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Note From the Editor

After a year’ s worth of studying
economics and philosophy at the LSE I
have finally realized how big everything is.
How big economics is, how big a single
question can be... I started off the year as
being Editor of ama-gi wanting to
understand more about libertarianism,
economics and freedom and here I am now,
feeling like I haven’t come close. Anything
I read or absorb just tells me that there is
more I need to learn. Looking at his breadth

of interests, I get the feeling Hayek felt the
same way.

This issue of ama-gi eases in and starts
by bringing the Austrian ideal of free
markets and the concept of morality
together- something maybe to appeal to an
on-the-fence libertarian? Instead of relying
on the usual arguments of efficiency, Walter
Williams says, wait, look at the case for
morality and realize that this is where any
intellectually based argument should

begin. And so this edition continues on-
as, hopefully, a strong case for
libertarianism. Also inside we’ve slipped
in a few things about Hayek himself, to
complement the rest of the articles and
provide a bit of elucidation (as much as is
possible) about his whirlwind intellectual
life. Enjoy.

Erica C. Yu
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It is basic values which bring economic
efficiency and wealth, not vice versa

Ultimately, the struggle to achieve and
preserve freedom must take place in the
habits and minds of men. And, as we are
correctly admonished by the Constitution
of the State of North Carolina: “The frequent
reference to fundamental principles is
absolutely necessary to preserve the
blessings of liberty.” 4 It is these
fundamental principles that deliver
economic efficiency and wealth, not the
other way around. Values such as thrift, hard
work, honesty, trust and cooperative
behaviour, based on shared norms, are the
keys to improving the human condition, and
they provide the undergirding for a broad
market economy. Just as important,
however, are social conventions, such as
respect for private property and the sanctity
of contracts, and social institutions, such
as schools and universities, clubs, charities,
churches and families. These all provide the
glue to hold society together in terms of
common values and provide for the
transmission of those values to successive
generations.

Institutions and wealth
Hayek refers to what he calls rules of

several property, determined by traditions
and values: stability of possessions,
transference of property by consent, and
the keeping of promises.5 Respecting
private property and its transference by
consent has produced a climate where
mankind can more fully exploit the natural
resources that surround him. This fact is
almost too obvious to mention. Those
nations having respect for rules of several
property have produced a social and
economic climate far more conducive to the
welfare of their citizens than those having
no such respect. That climate is one where
voluntary exchange and free markets play
an extensive role in the allocation of
resources.

Natural resources and population size are
not definitive in the development of wealth

People with a limited understanding of the
role of private property and free markets
claim that factors such as natural resource
endowment, population size and previous
conditions (e.g., a country might have been

subject to colonialism) explain the presence
or absence of wealth. In fact, by no means
do questions of natural resources,
population size and previous political
conditions such as colonialism
successfully explain a country’s degree of
human economic betterment. The USA and
Canada are population-scarce and have a
rich endowment of natural resources and
are wealthy. If natural resources and
population scarcity were adequate
explanations of wealth, however, then one
would expect nations such as the former
Soviet Union and the relatively resource-
rich/ population-scarce countries on the
continents of Africa and South America to
be wealthy. The sad economic experience
of the former Soviet Union speaks for itself.
And far from being wealthy, Africa and
South America are home to the world’s
poorest and most miserable peoples. A
history of colonialism is often given as an
excuse for poverty, but that is a bogus
hypothesis. The world’s richest country,
the USA, was formerly a colony. Canada,
Australia and New Zealand were colonies
and Hong Kong was still a colony until it
was handed over to communist China. A
far better explanation of the presence of
wealth is the positive values and traditions
that produce several property. Economic
activity is not an independent variable
whose laws are unaffected by the
institutional framework within which it
operates. Economic efficiency is a by-
product of pre-existing cultural and moral
norms.

The intellectual defence of liberty
demands a moral rather than an
economic argument

All too often defenders of free market
capitalism base their defence on the
demonstration that free markets are more
efficient in terms of resource allocation and
hence lead to a larger bundle of goods than
socialism and other forms of statism. As
Professor Milton Friedman frequently
points out, however, economic efficiency
and greater wealth should be promoted as
simply a side benefit of free markets. The
intellectual defence of the free market
should focus on its moral superiority. In
other words, even if the free market were
not more efficient than other forms of
human organisation, it is morally superior
to these because it is rooted in voluntary
relationships rather than force and coercion
and respects the sanctity of the individual.
But the fact is that free markets do produce
a larger output and contribute to a more
civilised society and civilised relationships.
For most of mankind’s existence, people

The Argument for Free Markets:
Morality vs. Efficiency

Walter E. Williams

FRIEDRICH HAYEK SAID, “[f]reedom can be
preserved only if it is treated as a supreme
principle which must not be sacrificed for
any particular advantage.”1 Freedom’s first
principle is: each person owns himself. The
preservation of capitalism– and by
extension the transition from socialism–
requires what philosopher David Kelley
calls the entrepreneurial outlook on life,
what he describes– in part-definition– as
“a sense of self-ownership, a conviction
that one’s life is one’s own, not something
for which one must answer to some higher
power.”2 If we accept as a first principle that
we each of us own ourselves, what
constitutes just and unjust conduct is
readily discovered. Unjust conduct is
simply any conduct that impedes an
individual’s property rights in himself when
he himself has not first violated those of
others.3 Acts like murder, rape and theft,
whether committed privately or collectively,
are unjust because they violate persons
and private property. Persons and property
must be seen as sacrosanct.

Widespread consensus that governments
must not sponsor murder does not obtain
vis-à-vis government sponsored theft

While there is broad consensus that
government-sponsored murder and rape
are by definition unjust, far less consensus
has been achieved regarding government-
sponsored theft. Theft I define here as the
forcible taking of the rightful property of
one person for the benefit of others, a point
to which we will return.

For individual freedom to be viable, it
must be a part of the shared values of a
society, and there must be an institutional
framework to preserve it against
encroachments by majoritarian or
government will. Constitutions and laws
alone cannot guarantee the survival of
personal freedom, as is apparent where
Western-type constitutions and laws have
been exported to countries lacking
traditions of individual freedom. In the USA
the values of freedom are enunciated in our
Declaration of Independence: “We hold
these truths to be self-evident, that all men
are created equal, that they are endowed
by the Creator with certain unalienable
Rights, that among these are Life, Liberty
and the pursuit of happiness.”
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have had to spend most of their lives simply
eking out a living. With the rise of capitalism
and its concomitant rise in human
productivity, yielding seemingly ceaseless
economic progress, it was no longer
necessary for a man to spend his entire day
simply providing for minimum physical
needs. In other words, the rise of capitalism
has enabled the gradual extension of
civilisation to greater and greater numbers
of people.

Victims of wrong policy, visible and
invisible

In all interventionist policy there are
those who are beneficiaries and those who
are victims. In most cases the beneficiaries
are highly visible and the victims are
invisible. A good example is minimum wage
laws. After the enactment of an increase in
the legal minimum wage, politicians
accompanied by television crews readily
point to people who have benefited from
the legislation. In this circumstance, the
politician can lay claim to the wisdom of
his legislation in increasing minimum
wages. Furthermore, if the beneficiaries of
the minimum wage are paraded across the
stage, those who oppose minimum wage
increases can be readily portrayed as
having a callous, mean-spirited disregard
for the interests of low-wage workers.

The political strategy of those who
support liberty should be to expose the
invisible victims of minimum wage laws. We
need to show the facts about those who
have lost their jobs, or have not been
employed in the first place, because their
productivity did not warrant their being
taken on at the minimum wage. We should
find a way to demonstrate that many jobs
are destroyed by minimum wages. We must
show how marginally profitable firms have
been forced out of business, though
surviving firms may have the same number
of employees. We should show how capital
was artificially substituted for labour as a
result of higher mandated wages and how
firms have adjusted their production
techniques in order to economise on labour,
such as in a greater use of plastic,
throwaway utensils, fewer sections in
entertainment arenas, fewer checkout
stands, etc.

Opponents of government interventionism
must be made visible

A victim-finding political strategy can
apply to other areas of state
interventionism. One area that particularly
applies to less developed nations is
restrictive import laws and regulations.
Restricting foreign imports as a means to

save jobs sounds plausible. Adding to the
appeal of restrictive trade policy is once
again the fact that its beneficiaries are
highly visible while its victims are invisible.
American trade restrictions as a case in
point

Using an example of the American
experience may suggest a political strategy.
Most people fully understand that import
restrictions raise the cost of products but
may have little understanding of their
systemic effects. Professor Arthur T.
Denzau of the Center for the Study of
American Business found that ‘voluntary
restraints’ on imported steel saved nearly
17,000 jobs in the steel industry. The higher
steel prices resulting from the restraints led,
however, to a loss of 52,400 jobs in
American steel-using industries. On
balance, steel restrictions led to a net loss
of 35,400 jobs. The process is easy to
understand. Caterpillar Company uses
steel to produce heavy construction
equipment. Trade restrictions cause higher
steel prices which in turn raise its
production costs. This makes Caterpillar
Company less competitive in both domestic
and international markets. As a result we
see more Japanese- and Korean-produced
heavy equipment in the USA. Importing
finished products, though often not
recognised as such, is just another way to
import steel.

Identifying the invisible victims of trade
restrictions may suggest a political strategy
to fight such restrictions. Those companies
affected at second hand by trade
restrictions could be organised to raise
systematic protest. One such exemplary
strategy would be to organise steel-using
companies to make the damage done to
them widely known.

Justice concerns processes, not results
At the heart of most interventionist

policy is a vision of justice. Most often this
vision evaluates the presence of justice by
looking at results. The idea of social justice
has considerable appeal and as such is
used as justification for interventionist
statism. There are several criticisms of the
concept of social justice that Professor
Hayek has answered well, but defenders of
personal liberty must make a greater effort
to demystify the term and show that justice
cannot be determined by examining results.
The results people often turn to in order to
determine the presence or absence of
justice are educational and occupational
status, income, life expectancy and other
socio-economic factors. But justice or
fairness cannot be determined by results.
It is a process question.

Consider, for example, three individuals
playing a regular game of poker. The typical
game outcome is: individual A wins 75 per
cent of the time while individuals B and C
win 15 per cent and ten per cent of the time
respectively. Knowledge of the game’s
result does not permit us to say anything
unambiguous about whether there has been
‘poker justice.’ Individual A’s
disproportionate winnings are consistent
with him being an astute player, a clever
cheater or just plain lucky. The only way
one can determine whether there has been
poker justice is to examine the game’s
process. Process questions would include:
Did the players play voluntarily? Were the
poker rules neutral and unbiasedly applied?
Was the game played without cheating? If
the process was just– that is, if there are
affirmative answers to those three
questions– then there was poker justice
irrespective of the outcome. Thus, justice
is really a process issue.

