing of charity.”!%

Often to the dismay of his Republican admirers, Friedman was equally
iconoclastic in his approach to foreign policy. He was an ardent opponent
of the military draft and vigorously lobbied Nixon for its abolishment.
Nixon appointed him to the Advisory Commission on an All-Volunteer
Armed Force, which precipitated the official elimination of the draft in
1973.1%0 Friedman later recalled the event as his “most important” policy
accomplishment.'®’ He believed that the country’s borders should be
completely open and unrestricted to immigrants, although he stipulated
that this would only be practicable if accompanied by a complete rollback
of government welfare.'®> He was a consistent critic of the Marshall Plan
and disapproved of all foreign aid, which he said tended “to strengthen
governments in the foreign countries relative to the private sector, to pro-
mote centralized planning and socialist methods of control, and to reduce
the strength and the force of the free enterprise sector, political democracy
and freedom.”'®3 And he favored the unilateral imposition of free trade,
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arguing that reciprocal negotiations would be “lengthy, time-consuming,
and ineffective.”'®* Cumulatively, these proposals reveal the uniformity
with which Friedman argued that markets should remain free from coer-
cive incursions, and demonstrate the disagreements with the Republican
Party that his consistency sometimes inspired.

Despite having spent his life in a university environment, Friedman
was sharply critical of government aid to institutions of higher learning.
He excoriated state-financed universities for imposing “costs on low-
income people to provide subsidies to high-income people.” % Taxing
poor citizens to help finance the education of middle- and upper-class
citizens was, he dramatically asserted, the “great scandal of our times.” 16
He recognized that emphasizing the portion of tax revenue that came
from the poor could make cultural institutions appear frivolous, and he
leveraged that rhetorical insight in his assaults on state financing of the
Corporation for Public Broadcasting and the National Endowments for
the Arts and the Humanities as well. Such uses of government funds were
“particularly indefensible,” he asserted, because they targeted programs
that “have traditionally been supported by private funds” and imposed
“taxes on low-income people to finance luxuries for high-income peo-
ple.”1%” He was also deeply suspicious of government involvement in the
earlier stages of schooling, but was willing to consider alternatives that
fell short of the complete termination of financial support. In Capitalism
and Freedom he suggested a voucher system: “Parents who choose to
send their children to private schools would be paid a sum equal to the
estimated cost of educating a child in a public school, provided that at
least this sum was spent on education in an approved school.” Such an
approach “would permit competition to develop. The development and
improvement of all schools would thus be stimulated.”'® This proposal
inaugurated decades of intensive public policy debates, and remained one
of Friedman’s primary interests; in 1996 he and his wife Rose jointly es-
tablished the Friedman Foundation for Educational Choice to continue
advocating for voucher proposals in the public sphere.

Milton Friedman had arrived at a philosophy of capitalism and a pro-
gram for political action that differentiated him from all of his mentors
and most of his peers. In contrast to their deliberate moderation and
rhetorical restraint, he expressed an uncompromising belief that markets
would engender better social outcomes than programs administered by
the government. This unapologetic support for laissez-faire made him an
unprecedented anomaly among respectable academics in the postwar
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American public sphere and in itself generated substantial interest in his
ideas. Friedman’s scientific reputation and radical self-presentation alone
would have made him a formidable figure in the conservative intellectual
world, but he multiplied his influence by combining these attributes with
an extraordinarily inventive approach to public policy. The unorthodoxy
of his perspective enabled him to apply a single set of analytic tools to
generate a profusion of novel ideas, and he presented his readers with an
abundance of explicit proposals that were clearly derived from and rep-
resentative of a singular worldview. Over time and in combination, these
qualities enabled him to shift the parameters of public debate.

