Toward Liberty



-

The INSTITUTE FOR HUMANE
STUDIES, INC., was founded in 1961 as
an independent center to encourage basic
research and advanced study for the
strengthening of a free society. Through
seminars, fellowships, publications, and
other activities, the Institute seeks to
serve a worldwide community of scholars
in education, business, and the pro-
fessions who are interested in broadening
the knowledge and practice of the
principles of liberty.

Copynght ©1971 by
Institute for Humane Studies, Inc.

Printed in the United States of America



2 EET R RCans

L o

Toward Liberty

Volume I of Two Volumes

Essays
in honor of
Ludwig von Mises
on the occasion of
his 90th birthday,
September 29, 1971

Sponsoring Committee

F. A. von Hayek
Henry Hazlitt
Leonard E. Read
Gustavo R. Velasco
F. A. Harper, Secretary

institute for Humane Studies, Inc.
Menlo Park, California 94025

oo
-
-



Y

CONTENTS
(Continued from Volume [)

SPAIN

En Torno a la Funcion del Capital

Joaqufn Reig, Doctor en Derecho, Ma-
drid .

SOUTH AFRICA

Reflections on the Keynesian Episode

W. H. Hutt, Distinguished Visiting Pro-
fessor, University of Dallas, Texas; Pro-
fessor Emeritus, University of Cape-
town

Ludwig von Mises and the Market Process

L. M. Lachmann, Professor of
Economics and Economic History, Uni-
versity of the Witwatersrand, Johannes-
burg .

UNITED STATES

Values, Prices and Statistics

Bettina Bien, Member of the Senior
Staff, Foundation for Economic Educa-
tion, New York .

The Tax System and a Free Society

Oswald Brownlee, Professor of Eco-
nomics, University of Minnesota .

How “Should” Common-Access Facilities
Be Financed?

James M. Buchanan, Professor of Eco-
nomics and General Director of the Cen-
ter for Study of Public Choice, Virginia
Polytechnic Institute and State Univer-
sity .

13

38

53

66

75



-

Pitfalls in Planning: Veterans‘y Housing af-
ter World War 11

Marshall R. Colberg, Professor of Eco-
nomics, Florida State University

Presents for the Poor

R. L. Cunningham, Professor of Phil-
osophy, University of San Francisco

Restrictions on International Trade: Why
Do They Persist?

W. Marshall Curtiss, Executive Secre-
tary, Foundation for Economic Educa-
tion, New York

“human action”

E. W. Dykes, Lawrence, Dykes, Good-
enberger and Bower, Canton, Ohio.

The Genius of Mises’ Insights

Lawrence Fertig, Economic Columnist
and Author, New York

On Behalf of Profits

Percy L. Greaves, Jr., Armstrong Profes-
sor of Economics, University of Plano,
Texas .

Tax Reform: Two Ways to Progress

C. Lowell Harriss, Professor of Eco-
nomics, Columbia University; Economic
Consultant, Tax Foundation of New
York.

The Future of Capitalism
Henry Hazlitt, Wilton, Connecticut

Prices and Property Rights in the Com-
mand Economy

Arthur Kemp, Charles M. Stone Profes-

88

101

108

118

123

132

146

159



vi

-~

UNITED STATES (Continued)

sor of Money and Credit, Claremont
Men’s College, California.

The Inevitable Bankruptcy of the Socialist
State

Howard E. Kershner, Chairman, Chris-

tian Freedom Foundation, Californja .
Entrepreneurship and the Market Ap-
proach to Development

Israel M. Kirzner, Professor of Eco-

nomics, New York University .

The New Science of Freedom

George Koether, Rainbow Rndge Vurgm

Islands .

Financing, Correcting, and Adjustment:
Three Ways to Deal with an Imbalance of
Payments

Fritz Machlup, Walker Professor of
Economics and International Finance,
Princeton University

On Protecting One’s Self from One's
Friends

Don Paarlberg, Hillenbrand Professor of
Agricultural Economics, Purdue Univer-
sity {on Leave)

Recollections Re a Kindred Spirit

William A. Paton, Professor Emeritus of
Economics, University of Michigan .

Ludwig von Mises

William H. Peterson, Princeton, New
Jersey; Former Student and Teaching
Associate of Professor Mises

172

187

194

209

220

239

249

268



The Economic-Power Syndroﬁ‘fe

Sylvester Petro, Professor of Law, New
York University .

Ownership as a Social Function

Paul L. Poirot, Managing Editor, The
Freemman, frvington-on-Hudson, New
York

To Abdicate or Not

Leonard E. Read, President, Founda-
tion for Economic Education, New
York

The Book in the Market Place

Henry Regnery, Chairman of the Board,
Henry Regnery Company, Chicago .

Lange, Mises and Praxeology: The Retreat
from Marxism

Murray N. Rothbard, Professor of
Economics, Polytechnic Institute of
Brooklyn .

The Production and Exchange of Used
Body Parts

Simon Rottenberg, Professor of Eco-
nomics, University of Massachusetts

The Education of Lord Acton

Robert L. Schuettinger, Assistant Pro-
fessor of Political Science, Lynchburg
College, Virginia . ..

Chicago Monetary Tradition in the Light
of Austrian Theory

Hans F. Sennholz, Professor of Eco-
nomics, Grove City College, Pennsylvania

Hubris and Environmental Variance

Joseph J. Spengler, James B. Duke Pro-

274

293

299

303

307

322

334

347



vidi

-~

UNITED STATES (Continued)

fessor of Economics, Duke University,
North Carolina

An Application of Economics in Biology

Gordon Tullock, Professor of Econo-
mics and Public Choice, Virgiia Poly-
technic Institute and State University .

What Mises Did for Me

John V. Van Sickle, Boulder, Colorado;
Professor Emeritus of Wabash College

Economics in a Changing World

G. C. Wiegand, Professor of Economics,
Southern Hlinois University.

Can a Liberal Be an Equalitarian?

Leland B. Yeager, Professor of Eco-
nomics, University of Virginia .

URUGUAY

The Political Economy of Nostalgia

Ramon Diaz, former Professor of Politi-
cal Economy, University of Uruguay .

367

375

392

398

422

441



En Torno a la Funcion del Capital

Joaquin Reig

. 7’
(Algunas de las cosas que Mises nos ensefiod)

""Marx utilizd, en sentido peyora-
tivo, desde luego, las palabras capi-
talismo, capital y capitalistas, al
igual que hoy la mayor parte de las
gentes las emplean... Tales voca-
blos, no obstante, reflejan con extra-
ordinaria justeza que fué aquello que,
primordialmente, provocé el maravi-
lloso progreso de los dos Ultimos si-
glos, es decir, esa incesante mejoria
del nivel de vida de unas masas huma-
nas en continuo crecimiento.' (Mises).

Lo que los hombres lamentamos - sin, desde luego, la
mayoria saberlo - es una capitalizacion insuficiente; nos que-
jamos de no disponer, en cuantfa bastante, de aquellos medios
necesarios para alcanzar los objetivos anheladoi. Consumir mas
- a no dudar, lo deseado - exige mayor produccion. Para ampliar
ésta, sin embargo, preciso resulta disponer de supletorios in-
strumentos, merced a los cuales cabrd mejor aprovechar los re-
cursos naturales disponibles. La obtencion de tales factores
presupone anterior ahorro: haber destinado parte de la previa
actividad humana a la preparacion de esos bienes econdmicos
- capital - gue el incremento de la producci6ﬁ requiere, Los
Problemas de nuestro tiempo, como desde el albor de la humani-
dad sucede, sélo a base de mis capital pueden ser eficazmente
abordados.
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Lo dramaético, sin embargo, es que el capital sdlo
aparece bajo una economia de mercado; en un orden social
donde exista la propiedad privada de los medios de produc-
cién, los cuales, consecuentemente, pueden ser contratados,
registrando asi sus respectivos y correspondientes precios.