In a free society income is earned through
the provision of goods and services

The most popular justification for the
interventionist state is that it creates or
ensures fairness and justice in the
distribution of income. In reality income is
not ‘distributed.’ In a free society, income
is earned. People providing others with
goods and services earn incomes, which in
turn permits them to claim goods and
services produced by their fellow men.
Money incomes are certificates of
performance

We serve our fellow man in a myriad of
ways. We bag his groceries, teach his
children, entertain him, and heal his
wounds. By doing so, we receive
‘certificates of performance.’ In the USA,
we call these certificates dollars. These
certificates stand as evidence (proof) of our
service. This free market process promotes
a moral discipline which says: Unless we
are able and willing to serve our fellow man,
we shall have no claim on what he
produces. Contrast that moral discipline
with the immorality of the welfare state. In
effect the welfare state says: You do not
have to serve your fellow man; through
intimidation, threats and coercion, we will
take what he produces and give it to you.

The vision of income as distributed
differs little from asserting that out there
somewhere is a dealer of dollars. It naturally
leads to the conclusion that if some people
have fewer dollars than others the dollar
dealer is unfair; he is a racist, sexist or a
multi-nationalist. Therefore, justice and
fairness require a re-dealing (income
redistribution) of dollars. That way the ill-
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gotten gains of the few are returned to their
rightful owners. This is the essence of the
results-oriented vision of justice featured
in most debates about public policy.

Those who criticise the existing
‘distribution’ of income as unfair and require
government redistribution are really
criticising the process whereby income is
earned. Their bottom-line criticism is that
millions upon millions of individual
decision-makers did not do the right thing.
Consider the wealth of multi-billionaire Bill
Gates, the founder of Microsoft. Gates
earned billions because millions of
individual decision-makers voluntarily
spent their money on what they wanted–
his products. For one to say that his income
is unfair is the same as disagreeing with
the decisions of those millions of decision-
makers. To make the argument that his
income should be forcibly taken and given
to others is to say that somehow third
parties have a right to pre-empt voluntary
decisions made by millions.
Governmental and other restrictions also
help explain low incomes

Another explanation of low income is that
the rules of the game have been rigged.
That is, people do have an ability to provide
goods and services valued by their fellow
man but are restricted from doing so.
Among these rules are minimum wage laws,
occupational and business licensing laws
and regulations and government-
sponsored monopolies. Hence, we have
one more argument for voluntary exchange
and market allocation of resources- it is
good for low-income, low-skilled people.

The vision of black markets
Finally, we should always keep in mind

the resiliency of markets. Despite the efforts
of socialist regimes, markets tend to survive
to one degree or another. They are an
irrepressible part of human nature. As
Adam Smith said, “It is the necessary,
certain propensity in human nature... to

truck, barter, and exchange one thing for
another.”6 During the 70 years of the Soviet
experiment, with massive attempts to
suppress the market, including jail
sentences, banishment and death penalties,
markets in one form or another survived
anyway. The conditions for the formation
of markets are always present and explain
their resiliency. Those conditions are:
private ownership of property, interaction
between people who place different
valuations on goods, and individual will
and self-interest.

These conditions give rise to markets, be
they legal, illegal or black markets.
According to some estimates, up to 84 per
cent of the Soviet people purchased goods
and services through the black market or
fartsovshiki. The fartsovshiki was also a
source of additional employment, and
hence income, for as many as 20 million
Soviet citizens.

Soviet officials could never eliminate
black markets and one doubts that they
wanted to. After all, the Soviet system may
have survived as long as it did because
some of its uglier consequences were
mitigated by the presence of black markets.
Given the periodic shortages of life’s
necessities, such as food and clothing,
there might have been uncontrollable
social disorder if Soviet citizens had had to
do without, rather than having a black
market outlet to which they could turn for
relief. Experience in the Soviet Union and
elsewhere proves that man, left to his own
devices, would be a capitalist. The
transition from socialism to capitalism
requires only that human nature be
permitted to flourish.

Conclusion
Our struggle to extend and preserve free

markets must have as its primary focus the
moral argument. State interventionists
stand naked before well-thought-out moral
arguments for private ownership of

property, voluntary exchange and the
parity of markets. People readily
understand our moral arguments on a
private basis. For example, one person does
not have the right to forcibly use another
to serve his own purposes. People
nevertheless see government doing
precisely this as an acceptable use of
coercion. If there is a democracy, that
coercion is given an aura of legitimacy. The
challenge for us is to present the argument
that a majority consensus does not
establish morality and that free markets are
morally superior to other forms of human
organisation.

Footnotes
1 Friedrich Hayek, “Principles and

Expediency,” in Chaiki Nishiyama and Kurt
R. Leube (eds), The Essence of Hayek,
Hoover Institute Press, Stanford, CT, 1984,
p. 301.

2 David Kelley, “The Entrepreneurial
Life,” IOS Journal, 4(4), 1994.

3 We add the phrase “when he himself
has not first violated those of others” to
allow for fi nes, imprisonment and execution
when a person has infringed upon the
property rights of others.

4 North Carolina Constitution, Article I,
Section 35.

5 Friedrich Hayek, “Origins and the Effects
of Our Morals,” in Nishiyama and Leube,
op. cit., p. 321.

6 Adam Smith, An Inquiry into the Nature
and Causes of the Wealth of Nations, ed.
A. S. Skinner and W. B. Todd, Liberty Press,
1981.

Adapted from an article published in the
Cato Journal, Vol. 15, Nos. 2-3 (Fall/Winter
1995/1996).

Walter E. Williams is a John M. Olin
Distinguished Professor of Economics at
George Mason University and an adjunct
professor at Grove City College.

and fiscal conservatives. These two
prominent individuals have brought us
closer to understanding the nature of the
free market, the reasons for small

government, the need to break down the
shackles of socialism and collectivism, and
the benefits of choice and individual
freedom.

But while Hayek and Friedman shared
many basic economic concepts, they were
very different thinkers. Some scholars,
writers and pundits have actually attempted
to highlight these differences to show that
one man is more influential, or simply
“better,” than the other.1  Rather, Hayek and
Friedman should be examined in a positive

Friedrich A. Hayek and Milton Friedman:
The Guardians of Classical Liberalism

Michael Taube

IT’ S FAIR TO say that the theories and
principles of Friedrich A. Hayek and Milton
Friedman have provided inspirational
guidance for classical liberals, libertarians
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light – as the two intellectual guardians of
classical liberal thought.  They may
resemble two sides of a right-leaning coin,
but the coin would be incomplete without
each side prominently appearing on it.

Hayek was associated with the Austrian
School of Economics, which has been
labeled as neoclassical, anti-statist and
individualist. He rejected the scourge of
social engineering, stressed human
behavioural factors rather than scientific
factors, and believed that consumers in the
free market are in the best position to
determine the desired price of a product.
Friedman was associated with the Chicago
School of Economics, which has been
labeled as classical liberal, empirical and
monetarist. He promoted floating exchange
rates, called for the elimination of the gold
standard, supported freedom of choice, and
accepted that a country’s economic engine
was spurred on by money supply.

One scholar, Alan Ebenstein, who has
written a biography about Hayek, explained
their differences in this manner,
“…notwithstanding their technical
disagreements, they both agreed strongly
that a free market is the best system, and I
think Hayek was much more of a
philosopher, someone who put forward
broad general ideas, whereas Friedman is
much more of an economist, someone who
has a more grounded empirical approach.”2

There is some validity in Ebenstein’s
assessment. But I prefer classifying the two
men in this manner: Hayek was a
philosopher with the experience of an
economist, while Friedman is an economist
with the soul of a philosopher.

Early in his career, Hayek was regarded
as a pure economist.  He supported the
principles of business cycles in his book
Prices and Production (1931) by
establishing “Hayekian Triangles,” which
examine the value of common goods in the
contexts of production times and consumer
spending. As he wrote, “Only by studying
the changes of the capitalistic structure of
production will we learn to understand the
factors which govern it, and it seems that
the trade cycle is the most important
manifestation of these changes.”3

That being said, Hayek ultimately
evolved into one of the world’s foremost
political philosophers. The Road to
Serfdom (1944) was obviously not a
singularly focused economics text.  Instead,
it was a brilliant analysis and criticism of
underlying themes of the day, including
socialism, totalitarianism and central
planning. His vision of classical liberalism
included a role for the government to
preserve competition and a free society, and

did not equate itself with unfettered, or
laissez-faire, capitalism. Rather, Hayek
recognized that planning “leads to
dictatorship because dictatorship is the
most effective instrument of coercion and
the enforcement of ideals,”4 which would
compromise both freedom and liberty. As
well, he correctly linked collectivism, the
favourite tactic of socialists and
communists, with totalitarian thought.

Friedman, on the other hand, has long
been universally regarded as an economist.
He has written three technical books with
Anna J. Schwartz – Monetary History of
the United States (1963), Monetary
Statistics of the United States (1970) and
Monetary Trends in the United States and
the United Kingdom (1982).  He has written
large volumes of material on monetary
theory, gold standard, banking institutions,
flexible exchange rates, and so forth.

Yet, Friedman’s greatest work, Capitalism
and Freedom (1962), followed a similar
pattern to that of Hayek’s The Road to
Serfdom – the mixing of desired economic
conditions with illuminating political
philosophy. In Capitalism and Freedom,
Friedman listed “the basic roles of
government in a free society: to provide a
means whereby we can modify the rules, to
mediate differences among us on the
meaning of the rules, and to enforce
compliance with the rules on the part of
those few who would otherwise not play
the game.”5  Similar to Hayek, Friedman
recognized that the government has to
uphold personal freedom, individual choice
and the rules that guide our society. His
philosophies are clear: a rejection of
collectivism and anarchism, and support for
increased trade liberalization, competitive
capitalism, a flat-rate income tax, and school
vouchers, among other things.6

Having tackled the similarities, I would
be remiss if I didn’t briefly point out the
disagreements the two men had on
economic matters, particularly on
methodology.  In a 1977 interview, Hayek
spelled out their differences in this fashion,
“Friedman is an arch-positivist who
believes nothing must enter scientific
argument except what is empirically proven.
My argument is that we know so much
detail about economics, our task is to put
out knowledge in order.”7

Hayek, similar to his teacher, Ludwig von
Mises, did not care much for the pursuit of
macroeconomics.  He was more interested
in political and economic theory, as it
related to socialism and planning.  He
wanted to see a market system in place that
encouraged healthy doses of competition
and capitalism. In short, he wanted to see

free enterprise thrive in a liberal democratic
society, and he wanted to educate our
society in this regard.

Naturally, Friedman wanted to see all of
these things accomplished, too.  But he had
to make sure that the economic engines in
place were kosher, so to speak.  That’s why
he critiqued certain aspects of Hayek’s
business cycle over the years, especially
after he was unable to find empirical
evidence that recessions were caused by
prior inflations.  Unless an economic theory
that pertained to concepts such as wages,
government services or levels of
employment was followed by a proper
mathematical equation, Friedman was
skeptical of its conclusions.