Friedman’s career has been patterned by Paul Krugman on the model of
a counterreformation: a return to the status quo before Keynes. “If Keynes
was Luther,” Krugman quipped, “Friedman was Ignatius of Loyola.”!¢
But the narrative of Friedman’s influence cannot be traced through such
a clean reversal of the lines his predecessor traced. For one thing, Krug-
man’s imputation of the hegemony of neoclassicism and laissez-faire in
the years preceding Keynes’s General Theory was misplaced; economists
at the time relied heavily on institutionalist methodologies with an im-
plicit leftist valence that were discarded by most of the profession, with
the notable exception of Galbraith, in subsequent years.!”? Perhaps more
important, the positions advocated by the conservative economists of the
previous generation bore little resemblance to those espoused by Fried-
man in the years after the publication of Capitalisin and Freedom. By the
early 1940s Frank Knight, Jacob Viner, and Henry Simons in the United
States, Wilhelm Ropke in Geneva, and Friedrich Hayek and Lionel Rob-
bins in London all recognized a broad scope for the government to inter-
vene, with beneficial effects, in the workings of the economy and the
distribution of goods. All of them manifested reservations about the ef-
fects of unhindered competition and increasing skepticism toward the
social and political viability of laissez-faire. In the case of Friedman, as
Krugman accurately observed, it is “extremely hard” to find places where
he “acknowledged the possibility that markets could go wrong, or that
government intervention could serve a useful purpose.”!”! The universal-
ity of Friedman’s belief in the efficacy of free markets exceeded even that
of the nineteenth-century theorists whose legacy Hayek had spent the
postwar years working to overcome. His was not a Spencerian or Sum-
nerian world in which free markets dealt crushing blows to some in order
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to contribute to the greater advancement of humanity. Rather, it was one
in which incontrovertible benefits redounded, in a display of spectacular
bounty, to people of all kinds and in all situations. He represented mar-
kets as an unremitting good.

When Hayek first spoke before the members of the Mont Pélerin Soci-
ety, he explained that his goal was to consolidate the efforts of those who
sought “to reconstruct a liberal philosophy which can fully meet the ob-
jections which in the eyes of most of our contemporaries have defeated
the promise the earlier liberalism offered.”!”? The rise of Milton Friedman
represents both the realization of Hayek’s dream of inspiring broad pop-
ular support for the benefits free markets have to offer, and the final
failure of his ambition to create a new social philosophy that would
moderate the excesses of prior modes of market advocacy. The irony of
the Mont Pelerin Society is that it achieved its goal of generating social
change at the expense of the new philosophy that its members had as-
sumed any such change would require. Friedman served as both the so-
ciety’s greatest engine of influence and its most forceful exponent of an
uncompromising adherence to the market mechanism. To Hayek and the
other founders of the Mont Pelerin Society, Friedman’s ascent within its
orbit reflected the collapse of its attempt to integrate a restrained defense
of free markets into a traditionalist worldview. In the broader social en-
vironment Friedman’s rise portended, and precipitated, the triumphant
return of laissez-faire.
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Shortly before Hayek’s departure from the University of Chicago, Milton
Friedman was scheduled to give a presentation on his political ideas to a
weekly convocation at Haverford College. The Haverford News re-
counted that “most students, upon hearing that Mr. Friedman was an
economist, calmly settled back for the usual espousal of big government
and the welfare state that all intelligent people—especially intelligent
economists—are known to support.” Friedman, however, was intent on
defying their expectations. He had already informed the college presi-
dent of his dissatisfactions about expounding his concept of freedom to
a compulsory audience. As he rose to the podium, he asked the faculty
and staff in the balcony to finish filling out their attendance records. He
then informed the students that they were free to leave if they wished,
and sat down in his chair to wait. Friedman later recalled that “the stu-
dents hadn’t really thought that I was going to do it and when T did,
about one or two people got up to leave and the rest of them booed
them because obviously, I was talking on their level.” He then proceeded
to deliver a speech titled “The Road to Hell,” assailing government-
provided health care, public housing, foreign aid, and agricultural subsi-
dies. The Haverford News recounted that as they heard him condemn
“every institution dear to the modern liberal” in “colorful and provoca-
tive” language, the students were quickly “shaken out of their lethargy.”
Friedman recalled his audacious opening to the speech with evident
pride, observing that he had “seldom had a student audience who were
so completely on my side as that group, even though the political atmo-
sphere at Haverford was very much to the left.”! He had disarmed a
potentially unsympathetic audience with a combination of bold self-
presentation and unconventional ideas.
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Although Friedman remembered the dramatics of his Haverford pre-
sentation as a uniquely impressive “coup,” its underlying narrative was
repeated throughout his public career. As an economist, he was uniquely—
perhaps unprecedentedly—skilled as a rhetorician. He had mastered the
difficult art of persuading diverse audiences to take seriously an uncon-
ventional point of view. “No other American economist of the first rank
can match Friedman’s forensic skills and persuasive powers,” the Wash-
ington Post wrote in 1963. Those intrepid enough to serve as his public
sparring partners often found themselves “torn to shreds,” as the New
York Times said of a former chairman of the Council of Economic Ad-
visers, Walter Heller, in 1970. His performances before Congress left
some of its members spellbound; one said, using terms rarely applied to
an economist, that Friedman could “thrill me as nobody has since Teddy
Roosevelt.” Paul Samuelson backhandedly remarked that Friedman’s
personal powers of persuasion were so formidable that his ideas, if he
suddenly passed away, would disappear with him.? To the continuing
benefit of his like-minded colleagues in the economics profession and his
allies in popular politics, Friedman demonstrated an extraordinary facil-
ity at the emerging practice of messaging.