El régimen colectivista tiene bienes de capital, pero no sabe
qué sea capital. Porque el capital no es una cosa material, si-
no un concepto intelectual; es, en definitiva, el valor de merca
do de los medios de produccién que el sujeto econémico tiene
a su disposicién. Y no son los factores disponibles lo importan-
te para la produccidn, sino la utilidad social, el valor, en cada
supuesto concreto,de aquéllos.

Hay minas, terrenos, aguas y miultiples riquezas na-
turales inexplotables por carecerse de los elementos comple-
mentarios necesarios para su aprovechamiento. No constituyen
aquellos elementos capital; lo seran sélo cuando surjan, gra-
cias al ahorro, los medios que permitan su explotacién. El ni-
vel de vida de un pais no depende de las riquezas naturales
que posea, sino de la cuantia del capital disponible. Véase el
caso de Suiza, en un sentido, y el de China o la India, en el
contrario.

Por eso, factores de produccidén, que, en cierto mo-
mento, fueron capital, pueden, después, dejar de serlo (con in-
dependencia de su desgaste). Supongamos una empresa ferro-
viaria, hace treinta afios, con un parque de cien locomotoras
de vapor, es decir, las, entonces, predominantemente emplea-
das. Constitufan ellas, a la sazén, un capital importante. Esa
misma empresa, ahora, con idénticas locomotoras, hallarfase,
en cambio, totalmente descapitalizada, ya que, segin todo el
mundo sabe, dicho tipo de traccion resulta antiecondmico, in-
explotable. Las locomotoras de vapor, consecuentemente, ca-
recen hoy de valor, de interés social, ya no son capital, aun-
que ayer lo fueron.

Ese instrumento mental que es el capital -basado
en los precios del mercado- nos indica qué, cémo y cuanto
producir, Sila organizacidon social imperante impide recurrir
a tal herramienta intelectual, la actividad econdémica toda se




hunde en insoluble caos.

"Los empresarios -nos ensefia Mises- invierten el
capital, ahorrado por terceros, procurando satisfacer, del
modo mejor, las mas urgentes y todavia no satisfechas nece-
sidades de los consumidores. Junto a los investigadores, de-
dicados a perfeccionar los métodos de produccidn, desempe-
fian los empresarios, inmediatamente después de quienes su-
pieron ahorrar, papel decisivo en el progreso econdmico.
Los demas no hacemos sino beneficiarnos de la actuacién de
aquéllos. Cualquiera que sea nuestra actividad, somo simples
beneficiarios de un progreso al que en nada contribuimos.

Lo carac teristico de la economia de mercado es be-
neficiar a la inmensa mayoria, que recibe la parte del leén
de unas mejoras conseguidas gracias exclusivamente al ac-
tuar de aquellos tres grupos rectores, integrados por quienes
ahorran, quienes invierten y quienes arbitran formulas nue-
vas que permiten mejor explotar los bienes disponibles."

Estas lucubraciones en torno al concepto de capital
nos hacen ver el defecto basico del socialismo. El régimen
colectivista, por definicién, exige que ningin factor de produc-
cién quede en manos privadas. Dichos bienes son todos pro-
piedad del estado o de cualquier otro Unico ente colectivo; no
pueden ser contratados en ningin mercado y, por tanto, care-
cen de precios gque reflejen su respectivo interés social.

Plantéase, en esta situacién, al rector de la comu-
nidad socialista el azorante problema de determinar cdémo
producir aquello que él mismo -por si y ante si, car tel est
notre bon plaisir- haya decidido sea lo que mas conviene
elaborar. Se puede, desde luego, fabricar escupideras de oro
0 juguetes de molibdeno para los nifios, cuando se descono-
ce el precio del oro y del molibdeno.
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Mises sitla la cuestion con su habitual claridad:

"Una ciudad puede ser abastecida de agua potable
mediante transportar el liquido elemento desde lejanos ma-
nantiales a travées de acueductos -método empleado desde los
tiempos mas remotos- o bien purificando, por unos u otros
medios, el agua insalubre existente en la localidad. Pero
;por qué no producir agua sintética? La técnica moderna ha
tiempo resolvidé cuantas dificultades tal produccién plantea.
El hombre medio, dominado siempre por su inercia mental,
limitariase a calificar la idea de absurda. La Unica razdn,
sin embargo, por la que no producimos hoy agua potable sin-
tética -aunque tal vez mafiana lo hagamos- es porque el cal-
culo econdémico nos advierte que se trata del procedimiento
mas caro de todos los conocidos. Eliminado el cadlculo econd-
mico, la eleccién racional deviene imposible. "

La contabilidad de capital nos permite saber si se
gana o se pierde en la actividad econdmica; advertimos si lo
que producimos vale mas o vale menos que los factores in-
vertidos. En el primera caso, nuestra actuacidn tiene interés
social y conviene proseguirla; en el segundo, no, y debemos ’
orientar el esfuerzo en otra direccidn.

El dictador socialista, cercado siempre por las ti-
nieblas que el propio sistema engendra, jamas puede servir-
se de esas clarisimas directrices con las que el mercado, a
diario, en bien de los consumidores, guia al productor capita-
lista. La ceguera de aquél, sin embargo, hoy en dia, todavia
no es absoluta, pues, mal que bien, se orienta contemplando
la actuacidén del mundo llamado capitalista. Se entera, asi, de
que no debe producir agua sintética, ni utilizar locomotoras
de vapor, pero ha de cometer, no obstante, errores garrafa-
les, por buena que su intencidén sea -cosa que jamas se discu-
te- pues las situaciones no son nunca idénticas y cada proble-
ma econdmico hay que resolverlo segin el momento especifi-
co y la circunstancia particular requiera.

Esta intrinseca falla del socialismo, descubierta por
Mises hace cincuenta afios, aunque al principio fué amplia-
mente discutida, ya nadie la pone en duda. Los socialistas
informados -que, por desgracia, son pocos- desde hace vein-



ticinco afios no se atreven a discutir con el maestro; pre-

tenden simplemente escamotear el tema. Se acabd para el
socialismo el blasonar de cient{fico; se ha transformado, sim-
plemente, en una secta religiosa, cuyos dogmas no deben ser
jamas sometidos al andlisis 16gico. El superior no se equivo-
ca nunca, pues es -no lo dude nadie- infinitamente sabio y
bondadoso. He ahi el absurdo mito en que todo el edificio in-
telectual socialista se apoya.

""Las gentes -nos recuerda Mises- frecuentemente
califican de religi()n al socialismo. Y, ciertamente, lo es; es
la religion de la autodivinizacién. El Estado y el Gobierno al
que los planificadores aluden, el Pueblo de los nacionalistas,
la Sociedad de los marxistas y la Humanidad de los positivis-
tas son distintos nombres que adopta el dios de la nueva reli-
gién. Tales simbolos, sin embargo, tan sdlo sirven para que
tras ellos se oculte la personal voluntad del reformador. Asig-
nando a su idolo cuantos atributos los tedlogos a Dios otorgan,
el engreido ego se autobeatifica. También él es -piensa- infi-
nitamente bueno, omnipotente, omnipresente, omnisciente y eter-
no; el dnico ser perfecto en este imperfecto mundo.

La economia debe rehuir el fanatismo y la sectaria
ofuscacién. Argumento alguno, desde luego, impresiona al fiel
devoto. La maéas leve critica resulta para €l escandalosa y re-
cusable blasfemia, impfo ataque lanzado por gentes malvadas
contra la gloria imperecedera de su deidad. La economia se in-
teresa por la teoria socialista, no por las motivaciones psico-
logicas que inducen a las gentes a caer en la estatolatria."

o
o (¢}

Una vez aprehendido el concepto, facil es percatar-
se de que, mediante manipulaciones monetarias, huérfanas de
ahorro y simplemente ampliadoras de la masa dineraria, no
se crea capital, ni por tanto riqueza. (Si ello no fuera asi, lo
mejor seria arrojar, con un helicOptero, toneladas de papel
moneda a lo largo y lo ancho del pais).