This doesn’t mean that Hayek was wrong
and Friedman was right, or vice versa.
Hayek’s decision to promote knowledge is
as valid a position as Friedman’s decision
to search high and low for empirical
evidence. In a free society, people have the
ability to choose the direction that best
suits them.  Since Hayek and Friedman were
both on the same path to higher degrees of
freedom and liberty, their methods of
disseminating information actually
complemented one another.

On the PBS special Commanding Heights,
Friedman said, “Hayek was a lovely man, a
pure intellectual. He was seriously
interested in the truth and in understanding.
He differed very much in this way from
Mises. There was none of that same kind
of manner. He accepted disagreement and
wanted to argue, wanted to reason about it
and discuss it.”8 By most accounts,
Friedman shares Hayek’s love for
intellectual discussion and debate with the
people he agrees and disagrees with. The
willingness to engage in conversation with
people from all walks of life allowed
Friedman and Hayek to become prominent
spokesmen in academic and political circles
of interest.

It’s sometimes hard to believe that Hayek
and Friedman were unaware of each other’s
work for many years, primarily due to
geography. But the lives and careers of
Hayek and Friedman did intertwine for a
spell. Hayek launched the Mont Perlin
Society in April 1947, and Friedman was
one of the original 38 participants at the
conference (and later its president). In 1950,
Hayek left the London School of Economics
and became a colleague of Friedman at the
University of Chicago.  And both men
received Nobel Prizes for their work in the
field of economics.

It is good to know that Hayek and
Friedman were able to meet and discuss
their theories, both in public and private.
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They may have come from different
countries, supported different economic
principles, and seemed like they were from
different worlds.  But the similar legacies
that both of these guardians of classical
liberal thought have left will be studied and
admired for years to come.

Footnotes
1 This is not a challenge that I am willing
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the same way.

2 Ebenstein’s comments were made at The
Independent Institute Conference Center
on May 16, 2001, as part of a forum with
Charles Baird entitled “Friedrich A. Hayek
and the Future of Liberty.”  The URL is:
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010516ipfTrans.html.

3 Hayek, Friedrich A. (1931).  Prices and
Production. London: George Routledge &
Sons, Ltd., p. 104.

4 Hayek, Friedrich A. (1944). The Road to
Serfdom. London:  Routledge, p. 52.
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A Libertarian Argument Against Open Borders

IN 1939, A ship filled with refugees from
Nazi Germany tried to dock, first in Miami,
then in Havana, but was not permitted to
dock. The ship returned to Germany, with
death as a result for most of the refugees.
In 1995, the US Coast Guard forces a group
of escapees from Cuba back onto the ships
of the Cuban authorities, sealing the fate
of those who were trying to find freedom in
the United States. Of course, neither of
these ships should have been stopped.

It is easy to generalize from such cases
to the conclusion that everyone who
wishes to come to the United States should
be permitted to do so, and indeed, this
conclusion has been supported by many
people in the libertarian movement; it is
called the policy of ‘open borders.’ I believe
that such a generalization is mistaken.

Do the proponents of this view intend to
include all persons wishing to enter any
country? If so, it would imply that Israel
should be committed to a policy of open
borders for Palestinians, which would
surely involve intense armed conflict. Is the
‘open borders’ policy to be carried out for
any person in any nation no matter what
the conditions? Doesn’t it depend on what
those conditions are?

John Hospers

In their attempt to defend the ‘open
borders’ policy, some libertarians allege
that all people have two rights with regard
to immigration. First, they have the right to
leave any country they want to leave.
(Presumably this includes the proviso, “if
they can afford it” or “if they are able to do
so.” Of course, libertarians would not
usually approve of someone robbing a
bank to obtain the passage money.) But this
right is not sufficient: they can leave their
own country but may not be able to enter
another one. So the first right is
supplemented by a second: their right to
take up residence in any country they may
choose. Without the second, the first would
be quite useless.1

But does a person have a right to go to
whatever country he chooses? Doesn’t
that depend on the approval of the
proposed host country, or its political
leaders? Still, just because we find it
desirable to take in some immigrants, should
we therefore be obliged to admit all? Isn’t
it up to us whether we choose to invite them
into our country? Should we admit 10,000
trained bullfighters because they are, after
all, experts in their profession? Or suppose
that there is so much poverty or warfare

overseas that ten million or more people
want to come in every year. Should they all
be admitted, just because they want to
come? Yes, say ‘open borders’ advocates,
it isn’t up to us, it’s up to the immigrant.
The immigrant has the right to come, and it
is up to us to adjust to this fact by inviting
him in. (Must we then give him a place to
live as well? It’s not clear how much the
right is supposed to include).

The right of one person necessarily
entails the obligation of another person or
persons. If you have a right to life, I have
the obligation not to kill you; if you have a
right of free speech, I have the obligation
not to stop you from speaking. The first
half would be pointless without the second.
If any given person has the right to enter
the United States, who is it that has the
obligation? Every person in the U.S.? Or
only the person whose property the
immigrant wishes to inhabit? Or perhaps,
no one person in the U.S., only the US
government, even if no individual in the
U.S. wants him.

When one person treads on, or in any
way occupies, however temporarily, the
property of another person, unless the
property owner has consented to the other
person being there, the first person is by
law guilty of trespass. It is the property
owner’ s right to have the trespasser
removed from his property.

Shouldn’t that same legal principle apply
to people from outside the country? Aren’t
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they trespassers too, unless someone in
the U.S. consents to having them on his
property? Why should the property owner
be free to reject the domestic trespasser
but not the foreign one?

Most libertarians believe that all property
should be privately owned. In that case, if
the owner is to retain his property right,
the prospective immigrant must have the
consent of at least one property owner in
the United States, the person who consents
to play host to him. If nobody wants him,
he can’t come, that is, if the owner is to
retain his property right. The problem is
that his property right conflicts with the
alleged right of the immigrant to go
wherever he wants to. It is impossible to
honor both.

Some might say that the immigrant
doesn’t require that consent on public
property. Should he then live on the public
roads (which, according to most
libertarians, should also be privately
owned)? Or should public housing
developments be built for him, thus
requiring only the consent of the housing
authorities? For obvious reasons,
libertarians do not opt for this alternative.
The libertarian view is usually taken to be
that it is illegitimate (immoral? wrong?) to
interfere with the actions of a person who
is not initiating force against another. Here
is an alien crossing the border; he is neither
using nor threatening force against anyone
else, therefore one has no right to interfere
with his freedom of movement. It is not the
immigrant who is guilty of anything, but
the immigration authorities who use force
to stop him.

There are many cases in which most
Americans believe that a would-be
immigrant should not be admitted. (l)
Should we admit murderers who have
served out their sentences in foreign
prisons? (2) Should we admit the thousands
of Southeast Asians who have various
communicable diseases which are prevalent
there but unknown here, but which are likely
to start epidemics in this country?

I suggest that we say “It depends.” The
‘no initiation of force’ rule may not be the
only rule applicable to the situation. Not
initiating force against others is, in general,
a good rule, but not needlessly exposing
ourselves to fatal diseases is another. The
“it depends” answer makes things more
complicated, but it also makes them more
reconcilable with practical reality.

The Welfare State Factor
The main obstacle that confronts the

‘open borders’ policy is that many people
enter the United States in order to collect

the free benefits that it has to offer: food
stamps, welfare payments, free medical care,
and so on. The U.S. is, after all, a welfare
state, and as such it presents many
attractions to the indigent.

We may grant, at least for the sake of
argument, that most immigrants come in
order to work. But if they do not find work,
or work suited to their talents, there is a
strong temptation (not usually resisted) to
go on the dole. Most immigrants don’t seem
to regard what they do as theft, or if they
feel a bit ashamed at first, they soon come
to consider a guaranteed income not as a
privilege, but as a right, or an entitlement.
The fact that they are living off the earned
income of American citizens does not
usually “strike home” to them, or if it does,
they do not usually have prolonged doubts
about the desirability of collecting
unearned benefits. If they did, they might
be deterred from procreating another
generation of welfare recipients.

In his monumental work, Capitalism,
Professor George Reisman defends a
general policy of ‘open borders’ with this
proviso:

To the extent that a country has a welfare
system, tax-supported hospitals and schools,
public housing, and so on, and the immigrants
come to take advantage of these offerings,
the effect is a corresponding loss to the present
inhabitants of the country, who have to pay
the costs. The above proposition (open
borders) applies to a country insofar as it is
without these and other welfare-state-type
programs—a country in which the immigrants
must be self-supporting and themselves pay
for whatever they receive.2

Not every defender of ‘open borders’
exercises similar caution. When one
questioner asks, “Isn’t there a danger that
immigrants will enter the country to receive
the benefits of the welfare state?” Jacob
Hornberger responds, “Then get rid of the
welfare state!” The response, of course,
provides no answer to the question asked.
What are we supposed to do in the
meantime? We have at the moment a rather
‘advanced’ welfare state, and what policy
should we adopt while we still have the
welfare state with us?

Some Points to Consider
Let me now present a few observations

and arguments directed against the policy
of unlimited ‘open borders.’

Demography and Welfare
Today many California gardeners and

landscapers are out of work because
laborers from south of the border have
replaced them at a lower wage. This
condition can be defended, of course, as
being beneficial for the consumers. But it

is not beneficial for the displaced American
workers, who sometimes go on welfare to
survive against the cheaper competition.

It is true that if the immigrants stay and
become a part of the American economy,
they will work and pay taxes like everyone
else. But in doing so, they will on the
average have more children than persons
born in the U.S., and will often become
grandparents by the time they are 35, and
these children will again have more children
than persons born in the United States.
Some will make it on their own, but a larger
proportion of them than of native-born
Americans will become dependent on the
US taxpayer for welfare, medical expenses,
and public education; and they will usually
receive preferential treatment by the
government.

No matter how new, all immigrants from
the right “protected classes”—black,
Hispanic, Asian—are eligible for preferential
hiring and promotion. They are counted toward
government quota requirements that were
allegedly imposed on employers to help native-
born minority Americans.3

Affirmative Action
Affirmative action and civil rights laws

have prevented many Americans from
obtaining jobs for which they are eminently
qualified, particularly white males. A white
male may still apply for a job as fireman or
policeman in Los Angeles, but his chances
of getting the job in the foreseeable future
are not bright, because of the preference
for ‘qualified minorities,’ and he is often
told to go elsewhere. The work force is less
efficient than it would otherwise be,
because of this preferential treatment.
Population and the Environment

Unlike the population of other industrial
nations, US population is still in a state of
rapid expansion. There are conflicting
attitudes about this. Environmentalists
deplore this expansion because of
increased pollution, dirty water and air, and
the loss of non-renewable resources and
of wilderness areas. They want stricter
environmental regulations and condemn
the inadequate enforcement of those
regulations that are already in place. Most
environmentalists propose radical
programs of conservation, alleging that
only such measures can save our
environment.4 But whatever benefits the
regulations may produce are often canceled
out as soon as they occur by the increase
in population growth.

What is responsible for this constant
increase in population? It is largely the
consequence of increased immigration.