During the 1960s Friedman became a forceful advocate for laissez-
faire on the public stage, developing an argumentative framework that
would provide the foundation for much of the Republican Party’s policy
platform in the decades that followed. He transfixed audiences, both in
frequent public lectures and in increasingly ubiquitous appearances on
the printed page, with his formidable rhetorical capabilities and the re-
lentless consistency of his message. While his predecessors in the Mont
Pélerin Society had approached their public roles with explicit reserva-
tions, Friedman embraced his with relish. Within months of the publica-
tion of Capitalism and Freedom he had commenced a rapid transition
from academic economist to public policy advocate, and he enthusiasti-
cally devoted his full attention and energy to the cultivation of his emerg-
ing role. “Milton is back but Chicago is only a base,” George Stigler wrote
in 1963; “the public is gradually discovering that he is the leading con-
servative intellectual in the country, and he takes to lecturing as he does
to economics.”3

Friedman’s predecessors in the Mont Pélerin Society had largely aligned
themselves with a rhetoric of deliberate moderation, attempting to pull
their mainstream colleagues closer to their positions by ceding ground
wherever possible. His approach was different: he was a controversialist
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who attempted to generate agreement by restructuring the very terms
of the debate. He worked to convince his audiences that he shared their
most humane ends—the well-being of the poor and the establishment
of a broad-based prosperity—and then labored to demonstrate that
they were misguided about the means to achieve them. He amplified
this rhetoric with an unapologetic populism that belied the elitism and
detachment of previous free-market economists. Markets, he argued,
constituted the only truly progressive social order, and the negative free-
dom they enabled would generate the best possible outcome for America’s
most humble residents. Cumulatively, Friedman’s new polemical mode
heralded both a return to the market advocacy of the nineteenth century
and the arrival of something wholly new. In his efforts to expound his
approach to political economy to the public, Friedman developed the
rhetorical architecture of an unapologetically market-centered world.

Friedman framed his market advocacy around a distinctive rendering of
the morals of capitalism. Previous members of the Mont Pélerin Society
had adopted complex and conflicted approaches to the relationship be-
tween markets and moral ideals. Frank Knight, for example, saw little
or no connection between morality and production for the marketplace.
Society appears “to search in vain for any really ethical basis of ap-
proval for competition as a basis for an ideal type of human relations,”
he wrote. “Its only justification is that it is effective in getting things
done,” he continued, “but any candid answer to the question, ‘what
things,” compels the admission that they leave much to be desired.”*
Friedrich Hayek’s assessment of the moral landscape of capitalism was
less bleak than Knight’s, but he did not believe that markets necessarily
rewarded merit. Instead, his market advocacy was premised on the more
restrained claim that markets provided an ethically neutral arbiter, and
that this was preferable to any system that tried to determine outcomes
on the basis of a preconceived notion of the good.> Friedman aban-
doned these qualifications and complications, arguing instead that mar-
kets elegantly and reliably promoted virtuous behavior. In adopting this
approach, he was able to connect his market advocacy to a simple, ho-
listic, and rhetorically compelling worldview. Markets, according to
Friedman, provided an ideal system for directing compensation to the
deserving, and any attempt to interfere with them on ethical grounds
should therefore be subject to doubt.
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Friedman did not share Knight’s concerns that unmoderated capital-
ism might give rise to moral degradations. Instead, he saw markets as a
mode of social organization that incentivized virtue. “I would say that a
free enterprise system tends to promote a higher standard of morality
and a greater relation between values and actions than almost any other,”
he wrote in private correspondence in 1978. “The reason is because it
emphasizes individual responsibility. It therefore tends to promote val-
ues of self-reliance, of commitment. By ruling out in principle at least
coercion it requires emphasis on mutual benefit which is a far more en-
nobling creed than the use of force. Of course this is an idealization.”®
Friedman’s emphasis on making claims that could be subjected to em-
pirical tests, and his reluctance to impose his own ethical standards on
the choices made by others, left him with no criterion to evaluate the suc-
cess of a system apart from the capacity it engendered to satisfy the wants
that people appeared to have. But in making the individual “responsible
for and to himself,” he believed that capitalism would inherently “lead
to a higher and more desirable moral climate.” In his worldview there
was no social trade-off between hedonism and virtue. Capitalism tended
“to develop an atmosphere which is more favorable to the development
on the one hand of a higher moral climate of responsibility and on the
other to greater achievements in every realm of human activity.”” In the
unremitting magic of the market exchange, it was possible to have one’s
cake and eat it too.