La Administracién amplia la cuantia de los medios
de pago, particularmente, otorgando créditos baratos, que el
mercado no concederia, ya sea a través de sus organismos,
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ya sea induciendo a ello, por unos u otros medios, a la ban-
ca. La creacidon de billetes tiene importancia monetaria pero,
a estos efectos, podemos pasarla por alto. La banca privada,
ndtese incidentalmente, bajo un régimen de libertad, no puede
sino limitarse a administrar, del modo mas acertado posible,
los factores monetarios que encuentra dados. Su propia su-

pervivencia le veda lanzarse a ningin boom expansionista.

El bajo interés de los aludidos créditos oficiales
perturba la marcha de la economia, desembocando, al cabo
del tiempo, en la temida crisis econdmica. Dichos arbitris-
mos crediticios dan, en efecto, lugar a inversiones -aparente-
mente lucrativas, dado el bajo interés que pagan- para las que
no existen, sin embargo, los requeridos factores de produc-
cién. Los que, en las producciones alentadas por el crédito
facil, son invertidos, detraense, por desgracia, de otras, mas
conformes con los deseos del mercado consumidor, cuyas ac-
tividades consiguientemente quedan restringidas. Y la crisis es
simplemente la purga, el correctivo, que obliga a abandonar
empresas disconformes con las necesidades de los comprado-
res. En tal sentido, aquélla, como la fiebre, constituye un bien.

Dice a este respecto Mises:

""Es el proceso democratico del mercado lo que ori-
gina la crisis. Los consumidores no estan conformes con el
modo cbémo los empresarios emplean los factores de produc-
cién. Muestran su disconformidad comprando y dejando de
comprar. Los empresarios, cegados por el espejismo de unas
tasas de interés artificialmente rebajadas, no han efectuado
aquellas inversiones que permitirian atender del mejor modo
posible las mas acuciantes necesidades del publico. Tales ye-
rros quedan al descubierto en cuanto la expansidon crediticia
se detiene. La actitud de los consumidores obliga a los em-
presarios a reajustar de nuevo sus actividades al objeto de
dejar atendidas en la mayor medida posible las necesidades
de las gentes. Eso que denominamos depresién es precisamen-
te el proceso liquidatorio de los errores del auge, readapta-
cion de la produccién a los deseos de los consumidores.

En la economia socialista, por el contrario, sdlo
cuentan los juicios de valor del gobernante; las masas no tie-
nen medios que les permitan imponer sus preferencias. El
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dictador no se preocupa de si las gentes estan o no confor-
mes con la cuantia de lo que €l acueérda dedicar al consumo

y de lo que &l decide reservar para ulteriores inversiones.

Si la importancia de estasiltimas obliga a drasticamente redu-
cir el consumo, el pueblo pasa hambre y se aguanta. No se
produce crisis alguna porque las gentes no pueden expresar su
descontento. Donde no hay vida mercantil, ésta no puede ser
prospera ni adversa. En tales circunstancias habri pobreza e
inanicidn, pero nunca crisis en el sentido que el vocablo tiene
en la economia de mercado. Cuando los hombres no pueden op-
tar ni preferir, en forma alguna cabeles protestar contra la
orientacién dada a las actividades productivas. "

El intervencionismo provoca siempre efectos contra-
rios a los que los patrocinadores del sistema aspiran a conse-
guir. Tal acontece, como no podfa ser menos, con el interven-
cionismo de tipo monetario que contemplamos. Se desea, al
multiplicar los medios de pago, reduciendo el interés, incre-
mentar la produccidén; y lo inico que se consigue es malinver-
tir los siempre escasos factores de produccién disponibles;o
sea, disminuir, al final, el valor de lo producido.

Con todos los precios sucede lo mismo. Los maxi-
mos, aquéllos por encima de los cuales no se deberia comer-
ciar, precisamente porque el bien en cuestiéon es considera-
do de grande interés social, dan Iugar a que las explotaciones
marginales, al devenir antiecondmicas, dejen de producir, con
lo que no se amplia, sino que se reduce la produccién y el
nimero de quienes efectivamente consiguen disfrutar de la tan
apetecida mercancia. Hay, por tanto, mayor escasez; talmente
lo que se queria evitar.

Los precios minimos operan igual, aunque con sig-
no contrario. Hacen aumentar, ponendo en marcha ofertas
marginales, la cuantia de unos bienes que, dadas las circuns-
tancias concurrentes, ya resultaban excesivos y cuyos pre-



cios, por eso mismo, declinaban. Aparecen los indisponibles
excedentes, con los que nadie sabe ya qué hacer.

"Existen y han existido siempre -afirma Mises-
partidarios de la regulacién coactiva de los precios y que, sin
embargo, de modo categdrico, proclaman ser partidarios de
la economia de mercado. El poder publico puede, en su opi-
nidén, alcanzar los fines que se propone mediante la fijacion de
precios, salarios y tipos de interés, sin abolir en modo algu-
no ni el mercado, ni la propiedad privada de los medios de
produccidén. La regulacién coactiva de los precios constituye
el mejor -o mas bien el Unico- procedimiento para conservar
el régimen de empresa privada e impedir el advenimiento del
socialismo. Pero indignanse hasta el paroxismo si se les refu-
ta y se les demuestra que la interferencia en los precios, apar

o A Bosr s i b e A

te de empeorar la situacién, fatalmente conduce al socialismo. !

o G

Y esto nos lleva al problema de los salarios. Todo
trabajador por cuenta ajena, como es natural, desea aumentar
sus ingresos, pues quiere vivir mejor (no importa si es en el
aspecto espiritual o en el material). Para elevar los salarios
han sido ideados arbitrios miltiples. Pero las rentas laborales

reales Unicamente aumentan cuando se incrementa la productivi- -

dad del laborador y esto, a no ser que el interesado desee tra-
bajar mas, sdlo se consigue poniendo a disposicién del opera-

rio una mayor y mejor constelacion de instrumentos de produc- :

cidén previamente elaborados; en otras palabras, mas capital.

El capital, que el ahorro crea, abre la posibilidad de
iniciar nuevas actividades; crece, con ello, la demanda de tra-
bajadores. Los salarios tienden al alza y se financia esta, sin

perjuicio para nadie, con la supletoria produccién que la mayor

capitalizacion lleva aparejada.

"La unica diferencia -dice Mises- existente entre
las condiciones de trabajo de la era capitalista y de la preca-
pitalista y, aun hoy, entre los paises atrasados y los occiden-
tales, consiste en la distinta cuantia del capital disponible. El
incremento per capita de este Ultimo eleva, por una parte, la
utilidad marginal del trabajo y, por otra, abarata: las mer-

cptbear mtaal
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cancias. Ninglin adelanto técnico cahe adoptar si previamen-
te no ha sido ahorrado el correspondiente capital. Sélo el
ahorro, la acurulacién de nuevos capitales, ha permitido
ir, paulatinamente, desterrando la penosa bisqueda de ali-
mentos a que se hallaba obligado el primitivo hombre de
las cavernas e implantar, en su lugar, los fecundos métodos
modernos de produccion. Tan trascendental mutacién fué po-
sible gracias a aquellas ideas, amparadoras de la propiedad
privada de los medios de produccién, que, proporcionando
garantias y seguridades, permitieron la acumulacién de ca-
pital. "

La coactiva elevacion de las retribuciones salaria -
les no eleva, en cambio, la renta de la masa trabajadora; lo-
que produce es paro, en las explotaciones marginales. Se be
neficia a algunos laboradores, reduciéndose los ingresos de
otros hermanos suyos, quedando ademas inactiva una parte
del capital disponible, lo que supone, en la practica, eviden-
te descapitalizacion.