Immigrants and their descendants will
make up about two-thirds of the US population
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growth during the l990s. Thereafter, they will
supply virtually all population growth... And
by 2050, the Census Bureau estimates that
U.S. population will have reached 392 million.
. . . At that point more than a third (36 per
cent) of the US population will be post-l970
immigrants and their descendants— a
staggering l39 million people.5

Transforming American Politics and the
Political Structure

The political implications of all this are
enormous. Mexico, like many other Latin
American nations, has a formal political
structure not dissimilar to that of the United
States, but its content is vastly different.
There are far fewer safeguards of individual
liberty, such as the US Bill of Rights, and
those that do exist are typically ignored in
practice. The system is rife with corruption
at every political level, from the top to the
bottom.

When the new immigrants become a
majority of the American population, will
there be more, or less, devotion than there
is now to the ideals of individual rights and
limited government? Will the bureaucracy
that is so corrupt in Mexico be any less so
when it has migrated north of the border?

And what will happen then? The states
most inundated by immigrants, California
and Texas, will, through the sheer force of
their numbers, lose whatever Republican
majority they have (California no longer has
it at all) and become increasingly affiliated
with the Democratic Party, as most
immigrants from Latin America now are.
Last year an issue of National Review (June
l6, l997) was devoted to the “The Coming
Democratic Majority” (the issue is subtitled
“Immigration and Politics”). The new
Democratic majority will not look kindly on
taking actions that reduce the national debt,
or curtail welfare, or anything that will
increase prosperity or job creation; they
will see such measures as “favoring the
rich.”

Massive Immigration Benefits the
“New Class”

The United States is being increasingly
dominated by what Irving Kristol has called
“the new class”—the class of regulators
whose goal is not in any usual sense a
socialistic state, but a new Regulatory State.
Rupert Murdoch has described it vividly
in a recent article:

The classical definition of socialism, of
course, is that contained in clause 4 of the old
British Labour Party’s constitution: public
ownership of the means of production,
distribution, and exchange. Socialism in that
sense is dead. No one talks about nationalizing
industries any more.

But then, no one has to nationalize
industries, because the extraordinary growth

of regulation has given effective control of
them to the government without its having
to assume the hassle of ownership. Socialism
has effectively reinvented itself. We can call
it “neo-socialism.”... And it’s right here.

Anyone who owns or manages a business
must be aware of this neo-socialism. They find
hiring, firing, buying, selling, just trying to
operate, vastly more complicated than they
were l5 or 20 years ago.

In the last decade, the change in what you
can do and what you can’t do has been simply
extraordinary. Whether it is digging a well or
trying to get rid of a gopher, farmers... now
spend a day a week in their offices filling in
forms... Farmers in the United States are now
outnumbered by employees of the Department
of Agriculture.6

The members of this New Class, Kristol
writes,

are professionals who run and benefit from
the state and its power to tax: the government
bureaucracy, the educational establishment,
the media elite, which interlocks with both,
and all their various client constituents, to
whom they channel tax monies.7

How is this dismal prospect related to the
issue of immigration? Very closely indeed.
To the New Class, increased immigration is
manna from heaven. It will give them
limitless excuses for more government
intervention in the economy and in all social
life. They will milk this bureaucratic windfall
for all they can. They will grasp at the
immigration issue as a means to expand their
own powers.

A Vision of the Future America
Those who advocate a policy of ‘open

borders’ would be well advised to go on a
sight-seeing trip. Perhaps they need not
go so far as the border itself, to see the
illegals crossing the Tijuana River. Or the
no-man’s-land in which bandits prey on
illegals, or the tunnels and various paths
of exit into the U.S. which the illegals use
night after night.

Or let them go to a public elementary
school, where thousands of children begin
their classes without knowing a word of
English. The teacher tries to impart to them
the meaning of a few English words and
phrases. (In some schools, no English is
spoken at all, only Spanish.) One can
imagine also the boredom of those first-
graders who were born in the U.S. who are
already familiar with these English words,
whose minds wander to other things, some
of which they are supposed to be studying.

Occasionally, we hear the phrase
“limousine liberals” used to describe the
members of the liberal establishment who
send their children to expensive private
schools while consigning all the others to
the public school system, which educates
these children so little that by the time they

finish the eighth grade they can barely read
and write or do simple arithmetic, or make
correct change in a drug store. It would be
equally appropriate, however, to describe
some other people as “limousine
libertarians”—those who pontificate about
open borders while remaining detached
from the scenes that their ‘idealism’
generates.

They would do well to reflect, in their ivory
towers, on whether the freedom they
profess for those who are immigrants, if it
occurs at all, is to be brought about at the
expense of the freedom of those who are
not.
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A Libertarian Case for Free Immigration

Walter Block

“N ONE ARE TOO many.”—Reply of an
anonymous senior official in the government
of Canadian Prime Minister McKenzie King
to the question, “How many Jews fleeing Nazi
Germany should be allowed into this country?”1

All merchants shall have safe and secure
exit from England and entry to England, with
the right to tarry there and to move about as
well by land as by water, for buying and selling
by the ancient and right customs, quite from
all evil tolls, except (in time of war) such
merchants as are of the land at war with us.
And if such are found in our land at the
beginning of the war, they shall be detained,
without injury to their bodies or goods, until
information be received by us, or by our chief
justiciar, how the merchants of our land found
in the land at war with us are treated; and if
our men are safe there, the others shall be safe
in our land.2

In this paper I will attempt to analyze laws
limiting emigration, migration, and
immigration from the libertarian
perspective. I will defend the view that the
totally free movement of goods, factors of
production, money, and, most important of
all, people, is part and parcel of this
traditional libertarian philosophy. Like
tariffs and exchange controls, migration
barriers of whatever type are egregious
violations of laissez-faire capitalism.

Libertarianism
Libertarianism is a political philosophy;

as such, it is a theory of the just use of
violence. Here, the legitimate utilization of
force is only defensive: one may employ
arms only to repel an invasion, i.e., to
protect one’s person and his property from
external physical threat, and for no other
reason. According to Murray N. Rothbard:

The libertarian creed rests upon one
central axiom: that no man or group of men
may aggress against the person or property of
anyone else. This may be called the
“nonaggression axiom.” “Aggression” is
defined as the initiation of the use or threat of
physical violence against the person or
property of anyone else. Aggression is
therefore synonymous with invasion.

If no man may aggress against another,
if, in short, everyone has the absolute right to
be “free” from aggression, then this at once
implies that the libertarian stands foursquare
for what are generally known as “civil
liberties”: the freedom to speak, publish,
assemble, and to engage in... “victimless
crimes.”3

I shall contend that emigration, migration,
and immigration all fall under the rubric of
“victimless crime.” That is, not a one of

these three per se violates the non-
aggression axiom.4 Therefore, at least for
the libertarian, no restrictions or
prohibitions whatsoever should be placed
in the path of these essentially peaceful
activities.

Emigration
Ponder the barriers to emigration which

long existed behind the Iron Curtain, and
still do for countries such as North Korea
and Cuba. A country which will not allow
its citizens to leave is nothing better than a
vast jail, no matter how many Olympic
medals the prisoners may have won, no
matter how many Sputniks the inmates may
have launched.

Such a stark statement can be made on
the basis of the libertarian philosophy. For
here, people own themselves absolutely. It
is a moral outrage for them to be enslaved
by the state. The right of emigration is so
important that its absence implies outright
slavery.

Migration
If there is to be a third category, migration,

distinct from immigration and emigration,
then it must be confined to that aspect of
travel during which a person is neither
under the control of the host country
(emigration) nor the receiving one
(immigration). It would apply to the ocean,
after the migrant has vacated the country
of origin, e.g., Cuba, or traveled to that small
no-man’s land or demilitarized zone
between such places as North and South
Korea.

There is no real difficulty for the
libertarian in such a case. Shooting down a
fleeing family in cold blood, no matter which
nation is doing the killing, is murder. Should
this have to be said, that murder is contrary
to the libertarian axiom of non-aggression?
Within limits, it matters not one whit why
the persons involved are escaping—
whether for economic reasons, or to have a
freer life, or because they are tired of
totalitarianism.5

Immigration
A moment’s reflection will convince any

disinterested party that immigration is not
necessarily invasive. Immigration consists
of no more than moving to a foreign country.
For the purist libertarian, national
boundaries are only lines on a map,

demarcating one “country” from another;
there is no such thing as a legitimate nation-
state.

Therefore, immigration across national
boundaries should be analyzed in an
identical manner to that migration which
takes place within a country. If it is non-
invasive for Jones to change his locale from
one place in Misesania to another in that
country, then it cannot be invasive for him
to move from Rothbardania to Misesania.
Alternatively, if migration across
international borders is somehow
illegitimate, this should apply to the
domestic variety as well.

As long as the immigrant moves to a piece
of private property whose owner is willing
to take him in (maybe for a fee), there can
be nothing untoward about such a
transaction. This, along with all other
capitalist acts between consenting adults,
must be considered valid in the libertarian
world.

The case is equally clear for allowing
immigrants to settle on unowned land.
When there is virgin territory, there is no
legitimate reason for immigrants (or
domestic citizens) to be prevented from
bringing it into fruitful production. States
Rothbard: “Everyone should have the right
to appropriate as his property previously
unowned land or other resources.”6

‘Everyone,’ presumably, includes
immigrants as well as citizens or residents
of the home country.

Objections
Let us now deal with several possible

objections to the foregoing.
Unrestricted immigration will create or
exacerbate unemployment

This objection illustrates nothing so
much as economic illiteracy. It assumes that
there is only so much work in a nation to be
done, and that if immigrants do more of it,
there will be just that much left for present
occupants. If it were true, any and every
technological advance would prove a dire
threat to our economy.7 For example, the
pick and shovel, to say nothing of the truck,
can do the work of thousands of people,
compared to teaspoons, or, better yet, bare
fingernails. Are we to rid ourselves of these
technological advances in order to improve
our economy, and combat unemployment?
Hardly.
Unrestricted immigration will reduce the
real wages of the workers already in
residence

This contention, more perhaps than any
other, explains the vicious opposition to
immigration traditionally displayed by
union leaders such as Cesar Chavez.8 This
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charge, however, cannot be denied; it is
true that under some circumstances,
workers in the receiving country (and capital
and land in the country or origin), will lose
out.9 Conversely, capitalists and
landowners in the receiving country gain
from the cooperation of a larger supply of
labor, and workers remaining in the country
of origin gain from the increased local
scarcity of their services.

The owner of any resource, labor or any
other, tends to be subject to a loss in
wealth, at least relatively, when confronted
by increasing supplies of a substitute factor
of production. But as Hoppe has shown,
people have the right only to the physical
aspects of their property, not to its value.10

For the latter is determined on the market
by the human actions of thousands of
people, exercising their demand for and
providing supplies of commodities. To say
that X has a right to the value of his property
is thus to say that he has a right to make
economic decisions for these thousands of
other people whose choices determine the
value of his property, a manifest absurdity.
Unrestricted immigration will increase
crime

There is no doubt that were the U.S. to
open its doors to all and sundry, some
number of criminals would take advantage
of this opportunity. There are good
‘pickings’ to be had here, after all.