Friedman conceded that in the case of particular individuals, actions
attributable to motives other than—and possibly contradictory to—the
price mechanism were legitimate and at times even laudable. But he cat-
egorically asserted that no motive apart from enlightened self-interest
(which was equated, in the case of the business corporation, with the
bottom line) was valid for entities consisting of more than one individ-
ual. He provided a brief but clear articulation of this perspective in
Capitalism and Freedom, and several years later presented a more de-
tailed justification of his view to a seminar at the Institute for Religious
and Social Studies.? If businesses were asked to serve any entity other
than their shareholders, he argued, they would merely create openings
for leaner businesses to supplant them. Further, he ominously predicted
that ceding ground in this area would open the back door to government-
run enterprises and thereby prove “subversive of a free society.” “If these
businessmen and labor leaders are ‘public’ servants who are exercising a
‘public’ function, then it is inevitable that sooner or later they be se-
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lected through an explicitly political process and their powers be cir-
cumscribed and their responsibilities delineated by a political mecha-
nism,” he told the attendees.” He presented a paper on the topic at the
Mont Pélerin Society in 1970, and shortly thereafter published a version
in the New York Times Magazine under the audacious title “The Social
Responsibility of Business Is to Increase Its Profits.”!? “What does it
mean to say that ‘business’ has responsibilities?” he asked. The answer,
he concluded, was nothing: “Only people can have responsibilities.” He
then presented a simple binary: either his readers supported shareholder
income as the sole mission of a corporate entity, or they did not support
the price mechanism at all. The doctrine of social responsibility “does
not differ in philosophy from the most explicitly collectivist doctrine,”
he concluded. “It differs only by professing to believe that collectivist
ends can be attained without collectivist means.”!!

In developing this argument, Friedman drew on Frank Knight’s apho-
rism that “business is business,” which Knight had defined as meaning
that “business is one thing, and ‘charity’ another.” Knight, however, had
accompanied that statement with a series of characteristic caveats: it as-
sumed mutual free consent, which precluded the modes of persuasion
often adopted in advertising; public engagement and oversight would be
necessary to avoid externalities; and the pursuit of profits “must be
sometimes seasoned with mercy.”!? The extent of Friedman’s departure
from Knight’s position was evident in his comments in a 1972 interview
in the Business and Society Review. “If a chemist feels it is immoral
to make napalm, he can solve his problem by getting a job where he
doesn’t have to,” he told the interviewer. “He will pay a price. But the
ultimate effect will be that if many, many people feel that way, the cost
of hiring people to make napalm will be high, napalm will be expensive,
and less of it will be used. This is another way in which the free market
does provide a much more sensitive and subtle voting mechanism than
does the political system.”!3 Friedman’s comments here strongly implied
that any social harms brought about by a transaction could be redressed
through the effect of the qualms of unique individuals on the market-
place price. He did not concede the existence of a collective-action prob-
lem even in matters involving a weapon of extraordinary force. The best
approach, he insisted, lay in the complete devolution of responsibility to
individual agents.