Para quien haya logrado percatarse de la intima re-
lacion entre capital y salarios y advierta las desastradas con-
secuencias sociales que lleva aparejada la coactiva elevacidén
de las rentas laborales, resulta en verdad entristecedora la
posicién adoptada en estas materias por la opinién publica,
que Mises, en grafico pasaje, bien retrata:

"Propugnar un alza constante de la remuneracion la-
boral -por decisién del poder piblico'o como consecuencia
de la intimidacién o la fuerza de los sindicatos- constituye la
esencia de la filosofia actual. Elevar los salarios madas alla
del limite que un mercado inadulterado sefialaria, repitase
medida indispensable desde el punto de vista econdémico, am-
parada ademas por eternas normas morales. Quien tenga la
audacia de oponerse a ese dogma ético-econdémico verase,
de inmediato, menospreciado como imagen viva de la maxi-
ma perversidad e ignorancia. El temor, el asombro, con que
las tribus primitivas contemplaban a quienquiera osara violar
una norma reputada tabl, es idéntico al que traducen nuestros
contemporaneos cuando alguien es lo bastante temerario como
para, de algiin modo, atreverse a cruzar 'las lineas de pique-
tes'. Millones de seres exultan de gozo cuando los esquiroles
reciben ''su merecido castigo' de manos de los huelguistas,



en tanto que policias, fiscales y jueces o se encierran en al-
tiva neutralidad o, incluso, ponense del lado de quienes provo-
can las algaradas."

Lo anterior nos lleva de la mano a aludir, aunque
s0lo sea de pasada, al tan manoseado tema del '"asociacionis-
mo laboral' y al no menos manido del ""derecho de huelga''.
Dos parrafos magistrales bastan a Mises para situar ambas
cuestiones en sus estrictos y exactos términos:

"La esencia del problema nada tiene que ver con el
"derecho de asociacidon'. Tan sdlo se trata de dilucidar si con-
viene conferir a determinado grupo de ciudadanos el privile-
gio de impunemente recurrir a la accién violenta. Estamos
ante un problema idéntico al que suscitan las actividades del
Ku Klux Klan.

Incorrecto también resulta enfocar el asunto desde
el angulo del '"derecho a la huelga'. No se discute el derecho
a abandonar el trabajo, sino la facultad de obligar a otros
-mediante la intimidacidn y la violencia- a holgar. Cuando los
sindicatos, para justificar su actuacidn intimidatoria y violen-
ta, invocan el derecho de huelga, no quedan mejor emplaza-
dos que la secta religiosa que pretendiera ampararse en la li-
bertad de conciencia para perseguir al disidente."

o o

Y hablando de capital no es posible dejar de aludir
a las exacciones fiscales.

Los impuestos son necesarios porque, para mante-
ner el orden publico, tal cual estin las cosas, ineludible pa-
rece el Estado. La financiacidn del aparato estatal constituye
un costo, es decir, un medio necesario para alcanzar un fin
deseado. Conviene, por lo dicho, desde un punto de vista so-
cial, sufragar tal dispendio mediante contribuciones que inci-
dan lo menos posible en el ahorro. (Los impuestos indirectos,
en este sentido, provocan una tendencia al alza de los sala-
rios y al mejoramiento del nivel de vida de las clases traba-
jadoras, al afectar en menor medida la creacién de capital).
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Que el Estado gaste lo ﬁi‘enos posible, una vez de-
bidamente atendido el respeto a la ley, es siempre beneficio-
so para todos y particularmente para quienes gozan de meno-
res medios, pues lo que no sea consumido por la Administra-
cién se dedicara, forzosamente, a las producciones que desde
un punto de vista social mas interesen.

"Cuando la ley -dice a este respecto Mises- hace
prohibitivo, por ejemplo, acumular mas de diez millones o
ganar mas de un millon al afio, aparta, en determinado mo-
mento, del proceso productivo, precisamente, a aquellos indi-
viduos que mejor estan atendiendo los deseos de los consumi-
dores. Si una disposicion de este tipo hubiera sido dictada en
los Estados Unidos hace cincuenta afios, muchos de los que
hoy son multimillonarios vivirian en condiciones bastante mas
modestas. Ahora bien, todas esas industrias, que abastecen a
las masas con mercancias nunca sofiadas, operarian, de haber-
se llegado a montar, a escala reducida, hallandose, en conse-
cuencia, sus producciones fuera del alcance del hombre medio.
Perjudica, evidentemente, a los consumidores el vedar a los
empresarios mas eficientes que amplien la esfera de sus acti-
vidades, en la medida que conforman con los deseos de las
gentes, deseos que éestas patentizan al adquirir los productos
por aquéllos ofrecidos. Plantéase de nuevo el dilema: ;a quién
debe corresponder la suprema decisién, a los consumidores o
al jerarca? En un mercado sin trabas, el consumidor, compran-
do o absteniéndose de comprar, determina, en definitiva, los in-
gresos y la fortuna de cada uno. ;Es prudente investir a quie-
nes detentan el poder con la facultad de alterar la voluntad de
los consumidores?"

o] o]

La falta de conocimiento popular, en estas materias,
es grande. Por eso, ni aun los gobernantes mas ilustrados y
mejor intencionados pueden, muchas veces, aplicar medidas,
altamente beneficiosas para las masas, pero que éstas aira-
das rechazan, sin advertir que estan laborando contra sus pro-
pios intereses.

Difundir informacidén acerca de cémo, realmente,
funciona la economia, acerca de cémo opera, en definitiva, la

1



actividad toda del hombre, es lo que mas urgente parece.
Impuestas las gentes de tales verdades, cabria, sin dificul-
tad, reducir el gasto estatal a aquello que el mantenimien-
to del orden publico en cada caso exigiera; evitar la crea-
cién de medios de pago con créditos de caracter politico y
administrativo; fomentar la capitalizacion, a traves de un
sistemna impositivo que castigara lo menos posible al aho-
rro; desterrando, en definitiva, un intervencionismo que §0-
lo indeseadas consecuencias acarrea y que paulatinamente
nos va entregando en manos del marxismo, la mas grande
aberracién econdmica jamas ideada por el hombre. Se con-
seguiria, as{, -y esto parece lo mas importante- elevar, en
el mayor grado posible, el nivel de vida de todas las clases
sociales, particularmente el de las de menores medios. :

Dice Mises, en el (ltimo parrafo de La Accidon Hu-
mana, donde parece querer condensar todo su trascendente
mensaje:

-

"El saber acumulado por la ciencia econdmica for-
ma parte fundamental de la civilizacidn; en dicho saber se
basa el industrialismo moderno y en él se han amparado
cuantos triunfos morales, intelectuales, técnicos y terapéuti-
cos ha alcanzado el hombre a lo largo de las dltimas centu-
rias. El género humano decidiri si quiere hacer uso adecua- :
do del inapreciable tesoro de conocimientos que este acervo
supone o si, por el contrario, prefiere no utilizarlo. Ahora :
bien, si los mortales prescinden de tan espléndidos hallaz- ‘
gos y siguen menospreciando tan fecundas ensefianzas, no por
ello desvirtuaran la ciencia econdmica; se limitaran, desgra-
ciadamente, a destruir la sociedad y a aniquilar al género
humano. " i

o
o o

Son éstas unas pocas de las miltiples verdades
con que Mises amplia nuestro conocimiento. Pero, aparte de
tan invaluable ilustracidén, el gran legado del maestro, creo
yo, consiste en habernos ensefiado a muchos a pensar, es de-
cir, a mentalmente especular con el rigor maximo y la jus-
teza mayor que a cada uno permite su personal limitacién.

B Y

N. B. - Todos los subrayados del texto son del firmante.
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Reflections on the Keynesian Episode®

W. H. Hutt

" In my Keynesianism - Retrospect and Prospect, 1963, I
enunciated and defended the thesis that the intellectual
developments for which Keynes' General Theory appeared to be
responsible had caused a setback to scientific thinking about
human economic relations at a crucial epoch. 1In doing so, 1
referred (in the final chapter) to a growing tendency to
abandon crucial theoretical tenets in Keynes' system. Never-
theless, I maintained that concepts, analytical apparatus,
and policy-implications which had been erected on those appar-
ently discarded tenets, were surviving in the form of a new
neo-Keynesian orthodoxy.

I had expected reasoned objections to my rigorously-stated
argument following the publication of my book. None has been
forthcoming. Nor haa a subsequent article of mine (entitled
Keynesian Ravisions) which submitted further evidence of a
retreat by major exponents of the Keynesian gospel, called
forth any reply.2 1In the meantime the retreat has continued

lﬁutt, Keynesian Revisions, South African Journal of Economics,
June, 1965.