But this is really an indictment of our
criminal justice system,11 not of open
immigration. In actuality, a libertarian
society serious about crime would not
experience so much of it in the first place.
For one thing, it would legalize drugs. It is
the prohibition, not the use of drugs, that
leads to criminal behavior. The very high
prices of illegal drugs which are due to
prohibition, and are not intrinsic to
addictive substances themselves, serve as
a magnet for the underworld. When alcohol
was prohibited, it was associated with
criminal gang activity; when it was
legalized, this connection was cut asunder.12

A libertarian society, moreover, would get
tougher on genuine criminals. There would
be no more cozy jails with color TVs, air
conditioning, or recreation rooms. If
indentured servitude for convicts were
brought back, prisons could be run by
private enterprise. Instead of draining
taxpayers of vast amounts of money to
house inmates, they could turn a profit.
Unrestricted immigration will promote
welfarism

The argument here is that immigrants
come to our shores not to breathe the heady
wine of economic freedom, but to avail
themselves of our stupendously generous

welfare system. This is not so much a
quarrel with immigration as it is with welfare.

Let it be said loudly and clearly: end
welfare for all people, but at the very least
for immigrants and their descendants, and
by definition immigrants will no longer be
attracted to our shores in order to receive
such funds.

But there is another problem with this line
of argument: it proves far too much. For if
immigrants are to be prohibited from entry
into this country on the ground that they
might in the future go on the welfare rolls,
and thus in effect steal from the
longsuffering taxpayer, Pandora’s box will
be flung wide open. If we can physically
invade people for what they might do in
the future,13 the sky is the limit. Surely we
can engage in preventive detention of all
teenaged males- the guilty along with the
innocent- on the ground that this cohort
commits more than its proportionate share
of crimes. But surely this would be a great
injustice.
Legally unrestricted immigration is indeed
the libertarian position, the only possible
libertarian position, but it should not be
implemented until the every other plank
in this program is first put into effect

This is a very powerful objection to the
argument being presented here. For
suppose unlimited immigration is made the
order of the day while minimum wages,
unions, welfare, and a law code soft on
criminals are still in place in the host
country. An open-door policy would imply
not economic freedom, but forced
integration with all the dregs of the world
with enough money to reach our shores.

There is a certain pattern underlying the
position of these “postponement
libertarians,” the paleo-libertarians who
favour full, free, open, and unrestricted
immigration—but only after the entire
libertarian vision has been attained. The
underlying coherence of this perspective
is that we should, whenever possible,
attempt to achieve the same results now,
under statism, as would ensue were we to
be living in the fully free society.

Take for example, public schooling, which
is a disaster. That being the case, the
libertarian position is clear: get rid of public
education, forthwith, even if we have not
attained complete liberty in other sectors
of society.

But those who would be true to the paleo-
libertarian position on immigration cannot
avail themselves of this conclusion.
Instead, they would have to ask: what
would education be like in the free society?
They would then have to endeavor to treat
public schools as much like that as

possible.14 But if there is one thing that is
clear, it is that in the free society the
educational industry, like all others, would
allow competition. How, then, to apply this
principle? Simple. Embrace educational
vouchers. Get in harness with those such
as Milton Friedman who have long
advocated this form of competition for the
public schools.15

Unrestricted immigration will assault the
institutions which make a free society
possible in the first place

This, too, is a very powerful objection,
for it cannot be denied that many of the
people who might enter the U.S. under an
open-door policy come from parts of the
world where freedom is nonexistent,
unheard of, or denigrated.

First of all, the U.S. is no longer the freest
country in the world, if it ever was; there
are several others which beat us out for
this honorific.16 Thus, not all immigrants
are likely to be less conducive to freedom
than are we.17 Second, there have been
immigrants in our history who have
improved our freedom immeasurably. The
names Ludwig von Mises, Friedrich A.
Hayek, Israel Kirzner, William Hutt, Ludwig
Lachmann, Hans Hoppe, Yuri Maltsev, Kurt
Leube, James Ahiakpor, George Ayittey,
Nathaniel Branden, Barbara Branden, Sam
Konkin, Harry Watson, David Henderson,
and Ayn Rand leap immediately to mind in
this context. A closed-door policy in the
past might well have made it impossible for
these people to contribute to our society.
How could it be otherwise, given that
virtually all of us are “the children and
grandchildren of immigrants”?

Third, just how, precisely, is it
contemplated that the new immigrants will
bring in to disrepute the mores, habits, and
institutions which undergird our liberties?
The most likely method is through voting.
That is, hordes of people from other
continents will come to our shores, settle
down, and then vote for Nazism,
Communism, welfare statism, or some such.
The only problem with this scenario is that
it, again, assumes a real world situation (one
with a welfare state, a pro-criminal penal
system, etc.) instead of the ideal libertarian
one. It is crucial that this not be done,
however. For if it is, we conflate these other
issues with that of immigration; we are
seemingly arguing against an open-door
policy, when actually, our real problem is
with welfarism, criminal coddling, etc. If we
are to generate a libertarian theory of
immigration, we must argue in a ceteris
paribus manner.18

In a realistic scenario where utilitarianism
and libertarianism might diverge, there is
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the fact that if we outlawed homosexuality,
or engaged in preventive detention of male
teenagers, we would undoubtedly reduce
the incidence of AIDS and crime,
respectively. Happily, we shrink back from
such perversions of justice, because of
elemental decency, e.g., adherence to the
libertarian non-aggression axiom. Should
we do any less in the case of immigration?
Certainly not.

Conclusion
If one is against immigration, there are

ways to reduce it which are fully compatible
with libertarianism. For one thing,
unilaterally declare full free trade with all
nations. Trade in goods, services, and
capital is an economic substitute for
immigration. That is, there are two ways to
right any imbalance between capital and
labor: bring labor to the areas where
population is below its optimum size
(immigration), and bring capital and goods
to the areas where they are below their
optimum sizes (free trade in capital and
goods). As the latter are typically far
cheaper than the former, a regime of full
free trade would eliminate much of the
economic incentive toward migration.

Are libertarians moderates or extremists
on the issues of emigration, migration, and
immigration? The libertarian position on
migration does not constitute a compromise
in that it is indubitably an all-or-none
proposition: either migration is totally
legitimate, in which case there should be
no interferences with it whatsoever, or it is
a violation of the non-aggression axiom, in
which case it should be banned, fully. I have
argued in this paper that the former
position is the only correct one.

But libertarianism constitutes a
compromise position on this issue in two
other senses. First, immigration is allowed
if and only if there are property owners
willing to sponsor (presumably for a fee,
but not necessarily so) the new entrants,
and not otherwise. Second, there are
people on both right and left who oppose
borders totally open to peaceful settlement
(Chavez, Buckley), and libertarians find
themselves safely on the other side of this
unholy alliance.

For example, states Buckley: “The idea
of totally open borders- anybody who
wants to can come on in- is the stuff of
libertarian fancy, nice for tone poems by
such as Ayn Rand, but not very good
national policy.”19

It is not often that viewpoints are so
starkly contrasted. We have, at least in this
case, achieved real disagreement. It is clear
that whatever the merits of this conservative

perspective, it is not a libertarian one.
Buckley is absolutely correct in labeling this
Ayn Rand viewpoint as libertarian- and no
one who dissents from it can to that extent
call himself a libertarian.
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An ‘Austrian’ Economist Perspective on
Transnational Political Economy

Peter J. Boettke

IN 1989, MOST economists thought the
problem of transition was one of allowing
prices to float to market clearing levels. After
all one of the most observable problems
throughout the former socialist economies
was the existence of pervasive shortages.
Indeed prices did need to be freed up. But
we learned in the process that free pricing
required a network of institutional reforms
to define and enforce private property rights
and secure the freedom of contract. By the
mid-1990s economic attention had moved
away from the macroeconomic stabilization,
privatization and price liberalization agenda
to a broader notion of institutional reform.
Since that time, political economists have
also learned that discussion of institutional
reform is incomplete unless we can talk
meaningfully about cultural attitudes and
beliefs. There is no doubt that perhaps the
most important advice an economist (of any
stripe) can provide to a reforming
government is to stress how much
incentives matter. But we do not adequately
understand incentive mechanisms unless
we also understand how individuals within
a specific context attribute social meaning
to the incentives they face. Thus, we
economists are faced with a dilemma at the
beginning of the 21st century that was widely
recognized in the 19th century – to do good
economics one must study the interaction
of the economy, polity, and society and that
nothing is as dangerous as an economists
who attempts to pro-offer advice based on
a study of the economy isolated from all
other factors.

In this talk I want to stress three simple
points about the transition from the former
socialist system to a market economy:

•Transition problems are not economic
problems, but political and legal problems;

•Change requires an accurate defining of
the “here” from which reforms start and a
good idea of the “there” to which change is
to accomplish;

•Effective change of the political and legal
institutions requires government to
establish a binding and credible
commitment to reform

The sad reality is that throughout East
and Central Europe and the former Soviet
Union there has been a general failure to
take the necessary political and legal
reforms. Moreover, the analysis of the

transition problem has been stymied over
the past decade by a general failure to
recognize the de facto organizing principles
that governed the former socialist economy
and thus analysts have failed to deal
adequately with the socialist legacy in
designing reforms. Especially foreign
advisors have been content to proceed as
if the de jure economic relationships in the
former system defined economic life.  But
such intellectual laziness means that one
can never develop a good political economy
model of the transition because you have
failed to accurately describe the “here” from
which you hope to transition to a “there”. 1

Of course, the problem is compounded by
the fact that no consensus has emerged on
the “there” that policy reforms are to be
directed at achieving.2

Before going further let me state the basic
economic principles underlying my analysis,
and the policies I would advocate. They are
as follows:

•The economics of the transition is really
pretty simple economics- get out of the way
of individual attempts to realize the mutual
benefits of exchange.

•Economics is fundamentally about
exchange and the institutions within which
those exchanges take place.

•Secure property rights, freedom of
pricing, sound monetary policy, fiscal
responsibility and open international trade.

I simply do not see an alternative. Joseph
Stiglitz might not agree with me, but the
evidence simply does not support his claims
that capital controls, infant industry
protections, and Keynesian macroeconomic
policies are keys to successful development.
Economic development results from
encouraging individuals to be willing to “bet
on their ideas” and to find the financing to
bring those “bets” to life. In short, economic
development emerges in a social ecology
that promotes freedom of action and
internalizes the responsibility for those
actions.

