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Remaking laissez-faire
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Abstract: ‘Only ideas can overcome ideas’, Ludwig von Mises once remarked. Exploring this
contention in relation to the long and winding ascendancy of neoliberalism, the paper presents a
spatialized genealogy of the free-market ideational programme. From its multiple beginnings, in a
series of situated, sympathetic critiques of nineteenth-century laissez-faire, neoliberalism has always
been an open-ended, plural and adaptable project. The prehistories of neoliberalism are messy and
nonlinear; there was no straight-line evolution from ideas to implementation, from blueprint to ballot
box, or philosophy to practice. Rather like the various state projects of neoliberalization that have
followed in its wake, the ideational project of neoliberalism was clearly a constructed one. There
was nothing spontaneous about neoliberalism; it was speculatively planned, it was opportunistically

built and it has been repeatedly reconstructed.

Key words: genealogy, Keynesianism, neoliberalism.

I Neoliberalism predux

This paper is an invitation to consider neo-
liberalization in the mirror of history. We
already have the benefit of an authoritative
‘brief history’ of neoliberalism (Harvey,
2005), together with a sophisticated under-
standing of the ways in which the ideational
project of neoliberalism was folded into
(more or less coherent) programmes of
socioeconomic and state transformation
in the decades following the 1970s. My
concern here, though, is with the period
prior to this historic inflection point, with
what might be termed the ‘prehistories’ of
neoliberalism, and the largely uncharted

geographies of ‘protoneoliberalism’. The
danger in foreshortened retrospectives of
the neoliberal ascendancy, of course, is
the inadvertent affirmation of inevitabilist
succession stories, as linear and sequential
accounts inevitably tend to reify chronologics.
Dissipated efforts, diversions and deadends
tend to fade from view when the supposedly
inexorable outcome (the neoliberal ‘fix’) is
already known. Unhiding the constitutive
geographies these histories can therefore
be a way of re-encountering the present.
Neoliberalism, it seems, was a transnational,
reactionary and messy hybrid right from the
start. There was never a pristine moment
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of mountaintop clarity; it never represented
a singular vision free of doubt and dispute.
Instead, from its origins in the 1930s, neo-
liberalism signified an experimental and
polycentric project aimed at the contradictory
problem space between the state and the
market. It represented an attempt to con-
ceive and construct a market(-like) order, one
that has since been perpetually reconstructed
through practice.

Here, it is worth recalling the method-
ological advice of the most incisive chronicler
of nineteenth-century laissez-faire, Karl
Polanyi. In a biographical note written just
before his death, in 1964, Polanyi reflected:

The development of a world of thought may
be presented in two different ways: either
chronologically, or in the obverse direction
by following the essentials of the system back
to their origins. The first, the chronological
sequence may be inappropriate when the
growth of thought is spread over the tortuous
and discontinuous course of several decades
of human affairs. In these last sixty years we
have experienced a dialectic of radical breaks,
unmediated contradictions and repeated re-
turns to already discarded positions which
make it difficult, if not impossible, to discern
the underlying logic of advance. The other
way ... is to trace it back from the completed
pattern to the origins of separate strands.
(Quoted in Polanyi-Levitt and Mendell, 1987:
9, emphasis original)

‘Tracing back’ the intellectual vectors and
ideational crosscurrents of what would later
take shape as the neoliberal ‘project’ need
not be a mere celebration of moments of
apparent premonition; neither should it be
an exercise in retrospective functionalism.
In fact, the zigzagging prehistories of neo-
liberalism serve as timely reminders of the
contradictory, contingent and constructed
nature of the neoliberal present, its pro-
duced and contextually embedded form,
and its inescapable impurity. Reflections
of neoliberalism in these historical mirrors
are sometimes familiar, attesting to a set
of enduring commitments and genetic con-
nections. On other occasions, they are

discordant, calling attention to the jerrybuilt
nature of the programme, and the various
compromises and conflicts that have marked
its decidedly nonlinear ‘evolution’. The
effect, in fact, is something like placing the
bloated neoliberal hegemon of today in front
of a fairground mirror: the image becomes
distended, distorted and displaced. And the
further we venture into the hall of mirrors,
ever more kaleidoscopic are the reflections
and refractions. Soon, the singular image is
lost forever, even though, at every turn, that
eerily disembodied voice reminds us that the
mirror cannot lie.