Friedman’s writings and speeches frequently relied on, but never sub-
stantively addressed, an embedded theory of agency. He relegated group
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agency to the realm of conceptual impossibility and redirected all ques-
tions of morality to the level of the individual. “I think only people can
be altruists,” he told the congressional Joint Economic Committee in
1971.'* “Government can’t have a responsibility any more than [a] busi-
ness can,” he elaborated the following year. “The only entities which can
have responsibilities are people.”!® “What would it mean to say that a
system is moral?” he asked a businessman in private correspondence in
1978. “Isn’t morality a characteristic of people rather than of rocks or
buildings or systems?”!¢ Entities involving multiple individuals existed,
he believed, solely to adjudicate and apply their discrete interests. In the
vast majority of cases, he determined that the efficient achievement of
that goal relied on the faithful application of the price mechanism.

The choice between resorting to government and relying on the mar-
ket was, in Friedman’s terms, one between “bureaucratic democracy”
and “participatory democracy.”!” The act of participation required choices
that, he believed, were lost to the individual who consigned final author-
ity to a politician rather than the market. Friedman’s preference for ad-
judication through market prices rather than political structures was
based, in part, on arguments developed by two colleagues in the Mont
Pélerin Society who also received graduate educations at the University
of Chicago. Relying on recent scholarship from James Buchanan and
George Stigler, Friedman concluded that politicians are led, through the
pursuit of their own interests, to advocate policies that are injurious to
the public good.!® In The Calculus of Consent Buchanan and his col-
league Gordon Tullock had employed an assumption of methodological
individualism and the tools of basic game theory to arrive at the conclu-
sion that “majority voting will tend to cause overinvestment in the pub-
lic sector relative to the private sector.”! In his work on regulatory
agencies, Stigler had determined that industries in democratic societies
tended to capture the entities created to regulate them.?® Both analyses
depicted politicians as actors who pursued their rational self-interest,
and both found that the inherent logic of the political process led them
to implement policies that were against the best interests of the broader
public. Friedman frequently referred to this insight as the “invisible
hand in politics,” which he defined on the bicentennial of The Wealth of
Nations as “the precise reverse of the invisible hand in the market”:
politicians seeking to promote the public interest are “led by an invisible
hand to promote an end which was no part of their intention.” As a re-
sult, they sacrifice “the public interest to the special interest, the interest
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of the consumers to that of producers, of the masses who never go to
college to that of those who attend college, of the poor working-class
saddled with employment taxes to the middle class who get dispropor-
tionate benefits from social security, and so down the line.”?! In a rejoin-
der to the common assumption that market advocates were allies of big
business and the wealthy, Friedman was careful to emphasize the injuri-
ous effects of the political process on consumers, the uneducated, and
the poor. The implicit conclusion was that more or less everyone—even
those commonly criticized by the Right for benefiting at the expense of
others—was harmed when the government intervened.

The strength of Friedman’s conviction that the government worked to
the detriment of its constituents at times led him to express a desire for it
to perform poorly in its intended tasks. “The most important single cause
for hope, beyond any doubt, is the incredible inefficiency of govern-
ment,” he told students at the University of Pittsburgh. “People are al-
ways complaining about government waste. I don’t complain about gov-
ernment waste; I welcome it. . . . Efficiency is a vice if it is devoted to
doing the wrong thing. If the government were spending the forty per
cent of our income that it now spends efficiently, we would long since
have lost our freedom.”?? Friedman implied that the individual harms
caused by government inefficiencies were, in both their obstruction of
politicians’ goals and their erosion of public confidence in government
action, perversely beneficial. He believed that individuals who sought the
nation’s best interest should in many cases root for its government to fail.