Ironically, one of the surefire ways to
determine whether a country has adopted
successful economic reforms would be
seeing the number of individual
bankruptcies increase. The recent financial
scandals in the US are not ‘collective’
tragedies. The ‘collective’ tragedy would
be to not let Enron go bust, or Arthur

Anderson to lose its reputation because of
the political clout of its officers. A vibrant
market economy is a profit and loss system.
If firms who do not satisfy the demands of
consumers are protected from going out of
business, then resource allocations will not
result in a manner that tends toward
efficiency. Waste of resources will result and
the economic system will not generate
generalized prosperity. It is precisely
because entrepreneurs reap profits for
satisfying the demands of their fellow men,
and suffer losses for the failure to do so in a
cost effective way that the market system is
a reliable mechanism for resource allocation.
The scourge of successful reform efforts is
the desire to protect people from the rigors
of market discipline. This is as true for the
labor force as it is for the entrepreneurial
class. Persistence of inefficient
organizations and patterns of resource (both
capital and labor) use simply ensure that
short-term pain is sacrificed for long-term
misery and economic deprivation. The
pattern must be broken and the creative
destruction of economic change must be
allowed to run its never-ending course.

 So when in a reforming economy you see
zero to few bankruptcies (of either old or
new firms), employment concentrated in the
former state-owned enterprises, and the
persistence of the underground economy
you can confidently conclude that reforms
have not been effectively implemented. In
short, the more things supposedly change,
the more they in reality have stayed the
same. There is no reason whatsoever for
the persistence of an underground
economy in a liberalized environment except
for the fact that the costs of doing business
have remained too high — including taxes,
regulations, and other fees.3

What is the persistence of an
underground economy telling us?

•The political and legal environment
makes it impossible for people to bet on their
ideas and realize the mutual benefits from
exchange in an above-ground and
transparent manner

•People will find creative ways to realize
the benefits from exchange, but lack of
transparency does present a serious limit
to the expansion of this creative energy.

Once we recognize that the spirit of
enterprise is not something that we have to
create, but instead cultivate, then our policy
advice moves from concerns with efficiency
to questions of how do we get institutions
that cultivate economic life. How do we get
the correct institutions?

The institutions operating in a society
can be defined, following Douglass North,
as the formal and informal rules that govern
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social intercourse. It is important to
understand that formal rules are only rules
if they find legitimacy in the informal rules
that individuals within that context respect.
On a superficial level speed of reform is
judged by changes in the formal rules, but
this misses out on the constraint that the
informal rules place on the acceptability of
the formal rules. Whenever I discuss this I
am reminded of the Woody Allen movie
Bananas from the 1970s – after the
revolution succeeds he announces that from
now on everyone will wear their underwear
on the outside of their clothes. The
revolutionaries look at one another in
bewilderment. The formal pronouncement
has no resonance within the population.
The same problem confronts the post-
communist revolutionaries when they make
the less bizarre pronouncements – such as,
from now on everyone can buy and sell
whatever they desire and pursue their
fortune as they see fit provided they are
responsible for costs they incur, or from now
on everyone will respect private property
and the freedom of contract.  The problem
isn’t that the words spoken are incoherent,
but rather that the words don’t have social
meaning to the audience who hears them, if
they hear them.

The most important issue the formal
institutions must deal with is that of the
threat of predation – from private and more
importantly public actors. The social context
of the socialist system was one of public
predation, and the threat of private
predation in the underground activities. The
threat of private predation was real, but as
evidenced through the choice by many to
continue to engage in underground activity
this threat was less onerous than the
predation individuals were subjected to
above ground by public officials. The
persistence of underground markets in the
post-communist period suggests that the
situation has not changed as much as one
might have hoped.4

Guarding against predation is a function
of political and legal changes that establish
a regime of private property rights and a
rule of law. By this I don’t mean the law of
rules — transition economies don’t need
more rules and statutes. What is required,
however, is the firm commitment to a regime
of private property and freedom of contract.
The functional significance of the rule of
law lay in (a) the generality of the law, and
(b) the predictability of the law. By
generality, I refer to the fact that the law is
equally applicable to all citizens, including
those entrusted to enforce the law. The
arbitrary whim of those in positions of
power is minimized, and rulers are held

accountable for their actions along with
everyone else in society. By predictability, I
refer to the property of the rule of law that
these rules are known in advance and thus
actors can incorporate these laws and their
enforcement into their commercial
calculation when making decisions.
Economic actors must be able to assess the
risk associated with business ventures. To
engage in this sort of risk-assessment, along
with prospective entrepreneurial
appraisement, the economic decision must
be made within a fairly stable environment.
Just as unpredictable bouts of inflation can
distort economic decision-making so can
unpredictable bouts of predation from either
private or public actors.

The simple making of a public
announcement by the government that from
now on contracts will be enforced and public
predation will be kept to a minimum are not
enough to change the expectations of the
entrepreneur or the private investor in a
potential business venture. Talk is cheap,
as they say, and individuals in transition
economies do not trust their government.
Mechanisms of tying the rulers’ hands must
be introduced. A credible and binding
commitment to limit government predation
has to be established and must be signaled
effectively to the population. If no credible
commitment is established and signaled
then reform measures will not be trusted and
business ventures will be channeled to
underground activity, or to non-productive
activities intended to curry favor with
government officials.

I have argued in my writings that this
concern with signaling provides a new
argument for ‘shock therapy’ than the more
traditional emphasis on simultaneity. But I
have also emphasized in my work that
‘shock therapy’ – as a literal reading of the
analogy would suggest – is not a cure, it is
a treatment that enables the patient to get
on the path to recovery. In addition, I think
there are certain policy steps that rulers’
could take which would be more effective
than others. First, we need to make sure that
fiscal incentives are aligned to promote
economic development. This is best
accomplished through fiscal federalism –
decentralize the taxing authority to the local
level. Same thing with economic regulation.
This would force localities to compete for
their tax base. A minimum basic fee could
be provided to the central government- what
is called reverse revenue sharing, e.g., 10
per cent. This would give local rulers an
incentive to pursue growth enhancing
policies because the incentives would be
such that they could maximize their revenue
by maximizing wealth enhancement. Second,

I have argued that governments raise
revenue in one of three ways- borrowing,
taxation, inflation. The ability to monetize
debt unleashes the natural tendency in
democratic governments to finance their
affairs through debt. So I have argued for a
denationalization of money either through
a currency board (a poor solution) or the
adoption of a free banking system.5  By
eliminating the government’s ability to pay
off public debt through the hidden tax of
inflation, free banking is one component that
would align the incentives such that
government officials had to be prudent in
their promises of government programs and
subsidies to special interests. Finally, I have
argued that another policy that would send
a strong signal of a commitment to
liberalization would be the pursuit of
complete free trade in goods, services, and
even ownership. Yes, let the foreign owners
in to buy up your factors- with this would
come new technologies and new
management skills that otherwise would take
longer to seep into the economy. In
addition, trade liberalization brings with it
foreign products and a price structure
unencumbered by government tampering.
In short, fiscal decentralization, monetary
denationalization, and trade liberalization
credibly commit the government to a policy
of non-interference in economic life and
signal to private actors domestically and
abroad that if you want to invest in this
economy you need not worry about the
meddlesome actions of government.

My contention is that if real existing
socialism was characterized by the
omnipresence of the state in all walks of
life, then the transition economies that are
most successful will be the ones who
minimize that presence the most. And thus,
I often argue that the governing principle
of a liberal society should be that a free
society works best when the need for a
policeman is least. Those societies that
promote freedom and prosperity most are
those that come as close as possible to
invoking the principles of self-governance
rather than coercive governance to ensure
peaceful social cooperation.6

So what have we learned since 1989?
Before addressing that it is important to
stress that while many things have changed,
the most essential economic reforms have
been blocked. Shock therapy hasn’t failed;
it hasn’t been tried if we actually look at the
substance of reform packages rather than
the name that politicians give to their
reforms. That much said, the difficulties of
the past decade have taught us two striking
lessons, and they are:

•Reform is not just a matter of getting the
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prices right, but one of getting the
institutions right so that the price system
can work effectively.

•Getting the institutions right requires a
broader change in belief systems among the
public without which the needed institutions
will only be words on paper and not
guideposts for real-life.

The key changes in beliefs that must be
adopted for the institutions of a free and
responsible people are (a) a shift from
notions of collective responsibility to
individual responsibility, (b) a respect and
toleration of dissent and the dissenter in
society, and (c) a general respect for science
and in particular the idea that all opinions
and norms must be submitted to critical
scrutiny of argument and evidence.

In conclusion let me reiterate a basic tale
about economic growth and development.
An economic system operates on the basis
of people, resources and institutions. The
geographic location of a country and the
amount of natural valuable resources at its
disposal are exogenous factors. The
disposition of a population in terms of
beliefs and talents is also exogenous in the
short-run. But the institutions (the rules)
which govern the way people interact with
one another and nature are endogenous.
The Czech communists were able to destroy
an economy by changing the institutions
within which people interacted. And the
Czech liberals will develop an economy to
the extent they can change the institutions
in a more wealth inducing direction. We can
recognize the difficulties of institutional
change, and they are severe, but we also
must not lose sight of the basic lesson that
the failure of socialism and the transition
experience teaches us- namely, that only a
system of property, contract and consent
can form the basis of a free and prosperous
society. And we should recognize the
wisdom that Adam Smith had when he wrote
in his notebooks in 1755 that:

Little else is requisite to carry a state to
the highest degree of opulence from the lowest
barbarism, but peace, easy taxes, and a tolerable
administration of justice; all the rest being
bought about by the natural course of things.

Hard to beat Smith’s words. So establish
private property, protect the freedom of
contract, reduce the tax and regulatory
burden to a minimum, pursue a policy of
monetary freedom, and open your borders
to goods, services and investors, and you
will unleash the entrepreneurial creativity
of your population and neighboring
countries. A century of political freedom and
economic development was lost due to the
seduction of the socialist promise that all
you had to lose was your chains, but a real

future of peace and prosperity awaits for
those who finally throw off the shackles of
the state and socialism and embrace the free
market and the entrepreneurial ethos of
creative destruction.

Footnotes
1 It has been a major theme of my work on
transition problems–Why Perestroika
Failed (1993) and Calculation and
Coordination (2002)– to stress the de
facto organizing principles of the former
Soviet-type economy precisely because it
is this system, and not the de jure system,
that is being reformed. The de facto
system includes the attenuated property
right systems and the interest groups it
engenders which must be accounted for
in any political economy analysis of the
transition problem.
2 Perhaps one thing that membership in
the European Union does bring is a
consensus on the “there”. I personally
have strong reservations about EU
membership for the former socialist
countries. Some of these countries, such
as Estonia, will actually have to take steps
backward in terms of economic reforms to
conform to EU expectations. The vast
majority of countries seeking EU
membership, however, will move in a
direction more amenable to market reforms
than the path they have chosen so far. On
the other hand, it is important to stress
that EU policies are more restrictive than
is necessary in my opinion to lift these
countries out of their problems and lead
to generalized prosperity.
3 My emphasis on the costs of doing
business is highlighted in Hernando De
Soto’s The Other Path, and also in the
USAID project entitled “Investor’s Road
Map”, which tracks the transaction costs
a foreign investor must deal with in
setting up a business venture.
4 I don’t want to risk of overstating this
because the sort of political repression
that was experienced under communist
rule has ceased, and this is a great
advance for human freedom. The ability to
travel within the country and elsewhere,
the ability to think and write what one
thinks, the ability to voice opposition, etc.
are all significant victories for humanity
over tyranny and should be celebrated.
Many of the students I teach at the
program at Charles University every
summer tend to forget how the freedoms
they experience now were hard won
during a long struggle against tyranny–
even in the Czech Republic. Last summer I
gave the students extra credit for going to
the Museum of Communism that opened

off the square. No doubt crony capitalism
has serious problem, but it is much better
than crony socialism!  That much said,
‘cronism’ is not going to generate the
pattern of economic development that is
sought in the transition economies, and in
fact, works to undermine the long term
success of market reforms by discrediting
them through corruption scandals, etc. as
has been the case with Klaus in the Czech
Republic.