2I do not, of course, accept mere disparagement and misrepre-
sentation (of which there has been plenty) as reply or criti-
cism. Subsequent to the publication of my book, J. H. Botha
published a courteous criticism of an earlier contribution of
mine — to Hazlitt's symposium, The Critics of Keynesian
Economics. This created the only opportunity I have yet had
of hearing and answering explicit Keynesian objections to my
argument. Botha's article was published in the S.A.J.E.,
1963, and my reply in the S.A.J.E., 1964.

*Mis essay 1s a revision of a contribution (for which
I had permission to republish) which appeared in Japanese
in Toyo Keizai, Tokyo, in 1966.
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although, apart from Leijonhufvud's impressive and scholarly
critique,” I am aware of no further direct attack on the Key-
nesian system.

The purpose of the present article is not to present ad-
ditional criticisms of Keynesian economics or of the actual
content of the neo-Keynesian orthodoxy which has emerged. My
aim is to throw light on some of the causes which appear orig-
inally to have created, and since to have been perpetuating,
the hold that neo-Keynesianism has acquired in academic cir-
cles.2 I shall refer also to the prospects of early or ulti-
mate emancipation from the consequences of the Keynesian
episode.

The reasons for the extraordinary seductiveness of the
notions which Keynes' disciples gradually systematized into
"Keynesianism'" and later rehabilitated into "neo-Keynesianism,"
concern the psychology of opinion — the genesis of intellectual
fashions, creeds and ideologies. The broad topic is one which
began to interest me as a young man, very soon after I had
entered academic life. In 1936, I recorded the results of my
early endeavors to clarify my thoughts on the subject in my
Economists and the Public, a Study in Competition and Opinion.
While that book was in the press, The General Theory was pub-
lished. I read quickly through such parts of Keynes' book
as I could then follow, and I managed to insert an additional,
last-minute passage in my own book, which recorded my rapidly
gained impressions. Already, in 1936, although I had been
bewildered by it, I had seen clearly, and predicted,3 that The
General Theory would have a quite unparalleled influence by
reason of what I judged to be its demerits as a contribution to
thought. For its policy implications appeared to have been
chosen for their political attractiveness; its misrepresentations
of the "classical' economists seemed certain to have a powerful
appeal (because the teachings of the "dismal science' had at all
times been accepted with reluctance by those who were unable to
refute them); and its obscurities (which I have since come to
recognize as due, in every case, to defective thinking), ex-
pressed as they were in the language of science, appeared likely

1On Keynesian Economics..., O.U.P. (1968).

20ther causes of the phenomenon are discussed in my recently
published book, Politically Impossible...? (Institute of
Economic Affairs, London, 1971).

3Hutt, Economists and the Public (1936), pp. 245-7.
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to enhance its reputation (for all too many people in all
spheres — the academic sphere not excluded — are apt to ac-
cept obscurity for profundity).l

I shall never forget the extraordinary impression left on
my mind by the brilliant preface of The General Theory. Keynes'
previous writings had struck me as forceful and challenging but
rather superficial. 1 had spent more time struggling with the
Treatise on Money than 1 had devoted to any previous book. Yet,
I felt that, in spite of a masterly discussion of index num-
bers? and many beautifully phrased passages, it was a badly-
planned, rambling and (I came to fear) an emphemeral work. Some
of Keynes' works, such as The End of Laissez-Faire, had im-
pressed me as shallow to the point of irresponsibility. Yet I
could not escape the persuasiveness of that preface to The
General Theory. It seemed to be announcing a critical, revolu-
tionary contribution of great intellectual courage. I started
reading, 1 remember, prepared for an exhilarating challenge. As
I read, my attitude changed quickly to bewilderment and dismay.
I had immediately foreseen that, in spite of the obscurity and
the apparent muddle of the book, it would have an unprecedented
impact; and 1 was moved to write the prophetic passage to which
I have just referred.

Austin Robinson explains how the Keynesian revolution '‘con-
sisted in inducing a reluctant body of dedicated but perhaps
rather cautious, critical, and conservative thinkers to abandon
a large part of what they had given their lives to learning and

1A similar judgment has been passed by Haberler, who suggests
that "the General Theory would have been much less influential
... had it built on existing foundations and had it done jus-
tice to earlier writers; had its author refrained from setting
up a caricature of the 'classical economists' as a strawman to
be knocked down; in other words, had Keynes written a scholar-
ly, well-balanced treatise instead of providing an ad hoc,
makeshift theory serving as underpinning for a combination of
policy tract, a passionate call for economic reforms, and an
impassioned indictment of orthodoxy." (Haberler, in Lekach-
man (Ed.) Keynes' General Theory, Reports of Three Decades,
P. 294).

2This discussion was based on work done very much earlier.
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teaching, and to accept, as one complete (r virtually complete)
package, a set of new and highly debatable propositions and of
new ways of handling familiar problems."l

I am only too conscious of the fact that, through the
arguments I presented in previous contributions, I also was
attempting to induce equally dedicated scholars to turn back
and relinquish intellectual capital into which years of study
and lecture preparation had been invested. In my case such a
task seemed herculean — almost quixotic; for whereas Keynes
(who had confidently — almost boastfully — forecast his suc-
cess in a letter to G. B. Shaw shortly before The General
Theory had appearedz) was well aware of how popular the policy-
implications of his teachings would be, I was just as well
aware of how unpopular mine were likely to be -~ at least for
many years to come. Austin Robinson confesses that he finds it
difficult to explain how Keynes managed to bring about the re-
volution. But although I had forecast the unprecedented influ-
ence of that book, I find myself unconfident when I try to ex-
plain to my own satisfaction the almost irresistible pressures
to academic conformity which built up after 1936. Austin Robin-
son was, I believe, more right than he fully realized when, in
his obituary article on Keynes, he compared to 'the atmosphere
of the revivalist meeting....'" the accelerating conversion of
economists to the Keynesian creed. It was, he wrote, '"a most
illuminating example of the process and psychology of conver-
sion...not only in Cambridge or in England but all over the
world...."3

In some measure this almost fantastic phenomenon probably
stemmed from the personal attributes of Keynes himself. Harrod
and Robinson have convincingly portrayed him as a grand person
— gentle, generous, gay, a bon viveur, witty, magnetic,
venturesome, scholarly and — among his friends — loyal, kind-
ly, and modest. He was also ambitious, impatient for influence,
acquisitive (from a longing for elegant living and those noble
things to which wealth gives access), ruthless and casuistic.
These are dangerous qualities in an economist, especially in
one who, by reason of background, personal charm and knowledge
of the world, moved in influential circles.

1R.obi.nson, in Lekachman, op. cit., p. 93.

2Harrod, Life of J. M. Keynes, p. 462.

3prinson, Economic Journal, 1947, p. 41.
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I have come to think of him as a strange combination of
philosopher, economist, and adventurer. One can discern in
his writings as a whole, I believe, a concern with what may be
termed "intellectual tactics,'" almost reminding one of his
success as a gambler and poker player.1 In his campaign among
economists and in his public life he was watching and calcu-
lating reactions and devising his career strategy accordingly.

As a thinker, he was original, scintillating and facile
rather than profound or dedicated.é His temperament and his
burning urge to change the course of events militated against
profundity. He skated brilliantly and dangerously on the sur-
face, failing to plumb the depths. Of exceptional intellect,
yet essentially a man of action, he was capable of mastering
rapidly those arguments and teachings which did not clash with
his settled convictions. But he treated economists who dif-
fered from him radically almost with contempt. He read their
contributions hastily — if at all — and with little effort
at sympathetic understanding. In his eagerness to bend policy
in the direction he favored, he seems to have hidden from him-
self his failure really to understand what he called 'classical"
teaching.3 To refute that teaching he was led to dialectical
tricks, recklessly imputing to the '"classical" writers opinions
which they could never be shown, by actual quotation, to have
held.4 His references to the teachings of the "classical” or

1As early as his 24th year he was gambling for large stakes in
the casinos of Europe. He was keen on poker. His financial
speculations began in 1919. In his private financial dealings
and in his role of trustee of institutions, he was persistent-
ly taking risks — gambles which would never have come off if
he had not correctly judged that governments would, in fact,
follow the policies he was advocating.