Despite advocating for ideas that had long been associated with those in
positions of privilege, Friedman was able to present himself as a genuine
and emphatic populist. His appearance helped him assume the role;
standing about five feet tall, he projected the unaffected aura, as the pa-
trician New York Times observed, of a “pushy Jewish kid from New
Jersey.”23 His abhorrence of all modes of exclusivity extended even into
the realm of private conversation, in which he frequently cited the per-
sonal mantra: “What I say to one person, I say to everyone.”?* This
claim, which is validated in the papers maintained in Friedman’s ar-
chives, made him a uniquely controversial public figure and a singularly
unsurprising private correspondent. He attempted to treat all people
equally regardless of their rank or position, and his personal files are
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filled with multi-page responses to the peculiar questions of obscure indi-
viduals. He also expressed a willingness to consult with any political
figure who actively sought his input. “I am willing to advise anyone who
asks me,” he told the San Francisco Examiner and Chronicle in 1976. I
have no partisan scruples about giving advice.”>’ This maxim provided
Friedman with a compelling, if to many unsatisfying, justification of his
relations with the Chilean government during his visit in 1975. More
important, it provided an appearance of legitimacy to his assertions that
his economic philosophy was constructed with the well-being of average
individuals—and even the destitute—as a paramount goal. Despite their
considerable efforts, it was difficult for members of the American Left to
brand Friedman as a deliberate enemy of the working class. One could
argue that Friedman was wrong, but his public persona made it very
hard to represent him as maliciously so.

Friedman studiously represented his free-market philosophy as a man-
ifestation of respect for the perspectives and preferences of average indi-
viduals, and worked to convince his sympathizers to adopt a similar ap-
proach. In a 1960 meeting of the Mont Pélerin Society, he excoriated his
colleagues for demonstrating a “lack of respect for the masses of the
people” in frequent statements that “depreciate[d]” them and assumed
that they were “ignorant.” He continued: “I think, if we look at the fact,
we will come to the conclusion that the situation is almost the reverse. If
by and large we ask why has freedom been preserved in our society, it is
largely because the masses of the people has [sic] stubbornly stuck to
basic values. . .. If the masses of the people would change and were as
easily moved as the intellectual classes, I do not think, we would be living
in a free society. (laughter) (applause).” He asserted that the fundamental
plea of the society’s members should be that “people are people and there
were no such things as masses and classes” but rather simply “individu-
als.”?® Friedman’s constant emphasis on choice was a reflection of his
approach; he sought to represent free-market economists as possessors of
respect for the manifest preferences of average consumers, and support-
ers of government intervention as paternalists imposing their beliefs on
those less enlightened than themselves. He told Playboy that “what the
critics really complain about” is “that under capitalism, consumers get
what they want rather than what the critics think they should have.”?”
Intellectuals were sympathetic to collectivism, he asserted, because it pre-
sented a social model in which they would have more power than they
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would under free enterprise.?® His deprecation of a language of “classes”
drew on an insight that advocates of free markets should represent them-
selves as guardians of government neutrality, in contrast to a perceived
left-wing tendency to divide societies into oppositional groups. He hoped
to turn his political allies into defenders of equality and the ordinary in-
dividual, and interventionists into practitioners of social differentiation
and paternalist elites. Characteristically, Friedman solved a rhetorical
problem by restructuring the terms of the debate.

Recognizing that advocates of free markets had long been considered
apologists for the depredations of big business, Friedman particularly
emphasized his differences with corporate executives. He expressed con-
tinued frustration with a “failure to distinguish between being pro—free
enterprise and pro-business,” arguing that the misunderstanding has
“led persons opposed to particular existing businesses to oppose free
enterprise.”?’ Businessmen, Friedman argued, were constantly in search
of special privileges. They worked relentlessly, and in democratic societ-
ies often with success, to obtain competitive advantage from the govern-
ment. The result, he believed, was a cavalcade of special-interest legisla-
tion that ultimately redounded to everyone’s harm. “Over and over
again you have the big businessman who talks very effectively about the
great virtues of free enterprise and, at the same time, he is off on a plane
to Washington to push for special legislation or some special measures
for his own benefit,” he recounted. “I don’t blame him from the point of
view of his business, but I do blame him because very often he is short-
sighted and ultimately does himself more harm than good.”3° In an in-
vocation of the dual villains of populism, Friedman repeatedly argued
that “the two groups that threaten the free market most are business-
men and intellectuals.”3! The one exception he carved out was for “small
businessmen,” whose interests, he argued, consistently aligned with his
own economic vision.?? Small businessmen shared the corporate execu-
tives’ understanding of the virtues of a free-enterprise system without
the latter’s capacity to acquire special advantages from the federal gov-
ernment. Friedman wisely refused to situate himself against the popular
discontent with corporate America. Instead, he attempted to leverage that
discontent through arguments that the most troubling aspects of busi-
ness enterprises were wholly attributable to government interventions on
their behalf.