5 On free banking I encourage the reader
to look at the work of Lawrence White and
George Selgin.

6 I  am currently conducting a study with
my colleague Edward Stringham on the
problems of self-governance on the Prague
Stock Exchange. Our preliminary findings
demonstrate that the difficulties associated
with the development of capital markets in
the Czech Republic has little or nothing to
do with the failings of laissez faire as some
have contended and everything to do with
meddlesome government policies.
Moreover, the establishment of a Czech SEC
has not provided the solution.
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The Uses and Limits of Local Knowledge:
A Cautionary Note on Hayek

Richard A. Epstein

ONE OF HAYEK ’ S great intellectual
achievements stems from his appreciation
of the quiet virtues of the price system. At a
time when everyone was clamoring for
central planning, Hayek, writing in his classic
article, The Use of Knowledge in Society1

understood the unsurpassed ability of the
price system to coordinate the activities of
myriads of separate individuals. Each person
in Hayek’s view possesses local knowledge
of his own situation, which gives him a clear
sense of the costs of his factor inputs and
the prices that he hopes to obtain by selling
the outputs of their deployment. The
strength of their convictions can be
communicated to the world  by a single
number, the price that is bid or asked for
certain commodities. These prices are of
course not randomly generated, but depend
on accurate estimates of both benefits and
costs. Yet no market participant has any
incentive to inflate or deflate the relevant
figures because the only person who will
be deceived by this action is himself. The
system, moreover, is easily expandable
across different markets, even when their
participants operate in different languages
and under different cultural norms. The
thicker the market, and the greater the
apparent disorder, the fuller the range of
options from which everyone may choose.

The very informational complexity that
strengthens a price system simultaneously
makes any administrative system of
resource allocation balky and ineffective.
In that setting, parties have the great
temptation to tell the tribunal just what its
members want to hear, knowing that an
immediate falsification of any predictions
or figures is difficult if not impossible to
accomplish. The upshot is long,
tendentious, and convoluted regulatory
proceedings that as often or not assign
given rights to the parties who make the
slickest presentation, not the one who has
the best use for the good and service in
question.

I think that Hayek’s case for decentralized
planning (which is not “no planning”)
remains unrefuted to this very day. Overall
systems of centralized planning have
withered and died, and the dominance of
administrative proceedings tends to be
confined to certain specialized areas, such
as broadcast licenses in the United States,

where the entrenched licensees are able to
resist any system conversion. But Hayek
combined his powerful defense of the price
system with a second element that in
retrospect seems to be incorrect. In dealing
with the efficiency of prices, Hayek
celebrates the local knowledge that ordinary
individuals can exploit in finding their
entrepreneurial niches and in deciding how
much to offer, or accept, for some
commodity. He stresses “how valuable an
asset in all walks of life is knowledge of
people, of local conditions, and special
circumstances.” He instances “the shipper
who earns his living from use otherwise
empty or half-filled journeys of tramp-
steamers, or the estate agent whose whole
knowledge is almost exclusively one of
temporary opportunities, or the arbitrageur
who gains from local differences of
commodity prices.” He concludes:  “It is
curious fact that this sort of knowledge
should today be generally regarded with a
kind of contempt, and that anyone who by
such knowledge gains an advantage over
somebody better equipped with theoretical
or technical knowledge is thought to have
acted almost disreputably.”  2

The implicit undercurrent of Hayek’s
thought is that the formalist always loses
out to individuals who rely on the intuitive
and local knowledge. But it is a mistake to
assert, or even hint, that the devotion to
the price system necessarily means that
hunch, intuition and the rule of thumb are
the order of the day. The root of the
difficulty comes from a generalized
suspicion of planning. That enterprise often
fails when governments seek to operate large
economies because they do lack both the
information to make sensible judgments that
cannot be negated by the studied responses
of individual firms. But it hardly follows that
private parties should fail at systematic
planning in their own activities simply
because governments fail in their efforts to
plan a large economy. Looked at from within
the firm, it has the right incentives to decide
whether hunch or computer program is the
best way to maximize profits in the long-
run. The question of which techniques will
do better depends in large measure upon
their relative costs. In an age when technical
algorithms were hard to design and apply,
the fellow who operated under hunch would

be able to outperform the one who operated
in accordance with some preconceived rule.
But the balance of advantage can surely
shift, and in all likelihood it has with the
vast improvement in technology. It is not
that the local knowledge is disreputable. It
is that it can become ineffective in at least
some walks of life relative to more systematic,
number-crunching attacks on certain
problems.

Here are three brief examples of the basic
point. Time was not too long ago when the
strongest of chess players could routinely
thrash the most powerful computers. The
intuitive sense of position counted for more
than the imperfect computing power of the
earlier machines, which even then allowed
the machine to review far more positions
than the most skillful human. The knack of
honing in on vulnerabilities and
opportunities counts for a lot in skilled
players. But as the power increases by order
of magnitudes, the balance of advantage
necessarily shifts anew. Now the machines
can see further ahead than the individuals,
and they can be programmed to make some
intuitive evaluation of the last positions that
they evaluate under some decision tree. How
this is done is of no importance, so long as
it is recognized that the balance of
advantage will shift in only one direction
so that the machine will become the master
of the man. Local knowledge doesn’t stem
the tide.

But it is said that this is not a fair
advantage in that there is no dynamic
element involved in the game of chess since
all the elements are open for all to see. It is
computation and not judgmental. We do not
have to worry about how others will adapt
their behavior in response to the changes
in strategies of individual players. The
difference is surely correct, but it does not
negate the key point that masses of
computer power will help various traders to
figure out the set of strategic responses of
other parties. The point is most telling in
the trading of various forms of financial
instruments where the seat-of-the-pants
traders cannot spot or exploit various
arbitrage opportunities with the speed of
the best computers. The large spreads that
could be locked in twenty years ago are a
thing of the past as ever faster machines
track down, and thus eliminate, these
advantages in the twinkling of an eye.  The
constant power of markets to get back into
equilibrium is of course a huge long-term
advantage to persons on the outside of the
system looking in, because they know that
by hiring the right financial agent, they can
gain the advantages of an efficient price
system. But the intuitionist that Hayek has
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praised has been forced to give way to the
utilitarian calculator that Hayek regarded
with deep suspicion.

I think that similar movements are, and
will continue, to take place even in other
areas in which trades cannot be
denominated with precision in dollars,
pounds or Euros. One illustration is the way
in which athletes are now evaluated. It is no
longer just a question of watching people
play and forming some judgment about their
ability. It is striking how the managers of
major league baseball teams—Billy Bean
with the Oakland Athletics, and Theo
Epstein (no relationship, alas) with the
Boston Red Sox—do precise mathematical
calculations to compare the effectiveness
of different athletes. Many of the old
measures, such slugging percentages, (i.e.,
for English readers, the number of base per
at bats) tends to give way to more complex
measures on run production that permit a

much more accurate assessment of
capabilities. These formal devices have not
displaced simple observation, for the past
is never perfect prologue to the future. But
they have altered the way in which players
are signed and coached. I have no doubt
that this movement has spread, or will
spread, to England, where cricket seems an
obvious parallel, but even to a more fluid
game like English (as opposed to American)
football.

The point here is a simple one. The case
for decentralization depends on the ability
of multiple actors to use different strategies
to decide how to proceed in any organized
market or competition. But the dominance
of decentralization does not entail the
dominance of local knowledge, although in
many cases it is consistent with it. Advance
in industrial organization depends on
understanding the fit between formal
information and particular forms of “know-

how.”  We should therefore acknowledge
the shift from intuition to formal knowledge
moves apace even in markets. We must
therefore adjust our appreciation of Hayek
to understand that local knowledge has to
compete with other forms of information
every step of the way.  Which is just as it
should be, since no one knows a priori
which form of information is superior.

Footnotes
1 F.A. Hayek, The Use of Knowledge in

Society, 35 Am. Econ. Rev. 519-30 (1945).
2 Id. at 522.

Richard A. Epstein is the James Parker Hall
Distinguished Service Professor of Law at
The University of Chicago and the Peter
and Kirsten Bedford Senior Fellow at The
Hoover Institution.

Introduction
adapted from Hayek’s Challenge

Bruce Caldwell

HAYEK IS A puzzle. Certainly he started
out as one for me, now some twenty-odd
years ago.

It was the spring of 1982, and I was
finishing up a postdoctoral year at New
York University (NYU). An assistant
professor, I had received my doctorate in
economics a few years earlier with a
specialization in the history of economic
thought. My thesis had carried the earnest
and pedantic title “The Methodology of
Economics from a Philosophy of Science
Perspective,” and part of the reason I was
at NYU was to try to transform it into a
book that people might actually want to
read. But I was also there to study Austrian
economics or, more precisely, to learn more
about the distinctive methodological views
of the Austrians. These differed radically
from, and, indeed, directly criticized, the
positivistic pronouncements of mainstream
economists. In particular, I wanted to know
more about the rather strange-sounding
apriorist methodology that had been
advocated by Ludwig von Mises. I knew
next to nothing about Hayek.

That spring, Jerry O’Driscoll handed me
a book by Terence Hutchison and said, “So
what do you think of his argument about

Hayek’s U-turn?” Hutchison had claimed
that Hayek underwent a “methodological
U-turn” in the mid-1930s. More precisely,
he had argued that the publication in 1937
of an article by Hayek titled “Economics
and Knowledge” marked Hayek’s turning
away from Mises’s apriorist approach and
toward the falsificationist methodology
propounded by the philosopher Karl
Popper (Hutchison 1981, chap. 7; see also
Hayek [1937] 1948a).

The claim certainly seemed strange to me.
I had studied Popper’s thought carefully
for my dissertation and now knew more
about Mises’s ideas, and, frankly, it is hard
to conceive of two viewpoints more at odds
with one another. How could anyone
change so much as to switch from one to
the other? Yet it was also evident that Hayek
was close friends with both men. Hutchison
was a leading historian of thought who had
lived through the period in question, and
he provided detailed textual evidence to
support his argument. So Hutchison’s
interpretation presented a puzzle, and it was
in trying to solve that puzzle that I began
to do research specifically on Hayek. I have
been at it ever since, even though people
who care about me have warned me against

putting so many of my eggs in one basket.
I hope that, in this introduction, I am able
to convey some of the reasons why I ended
up doing so.