21n referring to his lack of profundity, I am according full
weight to the rare insight and critical power which eminent
reviewers reported in his Treatise on Probability.

3Harrod (ops cit., p. 453) confesses that it seemed to him that
Keynes was "in some confusion about what the classical posi-
tion really was; that he had not fully thought it through."”

4Perhaps the most indefensible misrepresentation was his quo-
tation of J, S. Mill in his attempt to refute Say's Law, where
(as B. M. Anderson, Emil Korner, Patinkin and others have
pointed out), he ended the quotation just where its contin-
uance would have led to a wholly different view of Mill's
contention. (See Hutt, Keynesianism, p. 390.)

17



"orthodox'' economists in his tract, The End of lLaissez-Faire,
and in the General Theory, are almost invariably flagrant mis-
representations.2 The propensity to attribute to a school of
thought one is attacking opinions which any member of that
school would indignantly deny is hardly a quality of the de-
tached scholar. Yet Keynes seems to have delighted in a chal-
lenging perverseness. He seemed to revel in destroying respect
for the patient achievement of sustained intellectual travail
by those he felt, more or less intuitively, were somehow wrong.
No man could have done more to weaken the authority of his
eminent contemporaries and predecessors — to leave an impres-
sion that he was debunking them.

Supremely confident, conscious of his reputation and
rhetorical skill, he appears to have been self-critical only
when his previous speculations had tended to lead him away
from instead of towards conclusions to which he was intuitive-
ly attached. When he discarded concepts and apparatus which
he had earlier introduced, it was because he had found more
convincing ways, although sometimes quite different and incon-
sistent ways, of stating a case which, in its essence, he had
not modified. Austin Robinson thinks of him as '"remarkably
consistent in his strategic objectives, but extraordinarily
fertile in tactical proposals for achieving them."2 I should
say rather that while his convictions about policy seem indeed
to have been unshakeable, he constantly changed the arguments,
assumptions, terminology and formulae which could be used to
justify those convictions. In other words, his fundamental
ideas were subject to change only in respect of the particular
concepts, formulae or jargon in which he dressed them.

Keynes' biographer, Harrod, says that one gets the feeling,
from earlier works, that "he was tentatively and no doubt
hurriedly searching for arguments to support a conviction,
which was itself more solidly based than the supports which he
outlined. It was in fact what we have come to call a 'huach.' 3
1 share this feeling that Keynes was ''searching for arguments
to support a conviction." But I have it about the whole body

of his economic writings. His '"hunch” throughout was that
1See Hutt, Keynesianism, pp. 19, 36, 344n.
2Robinson, Economic Journal, 1947, p. 45.

3Harrod, op. cit., p. 467.

18



control of expenditure, via monetary amd fiscal policy, could
solve the problems of maladjustment expressed in unemployment.
And he seems originally to have believed that this could be
done without the disastrous sociological consequences of a
gradual depreciation of the currency. His intellectual specu-
lations consisted, I think, of a groping around - with great
ingenuity — for ways of thinking which appeared to support
his "hunch,' selecting and eagerly clutching those which ap-
peared to do so, and inhibiting those which did not. The
process was unconscious. I do not impugn his honesty as a
scholar.

Harrod tells us also that Keynes 'had completed the out-
line of the public policy which has since been specifically
associated with his name'" as early as 1924, and that he put
forward his proposals then, 'before being in a position to
give a full theoretical justification of them." This was,
continues Harrod, no doubt 'because he deemed it urgently need-
ful for Britain to act with speed. It must not be inferred"
.+..that his recommendations.... ''were thrown out at random.....
Did he in some primitive sense already know the theoretical
conclusions that he was later to articulate?.... Is it possi-
ble for the mind to jump from the data which are the premises
of an argument to the practical conclusions, without being
conscious oneself of the theoretical conclusions, which are
none the less the logical link between the premises and the
practical conclusions?"! Is not the answer that Keynes' "primi-
tive sense'" worked to frustrate, not to promote constructive
thinking?

For instance, the desirability of stimulating and con-
trolling internal investment, with public works and limitations
on foreign investment, etc., formed an important part of his
contribution to the influential 1928 "Liberal Yellow Book."
Even in the midst of 1928 (which some would regard as a boom
year in Britain), he was continuously advocating capital
expenditure on public account (to rectify the chronic unemploy-
ment which, under the paradoxical situation created, had per-
sisted in spite of phenomena which suggested prosperity). As
early as 1924, he had advocated a public works policy, and in
1928, when Lloyd George and his advisors thought that public
works would be a good plank for the coming election, he gave
them his full influential support.

lﬂarrod, op. cit., pp. 350-1.
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Again, his Treatise on Money (1930) was an attempt to
find methods of eliminating cyclical fluctuations under con-
ditions of price stability. It was an essay in intended
refutation of the "classical" view that, for the prevention
of depression under currency convertibility, it is essential
to prevent the boom. 1In the General Theory, however, he
quietly abandoned any suggestion that his proposals were con-
sistent with long-run price stability, which could be broadly
assumed in the Treatise. In doing so, he misdirected atten-
tion from all the issues which arise when monetary or fiscal
steps taken in the interests of stability of employment have
to be limited by the necessity to honor convertibility obli-
gations.

The word 'genius' has often been applied to Keynes. But
his genius was compounded, 1 judge, of forensic and diplomatic
powers, rhetoric, wit, close range logic, flair for publicity,
vitality and charm of manner. He virtually hypnotized most
economists who came into close contact with him. In conver-
sation the critical abilities of those who had dealings with
him seem often to have evaporated.l He could move people by
talk where he could never have moved them by the printed word.
He won the devotion, indeed idolatry, of his disciples. When
I think of the extraordinary effect he had upon some who were
once my intellectual friends, I am inclined to feel that I
also should have succumbed had I known him personally.

And he was a master of prose. When he was thinking
clearly no writer could express himself more aptly, more
lucidly, or more gracefully. He was capable of expressing
great nobility of ideas, often with almost poetic eloquence.
But in his theoretical analyses, in the prose passages which
link together his passages of mechanical or mathematical ex-
position, there is much obscurity; and in Keynes' case, verbal
obscurity nearly always meant intellectual confusion. The
passages in the Treatise on Money and the General Theory which
caused so many headaches to his readers are just those pas-
sages in which, I have maintained, his thinking went seriously
astray — cryptic sentences or paragraphs which cannot be
explained but only explained away. 1In the intervening passages,
in which his hypotheses are largely conclusions invalidly

1Austin Robinson refers to the remark of a momentary opponent:
"Keynes can persuade me of anything, however wrong-headed I
believe it to be." (Robinson, op. cit., p. 67).
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reached, his exposition is as easy to follow as anything which
has ever been written in economics.

Even those who regard The General Theory as a work of
genius sometimes agree (Samuelson's words) that it '"is a
badly-written book, poorly organized....arrogant, bad-temqered,
polemical.... It abounds in mares' nests and confusions."

“"Arrogant," 'bad-tempered,'" "polemical" - these words do
not overstate the tone of Keynes' attack on economists whose
authority he wished to destroy. To 'blast the classical
foundations" (as T. Wilson, once put it),2 he set up (in the
words of F. H. Knight) "the sort of caricatures which are
typically set up as straw men for purpose of attack in con-
troversial writing,'" his writing at times being "more like the
language of the soap box reformer than an economist writing
for economists."3 And his methods of ridicule and misrepre-
sentation have at times been borrowed by his followers. More-
over, the neo-Keynesians are certainly following his example
in constantly chqgg;%g the grounds on which they support given
policy-implications.

During the decade following the General Theory, most of
the conventional economists who discussed this work seemed to
suspend their normal critical approach — almost as though
they were afraid of its author. It had been known for some
years that his magnum opus was on its way, and 1 am certain
that no work on economics was ever so rapidly or eagerly pur-
chased on its publication. Having obtained the book, econo-
mists generally endeavored patiently to find every possible
new insight, every new concept, or every new and workable
apparatus in his contribution. This was in spite of its dis-
tressing obscurities, its slovenly plan, its apparent resusci-
tation of long discarded fallacies and the indignation it
aroused by its misrepresentations. If Keynes' readers could

1Samuelson, Econometrica, 1946, p. 190.