Friedman’s populism was complemented by a relentless emphasis on
the optimism of his outlook. He had derived a crucial lesson from the
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nadir of laissez-faire economics in the 1930s that subsequently defined
his approach to the public discussion of economic ideas. At the London
School of Economics in the 1930s, when Hayek and Robbins were to-
gether on the faculty and Austrian business-cycle theory was prevalent,
“the dominant view was that the depression was an inevitable result of
the prior boom” and that “the only sound policy was to let the depres-
sion run its course, bring down money costs, and eliminate weak and
unsound firms.” Such fatalist rhetoric, Friedman believed, was unsalable
in a world searching for dynamic solutions. In contrast, the news of
Keynes’s interpretation of the Depression “must have come like a flash of
light on a dark night. It offered a far less hopeless diagnosis of the dis-
ease. More important, it offered a more immediate, less painful, and
more effective cure in the form of budget deficits. It is easy to see how a
young, vigorous, and generous mind would have been attracted to it.”33
Ironically, it was Friedman’s observation of the ascent of Keynesianism
that demonstrated to him the importance of providing the public with
policy proposals that offered practical solutions to the felt problems of
the day. Free-market economists needed to couch their ideas in a lan-
guage that appealed to the public’s intrinsic desire to act. His critique of
existing policies was therefore always paired with his confidence that the
major contemporary social and economic problems could be redressed.
From the very first meeting of the Mont Pélerin Society, he pleaded
with his colleagues to abandon a rhetoric of stasis and resignation. “Lib-
eralism is in a curious position, and on the downgrade,” he told them in
a preliminary discussion of the society’s statement of aims. “It is at times
used as a defence of the status quo, instead of being dynamic and pro-
gressive. We want to make sure that our manifesto is concerned in the
progress of man’s welfare. We have to distinguish between the negative
and the positive approach. Broad statements on which we can very eas-
ily agree are negative in nature. We ought to agree on the necessity for a
positive approach.”3* He urged them to include in the statement “the
idea that liberalism has a humanitarian aim and is a progressive philoso-
phy.”3% Although he had little success at persuading his early colleagues
in the Mont Pélerin Society to alter their rhetorical mode, his work exem-
plified the importance of a positive tone. He rarely enumerated the fail-
ures of government intervention to achieve its intended goals without
presenting a contrary argument that free-market policies could meet those
goals more successfully and at little cost. Friedman could channel the
opposing languages of the critic and the visionary, the realist and the
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utopian. He appealed simultaneously to dissatisfaction with the status
quo and the desire for a deus ex machina, and he ensured that his gloom
about his ideological opponents’ policies was always tempered by a vis-
ceral excitement at the alternatives he proposed.

Another rhetorical maneuver in Friedman’s repertoire entailed the si-
multaneous invocation of abstract ideals and immediately achievable
goals. He endorsed a conception of government that was vanishingly
small, and occasionally articulated a social ideal that closely resembled
that of a radical libertarian fringe. Despite these affinities, he informed
members of the International Society for Individual Liberty in 1990
that utopian visions should be only one component of their contri-
butions to the public debate. “It is of course desirable to have a vision of
the ideal, of Utopia,” he said. “Far be it from me to denigrate that. But
we can’t stop there. If we do, we become a cult or a religion, and not a
living, vital force.” Instead, it was necessary to come up with solutions
that would help inaugurate an extended process of transition: “You can-
not simply describe the utopian solution, and leave it to somebody else
how we get from here to there. ... It is irresponsible, immoral T would
say, simply to say, ‘Oh well, somehow or other we’ll overnight drop the
whole thing.” You have to have some mechanism of going from here to
there.” Friedman was attempting to overcome the perceived failures of
his generational predecessors. Some early members of the Mont Pélerin
Society had been so focused on presenting ideas that were palatable to
their contemporaries that he believed their critique of existing practices
had lost its critical edge. He worried that without frequent reference to
foundational ideals, debates would regress to a reactive mean. Others,
however, had clung so tightly to their ideals that they found themselves
unable to engage in dialogue with people in positions of political power
or even, in some cases, their peers. (Friedman noted Ludwig von Mises
and Ayn Rand as prominent examples of this shortcoming.)’® He per-
ceived the challenge faced by advocates of free markets as one of main-
taining reference to a utopian ideal while presenting partial solutions
that were politically feasible in the present day. In adopting this ap-
proach, Friedman gave himself the capacity to address libertarian audi-
ences as one of their own while at the same time participating as more
than a fringe player in broader venues of public debate.