Hayek himself, of course, faced
challenges. Economists are used to the
pose of being bearers of bad news. (I say
pose because demand for our services, like
that for those of undertakers and therapists,
is highest when times are bad.) For Hayek,
however, it was less of a pose than for most.
It is not enough to say that some of his
views were unpopular. For most of his life
his economic and political positions were
completely out of sync with those of the
rest of the intelligentsia. He attacked
socialism when it was considered “the
middle way,” when seemingly all people of
good conscience had socialist sympathies.
He disavowed the Keynesian revolution—
even before it had properly taken place. In
the latter half of the twentieth century, when
some form of welfare state existed within
virtually all the Western democracies, he
criticized the concept of social justice that
provided its philosophical foundations.
Although a small group of libertarians and
conservatives always read him with
enthusiasm, for much of the century Hayek
was a subject of ridicule, contempt, or, even
worse for a man of ideas, indifference.
Because of his political views, Hayek faced
many challenges in trying to find an
audience for his ideas among the thinkers
of his day.

Hayek also presents challenges to those
who try to interpret his thought. There are
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multiple problems here.
First, there is the simple fact that Hayek’s

writings lie within the Austrian tradition.
Now, to be sure, in the 1930s that tradition
was part of the then-developing
mainstream in economics. In the postwar
era, however, economics changed. One way
to characterize the changes is to say that
the discipline moved from interwar
pluralism to postwar neoclassicism
(Morgan and Rutherford 1998). Another is
to point out that the mainstream experienced
a number of ‘revolutions’: the Keynesian
revolution, the econometrics revolution, the
general equilibrium or formalistic
revolution, and so on. However one might
choose to characterize the changes, it is
clear that the Austrians did not participate
in them. More strongly, people like Hayek
and Mises actively opposed them. It may,
therefore, be difficult for modern-day
economists (who I hope make up at least a
portion of my audience) to make much
sense of the Austrians. Part of my task is
to provide the necessary background to
make the Austrians’ viewpoint
comprehensible to those unfamiliar with
their tradition.

The volume of Hayek’s work provides
another daunting challenge for interpreters.
Hayek lived from 1899 to 1992, and his
writings span seven decades. Worse, he
was incredibly prolific. Even worse, he did
not restrict himself to economics, making
contributions in fields as diverse as
psychology, political philosophy, the
history of ideas, and social-science
methodology. I joke, of course, when I use
the word worse, for part of Hayek’s
fascination is that he contributed, at times
significantly, to so many fields. Studying
Hayek forces you to read outside your field,
and that can be a liberating experience. But,
in this age of specialist training, it is also
difficult not to feel inadequate when
reading him, and his sheer reach makes any
attempt at assessment of his ideas dicey,
to say the least.

An even more serious challenge for those
who would interpret him arises from the fact
that Hayek seems to have changed his mind
about certain things over the years or, put
in another light, that his work appears to
contain contradictions. For example, in the
course of one decade, Hayek seems
simultaneously to have held the views that
what he called equilibrium theory is
necessary if one is to do economic science
at all and that it is also a highly misleading
model for understanding the workings of a
market system. Within the covers of the
same book he will both argue that policies
that aim at income redistribution violate the

rule of law and endorse the provision of a
“safety net” that is itself an instrument of
redistribution. He will trumpet both
methodological individualism and group
selection, positions often viewed as
mutually exclusive. Now, if one disagrees
with Hayek on ideological or other grounds,
these apparent contradictions are not, of
course, a problem. They are a solution, for
they provide grounds for dismissing him.
But, for someone who wants, as I do, to
make sense of Hayek, to provide a plausible
reading of the development of his ideas,
they pose real difficulties.

There is a huge secondary literature on
Hayek, and it produces challenges as well.
Part of the problem derives from the fact
that Hayek was, and is, a controversial
figure. Many who write about him have
strong opinions about whether he was
right or wrong, and this affects their
readings. Furthermore, the enormous scope
of his corpus makes for multiple
interpretations, as writers draw on different
parts of his work. Finally, some people use
Hayek’s writings as input into their own
substantive theories, and, in such cases,
the temptation is great to interpret Hayek
himself as participating in the same project.
As a result, very different interpretations
of what Hayek was up to exist- probably
more so than for most writers.

The final challenge for the Hayek
interpreter is the question, Why? Hayek’s
research path was anything but
straightforward. This was a man who, after
all, started out as an economist but whose
most famous (or, for some, notorious) book,
The Road to Serfdom, was in part a political
tract. Furthermore, right after he published
The Road to Serfdom, he started work on a
book on theoretical psychology. He would
later say that the resulting volume, The
Sensory Order ([1952] 1967h), was
extremely important for understanding his
later work. But he never said how or why,
and, for that matter, subsequent references
to The Sensory Order were not particularly
prominent. Later in his career, he would turn
to political theory, and, ultimately, he would
offer an evolutionary theory of the
development of human social norms. These
sorts of violent twists and turns in research
interest cry out for explanation. Is it
possible to make sense of Hayek’s journey?
That is certainly one of the biggest
challenges that we face.

If Hayek is sometimes a puzzle for later
interpreters, he was also himself a puzzler.
Schooled in a university tradition that
permitted bright students to explore areas
on their own, he was confident enough to
plunge into new fields of study when he

thought that they might help him discover
solutions to his problems. The first puzzle
that Hayek encountered had to do with the
role of money in an economy. The existence
of money obviously conferred substantial
benefits- at the most basic level, it facilitates
trade, thereby encouraging specialization
and growth. Money is a puzzle because its
manifold benefits come at a cost: money
itself can destabilize an economy, as the
hyperinflation that wracked the already-
decimated economies of Germany and
Austria following World War I amply
demonstrated. Hayek’s first puzzle was to
provide a theory of how a monetary
economy works, one that would also
explain why at times it fails to work.

By the 1930s, Hayek was working on a
second, related puzzle: a theoretical
description of how a capital-using
monetary economy, one with freely
adjusting prices, might operate through
time. Hayek was not, of course, the only
one to tackle this question, and the answer
offered by one of his rivals, a British
economist named John Maynard Keynes,
would be taken by many economists as
definitive during the middle decades of the
twentieth century. Keynes was not only a
theorist, he was also a man of affairs, and
he saw himself as saving capitalism. Others
of his rivals among the economists, market
socialists like Oskar Lange, thought the
rescue mission chimerical and
recommended more drastic remedies.

Whatever the many differences that
separated Keynes from Lange might be,
both of them saw a machine that had
broken down when they looked at the
economy. This provided another puzzle for
Hayek, for, when he looked at the economy,
he saw an organism that sometimes failed
to work, to be sure, but at other times was
able to coordinate the activities of millions
of independent human beings. Why did
almost everyone else of his day see the
world so differently? Hayek began to
wonder whether the theoretical tools that
economists employed were to blame. He
came to the conclusion that even the most
advanced theories of the time failed to
capture the central features of a market
economy, in particular the way it was able
to coordinate dispersed knowledge and
allow that knowledge to be used by others.
Hayek eventually came up with an
alternative description that highlighted that
fact.

It convinced no one, or virtually no one,
at least not at first. And Hayek recognized
immediately that changes in economic
reasoning alone were not enough. If he was
to convince his opponents, he would need



18   ama -gi  The Journal of the Hayek Society at LSE

to develop a more complete theory of
society, to show how a host of social
institutions might work together to allow
free individuals to put their knowledge to
use. This recognition led Hayek into all
sorts of new areas of study and to new
puzzles. Why did some institutions work
better than others? Where did they come
from? Could they be altered? At what cost?

Every step along the way, then, Hayek
encountered puzzles and opponents who
offered alternative solutions to them. But
there was one constant: every one of his
opponents claimed to be doing “real”
science. This provided a final puzzle, one
with which Hayek would deal all his life.
What was science, after all? What
distinguished it from pseudoscience? (This
question also engaged one of Hayek’s
closest friends, the philosopher Karl
Popper.) It was clear enough that, for much
of the twentieth century, science was
regnant. But Hayek felt that many of his
opponents, all claiming the mantle of
science, were but pretenders to the throne.
He constantly encountered people who
thought of themselves as objective
scientists, people who held ideological
views different from his and who
immediately felt comfortable attributing
their differences to the fact that, whereas
they were scientists, he was an ideologue.
Hayek developed criticisms of what he
called scientism and also tried to explain
how his opponents had come to hold their
erroneous beliefs. In the process, like Carl
Menger before him, he turned to the study
of methodology to make his case. And, just
as, earlier, he had found that the tools of

equilibrium theory did not illuminate the
workings of a market economy, he found
that the methods of study endorsed by his
scientistic antagonists obscured the
workings of the complex, spontaneously
ordered phenomena that social scientists
seek to explain. He therefore proposed
alternative methods.

Hayek’s methodological views are of
interest in their own right, but they also
increasingly came to inform much of his
substantive work. Accounts that leave out
this part of his thought miss much of the
rationale for why he took the specific
positions he did. In tracing out the
evolution of his ideas, I will try to show the
relations between his methodological
writings and his contributions to such areas
as economics, political philosophy, and
psychology. I will not try to provide a
systematic and detailed exposition of all
his theories. There already exist a number
of excellent generalist accounts that
provide overviews as well as others that
deal with specific aspects of his thought.

Even in the light of the recent additions
to the literature, I still feel that, in part 1, I
am able to add considerably to our
understanding of Hayek’s predecessors
and their effects on his thought. In
particular, I have tried to emphasize the
complex interplay of theory and
methodology and to highlight the
contending ideological, political, and
academic rivalries that existed between the
Austrians and their historicist, and, later,
their positivist and socialist, opponents.
This background would help shape
Hayek’s perceptions of, and responses to,

his own opponents, from the American
institutionalists to the assorted groups and
personalities that he would encounter in
England and beyond. An understanding of
it will allow us to make better sense, I think,
of the unique blending of perspectives and
viewpoints that would emerge in his own
thought, a blending that resulted in a
thoroughly modernist critique of the
scientistic pretensions of his age and yet
simultaneously pointed toward some
surprising (some might even label them
postmodern) new directions.

Finally, Hayek’s story is, well, just a plain
good story. The people he knew and those
he corresponded with, worked alongside
of, and argued against include many of the
most influential economists of the twentieth
century. His is, in many ways, the story of
the development of modern economics.
But, because Hayek so frequently
disagreed with those around him, his was a
contrapuntal variation, parallel but
contrasting, and the more intriguing for it.
It is a great tale, one that I will relish
recounting, and I suspect that my
enthusiasm will shine through my analysis.

Adapted from Hayek’s Challenge: An In-
tellectual Biography of F.A.Hayek pub-
lished by the University of Chicago Press,
2003.

Bruce Caldwell is the Joe Rosenthal Excel-
lence Professor of Economics at the Uni-
versity of North Carolina at Greensboro and
the general editor of The Collected Works
of F.A. Hayek.