2w:l.].son, Fluctuatiors in Income and Employment, p. 19.

3Knight, Canadian Journal of Economics and Political Science,

1937, pp. 101, 119.

4For clear instances, see my article, Keynesian Revisions
(referred toon p, 1»), 3na pp. 1lo=-.0, above,
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find any point of detail on which favourable comment was possi-
ble, they usually went out of their way to praise it. Even
his strongest critics tended on occasion to give him unmerited
credit for novelty.

HRarrod refers to a ''rabble of detractors' of Keynes and
contends that they have falsely accused him of inconsistency.l
I wish Harrod had named the rabble. Those economists who had
the intellectual courage to resist the strong pressures to
conformity have never, I believe, been accused of having mis-
represented Keynes' arguments when they have tried to show
that they are untenable. And I do not think that any econo-
mist of the old school would ever have disparaged another for
changes of intellectual conviction. The only kinds of incon-
sistency with which I can recall Keynes having been explicitly
charged, are those which concern (a) definitions,Z and
(b) changes in argument to support unchanged conclusions
which disciples like Robinson and Harrod himself, have ad-
mitted (see above, op. L.-1.).

And other Keynesians have referred, also in emotive
language, and without mentioning names, to those who have
dared to criticize their leader. E.g., Seymour Harris sug-
gested about twenty years ago that the reaction against
Keynesianism then discernible consisted of "unfriendly inter-
pretations and destructive criticisms."3 He wrote of “"Keynes '
baiters."4 1 am about to examine this change. But surely, if
the term "baiter" can be appropriately used of any economist
it must be applied to Keynes himself. _Austin Robinson de-
scribes him as "the great iconoclast."”’ And Harrod also, refers
to "a streak of iconoclasm. To tease, to flout, finally per-
haps to overthrow, venerable authorities — that was a sport

lﬂarrod, op. cit., p. 467.

2The most strongly worded attack I can remember on this
issue came from Pigou.

3Harris, The New Economics, p. 3.

4Ibid., P. 7.

5Robinson, in Lekachman, op. cit., p. 87.
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which had great appeal for him."! Harrod excuses Keynes'
"barbed utterances,”? his ‘mischievous pleasure....in criti-
cizing revered names,'' on the grounds that 'this was done of

set purpose. It was his deliberate reaction to the frustrations
he had felt, and was still feeling, as the result of the per-
sistent tendency to ignore what was novel in his contribution.
He felt that he would get nowhere if he did not raise the

dust. se e ”3

But were Keynes' ''movelties' ignored? Even before The
General Theory no economist at any time had ever had his con-
tributions examined with greater care and sympathy,4 and a
more obvious desire to find acceptable developments in them.
After a survey of the general tone of the critical literature,
I am very doubtful whether Seymour Harris' charge of "unfriend-
ly" interpretations and 'destructive' criticisms can be sub-
stantiated., At any rate, the only criticisms which made any
impression on my own thinking stand in the sharpest contrast
to Keynes' own references to the 'classical' school, in that
they were sober, lenient, tactful and respectful analyses.
Keynes' critics never hit back with his own weapons. On the
contrary, they apparently strove to give every possible grain
of credit to his viewpoint and that of his followers, If
the exposure of error is to be regarded as 'unfriendly" or
"destructive,' academic discussion can hardly proceed.

1Harrod, op. cit., p. 88.
2Ibid., p. 367.
JIbid., p. 451.

4'l‘o illustrate by my own case. As I have said above, I de-
voted more time to Keynes Treatise on Money than to any other
book I ever studied prior to The General Theory. I felt com-
pelled to do so because of the extraordinary respect and at-
tention which this work seemed to be receiving from economists
whose opinions I respected. What other economist has ever had
his writings subjected =~ during the decade in which he had
written — to such detailed and painstaking analysis as is
found in Marget's Theory of Prices?

E.g., those of Machlup, Haberler, Viner, McCord Wright and
Modigliani. I do not think that Pigou's angry article (Econo-
mica, 1936) or Knight's hard-hitting review (Canadian Journal
of Economics and Political Science, 1937) can be regarded as
exceptions. Every harsh word of the latter was justifiable.
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On the other hand, Keynes' disciples loaded him with al-
most idolatrous praise., They excused the slipshod exposition
of the book which is supposed to have revolutionized economic
science on such dubious grounds as: '"His instinct was...to
get his present thinking into the hands of readers before the
policies that he was seeking to influence were crystallized.
He was a phamphleteer rather than a procrastinating pedant."l
And they explained away his extravagances with a tolerance
which would never have been extended to a writer with a les-
ser reputation. We were told that his misrepresentation and
ridiculing of orthodoxy — described by Tarshis as emphasiz-
ing "his break from the earlier doctrines,...must be regarded
as a tactic of persuasion rather than as an objective state-
ment of the relation between his own work and conventional
doctrine.”2 The offensive parts of his work are described as
its "satiric aspect,' an aspect which enhances the "entertain-
ment value'" of the General Theory,3 ~ his ''showmanship,’
mere "sport" on his part,? his deliberate attempt to '"raise the
dust."®6 We are asked not to reject his '"theory" because we
are forced to reject his 'personal opinions,'" i.e., his obiter
dicta.’

-

There was no need for Harrod to apologize for Keynes'
"eriticism' of revered names, or even for the "mischievous
pleasure'" it afforded him, had it merely been criticism. But
Keynes' ''deliberate reaction," his ridiculing of disinterested
scholars in order to ''raise the dust'" was his method of deal-
ing with those whose writings he felt instinctively (rather
than by force of reason backed by careful study) were unten-
able, Harrod tells us how Keynes could make the most reckless,

1Robinson, in Lekachman, op. cit., p. 9.

2'l‘arshis, A Consideration of the Economic and Monetary Theories
of J. M. Keynes, A.E.R., P. & P., 1948, p. 261.

3Hicks, Mr. Keynes and the Classics Econometrica, 1937, p. 147.

4Williams, An Appraisal of Keynesian Economics, A.E.R., P. & P.

1948, p. 289.

5Harrod, op. cit,, p. 88.

®1bid., p. 451.

7Williams, op. cit., p. 276.
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preposterous and unjust assertions.! Yet he is almost naive

in his excuses. He describes Keynes' impetuosity and his
tendency to speak beyond his book as minor failings."2 They
are major failings in a person on whose responsibility and
insight the intelligentsia are prepared to place the greatest
reliance., Harrod says that Keynes, in the latter part of The
General Theory, "may have allowed himself to be carried too

far by the exhilaration due to emancipation from old fetters."3
That Keynes was exhilarated is understandable. He had found
arguments to support policies which he knew* were bound to be
extraordinarily popular and influential, and his small trusted
group of brilliant young advisors had been unable to see serious
flaws or unable to convince him of the flaws. No wonder he was
exhilarated! But Keynes' attempt to 'shake up' the economists,
somehow led a whole generation of students of economics to
despise rather than examine the great tradition which consti-
tuted "classical' economic science (as Keynes used the word
"classical").

In his editorial introduction to a recent evaluation pub-
lished about six years ago (by nine leading economists) of
Keynes' General Theory, Robert Lekachman remarks quite casual-
ly, "everybody is a Keynesian now."6 Well, the Keynesians have
been claiming this, from time to time, ever since it began to
be obvious that the very roots of Keynes' teachings were being

1E.g., to the effect that Cambridge '"was the only place where
they knew anything about economics. The London School of Eco-
nomics...was pushed aside...They knew nothing at all of econo-
mics on the Continent." (Harrod's words (op.cit., p. 319)
Harrod confesses that Keynes' whole exposition ''was so drench-
ed in friendly feeling' towards himself "that it was impossible
to be critical” (op. cit., p. 319).

2Ibid., p. 373.
3Ibid., pP. 460,
4See p.16, above.