Many of Friedman’s most influential policy suggestions were explicitly
formed in this spirit of incremental compromise. Most notably, he argued
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vociferously in favor of school vouchers and a negative income tax while
acknowledging that both were way stations on the road toward the
abandonment of government involvement in education and welfare that
he ultimately sought. “We are talking at cross purposes because of what
I regard as the important necessity of keeping clearly separate the long-
run ideal goal and tactical steps that may be appropriate in moving to-
ward it,” he told Patrick Buchanan. “I have long supported and pushed
the voucher plan for schooling as well as the negative income tax in
welfare. In both cases I do so not because these are necessarily part of my
ideal utopian society but because they seem to me the most effective
steps, given where we are, in moving toward where we want to go.” The
voucher system was a trojan horse that would enable the gradual extinc-
tion of government-run schools: “By permitting parents to supplement
the voucher, it is possible to conceive of the system developing into one
where the government contribution becomes less and less.” Similarly, the
negative income tax would allow for the gradual diminution of welfare
benefits until they disappeared altogether. “Exactly the same logic under-
lies my belief in a negative income tax,” he told Buchanan. “I see no other
way in which we can go from our present situation toward the ultimate
situation you and I would like.”3” Friedman was vocal about these long-
term goals when he engaged in discussion with ideological sympathizers,
but he only rarely mentioned them when addressing a general audience.
He was a radical idealist who constructed his public policy proposals with
a deep and perceptive attention to strategy. Few public figures in modern
history have matched a utopian social philosophy with such close atten-
tion to the maintenance of practical goals.

During the years surrounding World War II, the leading market advo-
cates in the United States had generally remained distant from public
discussion and wary of popular audiences. In their occasional public ap-
pearances Hayek and Mises were received as exotic specimens from the
Viennese intellectual world. Wilhelm Ropke was too sensitive to engage
in dispute with fellow intellectuals—much less general audiences—
without descending into an introverted gloom. The only thing Frank
Knight abhorred more than an audience of his fellow academics was one
of nonacademics, and he correspondingly refused to share his ideas out-
side a university environment. The early Mont Pélerin Society was so
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dubious about public interaction that it risked attaining, as Hayek regret-
fully acknowledged, the reputation of a “secret society.”?® The public re-
serve of free-market advocates provided implicit support for the notion
that it was a philosophy cultivated by and for elites, in contradiction to
the compassion of their redistributionist foes. In contrast, Friedman’s
extraordinary skills as a rhetorician were augmented by his unflagging
energy and constant willingness to expound his public policy suggestions
to anyone who was willing to listen. After the publication of Capitalism
and Freedom he used every available media venue to try to popularize his
ideas, including university lectures, political stump speeches, newspaper
editorials, magazine columns, audiotaped discussions, mass-market pa-
perbacks, and even a Public Broadcasting System documentary. Between
the early 1960s and the end of the Reagan presidency, he was an omni-
present generator of ideas in the American public sphere.

As Friedman matured as an economist, he gradually began shifting his
focus away from his technical work and toward his pursuits as a popular
proselytizer. Beginning with Barry Goldwater’s presidential run in 1964,
he accepted advisory positions on political campaigns; and after an invita-
tion in 1966 to write a column in every third edition of Newsweek, he
started to produce short articles for popular consumption on a regular
schedule. “I really had two lives,” he recalled. “One was as a scientist—as
an economist—and one was as a public intellectual. And everybody more
or less does his major scientific work at a relatively early age. And it’s kind
of natural, I think, that people switch from the one area to the other.”3’
He shared elsewhere his belief that “almost all important contributions of
a scientist are made in the first 10 years after he enters the discipline,” and
he frankly acknowledged that he did his “most important economic
work” between the 1940s and the 1960s.4’ There came a po