5'l‘he typical student of today seems to have been indoctrinated
with the belief that the classical school somehow relied upon
divinely-enacted guidance — '"mythical automatic stabilizers!
as one Keynesian has put it = to produce order out of laissez-
faire chaos.

'6LekAchaman, op. cit., p. 10.
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cogently challenged, and in spite of the clearly observable
retreat to which I referred at the outset.l! Lekachman should
have added the words, "although they are no longer prepared or
able to defend Keynes' revolutionary propositions from dev-
astating criticisms."” For since 1946, Keynes' followers ap-
pear to have been spasmodically relinquishing reliance on the
theoretical structure of The General Theory while mostly cling-
ing to its terminology, to its form and to its policy-
implications.

To some extent the theoretical retreat has been forced by
the expression of spontaneous philosophic scepticism from with-
in what has appeared to be the Keynesian camp. 1In part it has
been induced by the need to answer obviously non~Keynesian
objections. But in my judgement the main pressure has come
through the march of events as they have seemed to contradict
the Keynesian thesis. The convictions of the ''classical"
economists in the 1920's and early 1930's that recourse to the
“"cheap money" that Keynes had been advocating as a means of
restoring activity was a reform in the wrong direction — their
warnings that it would lead to the gradual depreciation of the
measuring rod of value, the emergence of a proliferation of
centrally imposed controls, and the magnification of State
power — although fiercely denied at first by Keynes' dis-
ciples,2 have been justified subsequently in every detail.

For instance, in October, 1933, Roosevelt inaugurated a
monetary policy which can be said to have embodied the policy
recommendations of Keynes' Treatise, which had appeared three
years previously. The aim, declared Roosevelt, was to "main-
tain a dollar which will not change its purchasing power during

1The retreat, which I have discussed in my Keynesianism, is
indeed continued in the book which Lekachman has edited.
The reader will find several passages in his Introduction
which illustrate this, particularly on pp. 2, 4 and 9.
2Keynes seems himself to have been warning, in the largely
contradictory last chapter of the General Theory, of the
dangers of his own policy recommendations. The same fears
appear to be reflected in references, in his last E. J.
article, to the '"wholesome long-run doctrine" and 'classical
medicine’ (the latter no fewer than four times). (Keynes,
Economic Journal, 1946, p. 172).
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the succeeding generation."1 And events continue to mock at
Keynesian teachings. During 1958 cheap money and rapidly
rising prices in the United States were accompanied by worsen-
ing unemployment. Thereafter, almost uninhibited reliance on
every conceivable form of Keynesian apparatus, brought no
success in eliminating the chronic unemployment of more than
five and a half per cent of the labor force until the more
rapid inflation inaugurated in 1965 and subsequently main-
tained. Unemployment in the U,S. had then been maintained at
above this figure for nearly seven years. Yet, coomented

P, W, McCracken in 1964, '"one can find no period in the so-
called 'boom~bust' days, before we exercised our business-
cycle taming Ealents, when unemployment was this high for such
a long span,' Under Keynesian experience, '"the tolerable
level'" of unemployment has indeed (3n Lekachman's words)

shown ''a secular tendency to rise.®

lln 1958, reminding the American people of the warnings issued

by "experienced monetary economists' at the time, Spahr asked:
"Do the Reynesians shout from the housetops that F.D,R. has
been proved wrong and that we should therefore change our
course? Not at all...." (Quoted from Spahr, Monetary Notes,
Economists National Committee on Monetary Policy, December,
1964).

2McCracken, Unemployment in an Expanding Economy -~ The Long
View, p. 8 (reprinted from the Michigan Business Review, July
1964). In respect of unemployment, the "bad old days" were by
no means as black as they have been painted., For instance, in
the United States, in two-thirds of the identifiable reces-
sions from the 1890's to the 1930's, real income was higher

in the recession year than it had been in the previous peak.
(Ibid., p. 8) Moreover, in two of the recessions in which
this was not the position (1894 and 1921) drastic co-ordinative
price adjustments were laying the foundations for prolonged
prosperity (in the 1921 recession, following an unprecedented
but remarkably effective deflation to re~establish the
integrity of the dollar); and of the other two cases, in 1908
and 1914, the first was the consequence of a financial panic
and the second was due to distuvbances of world trade caused
by the outbreak of World War I.

3Leknchnan, op. cit., p. 2.
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The fallure seems to have been abject; and without a more
rapid drift towards totalitarian government, it is unlikely,
I suggest, that Keynesian policy will again achieve the
appearance of success in the western world; for it will be
necessary for govermnment to suppress reactions to the expec-
tation of inflation over an ever-expanding area of the economy.
The suppression of such reactions ought by this time to have
been clearly recognised as the ultimate raison d'étre of each
Keynesian “persuasion" or "“control." Let the reader ask him-
self whether every''success' achieved by cheap money in the
past has not been due to the mass of people not expecting it,
or not expecting its duration or the speed with which it has
occurred; or being prevented, by authority, from behaving
rationally in the light of their predictions.

It may well be that if Keynes had never lived, contem-
porary history =— of thought and action = would hardly have
differed. If he had not provided a supposed justification for
the various media through which inflation can be engineered,
with the whole range of 'central controls' needed to make the
chronic, creeping, crawling rise of prices politically
acceptable, some other prophet could couceivably have provided
supposedly scientific authority, with a different jargon and
formulae. To retain office, govermments had to compete with
policies which were both plausible and not unacceptable to the
more powerful pressure groups, such as labor and organized
agriculture., Keynesianism has proved to be a stratagem which
enabled govermments to do this without early disaster. "A
great change in outlook was required...,' says T, Wilson. It
was Keynes' 'rhetoric and new mystique which carried the day."1

So severely have Keynes' doctrines been treated, however,
that some economists, although seemingly reluctant to renounce
the Keynesian approach, have nevertheless been suggesting
during the last decade that all these controversies belon§ to
the past. We are now ''well into the post Keynesian era,"
they are apt to say. Yet others (speaking rather from the
non-Keynesian camp) sometimes declare that ''we are all

Ly, Wilson, Professor Robertson on Effective Demand, E.J,,
1953, p. 570.

ZE.g., H. G. Johnson, 239 General Theory after Twenty-five
Years, A.E.,R,, P, and P, May 1961, p. 26,
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Keynesians now.'" The truth is, I think, that most economists
feel themselves forced to talk and teach in what has become
the modern economic language in order to retain respect and
get a hearing, in spite of the unsatisfactory concepts and
misleading terminology to which they are, I have tried to
show, thereby committed. Through a powerful urge to follow
well-worn trails in post-war academic discussion, economists
have found themselves trapped in a dense Keynesian under-
growth, They mostly realize now that they have for too long
followed a leader who was himself lost; but many appear to be
resigned to their fate = unwilling to make the effort of hack-
ing their way out of the conceptual jungle in which they are
entangled.

The aversion to confessions of past error is understand-
able enough, especially when the first to confess may suffer
in status and prospects, But some perhaps tell themselves
that after all, however fallacious Keynesian theory may be,
the policies it implies are, for political reasons, wiser
than "classical" policies. Even so, if that is an economist's
conviction, it is still his duty to explain why 'classical”
remedies must be held to_be defective from the angle of
political acceptability.

We can consider the position of H, G. Johnson, who, like
so many former Keynesians, appears to admit that the vital
originality of the General Theory = the unemployment equilibrium
thesis = is untenable, He does not argue that Keynes' economics
is defensible but that his "polemical instinct was surely
right...."; for, says Johnson, ‘neo-classical ways of thinking
were then' (i.e., in 1936) "a major obstacle to sensible anti-
depression policy."2 In other words (I hope this interpreta-
tion is not unfair), in spite of the fundamental fallacy on
which, he agrees, Keynes' thought was based, it did serve a
beneficial purpose; for the authority of "classical' anti-
depression thought, which Johnson holds had not been "sensible,"
was dealt a deadly and necessary blow.

lThis is the main theme of my recently published book,
Politically Impossible...?, op. cit.

2Johnson, op, cit., p. 3.
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