It would be convenient, of course, if the
circuitous prehistories of neoliberalism could
be traced to some immaculate ideational
flashpoint — like some revelation in Hayek’s
bathtub at the Hotel du Parc at Mont Pelerin—
but the past is rarely organized in this way.
There is no beeline trajectory to a founda-
tional eureka moment. Neoliberalism has
many authors, many birthplaces. Its multiple
lineages intersect and interact in ways that
reveal a great deal about how this ‘free-
market’ project, from its beginnings, was a
selectively transnational, somewhat plural
and socially produced project — the hybrid
outcome of a protracted conversation be-
tween a series of (only partly complemen-
tary) ‘local’ protoneoliberalisms. It was
never simply Manchesterism 2.0, a rerun of
nineteenth-century laissez-faire. Polanyi
(1944) rightly observed, of course, that this
was an experiment that could never be
repeated. But neoliberalism’s explicit attempt
to remake laissez-faire for twentieth-century
conditions remains one of its definitive fea-
tures. For this reason, neoliberalism is both
philosophically and historically distinctive.
Neoliberalism is consequently a reactionary
creed in practically all senses of the word.
Reactionary, in that it feeds off, and draws
energy and form from, its ideological foes
and forebears. Reactionary, in that it gains
traction in moments of crisis and dislocation,
taking purposive shape in a manner that is
therefore context-dependent in a genetic
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(rather than merely contingent) fashion.
Reactionary, in that it melds the inherently
conservative with the insistently creative.

Neoliberalism has always been on the
move. If Hayek’s Road to serfdom (1944)
might be considered the leading candidate for
neoliberalism’s germinal text, closer inspec-
tion immediately reveals that this only a
beginning, not the end, of the creation story.
“There is nothing in the basic assumptions
of liberalism to make it a stationary creed;
there are no hard-and-fast rules fixed once
and for all’, Hayek (1944: 17) claimed; reflect-
ing that ‘nothing has done as much harm to
the liberal cause as the wooden insistence
on certain rough rules of thumb, above all
the principle of laissez faire’. Constructing
a flexible creed of neoliberalism would be a
creative process, entailing the conscious pro-
duction of new ideational and institutional
networks, connecting islands of free-market
thinking and animating common threads of
emergent thought-practice. Hayek’s lifetime
search for a political-economic credo not
only outside socialism and fascism, but also
beyond laissez-faire, would carry him back
and forth between the generative sites of the
twentieth-century liberal revival — Vienna,
London, Freiburg and Chicago. But these
were difficult journeys. International travel
and communication, slow and expensive at
the best of times back then, had been dis-
rupted by two world wars, and might well
have been impossible without the help of a
handful of eccentric corporate benefactors.
The advocates of a liberal revival were the
square pegs of their time, often embattled
and lonely, even at home. All around them,
peak institutions were invariably controlled
by enemy forces, like Austromarxists, Nazis
and Keynesians. For many, even secure em-
ployment proved hard to come by.

But this minoritarian, yet offensive, status
was also generative: it bred a sect-like men-
tality, and a capacity to manage internal
differences in the shadow of larger, external
threats; it impelled an insistent search for
intellectual amity at a distance, and the
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production of new channels of communi-
cation. This small band of self-styled ‘intel-
lectual pilgrims’ — true believers in the cause
of free-market reconstruction — eventually
found one another, in 1947, at the Swiss
mountaintop location of Mont Pelerin. The
organization that they founded at the Hotel
du Parc, the Mont Pelerin Society (MPS),
would become the pre-eminent space for
calculation, exchange, and compromise for
what was later characterized as a trans-
national ‘thought collective’ (Mirowski and
Plehwe, 2008; cf. Feulner, 1999). The liminal
existence of the often-untenured neoliberal
intelligentsia may have been a constructively
precarious one, but for half a century these
fellow travellers could only envisage utopian,
rather than real, destinations. They shared
the same philosophical compass, but lost in
the ideological wilderness, disagreed about
which steps to take. Back at basecamp, their
fringe ideas were carefully cultivated, albeit
at the risk of irrelevance and ridicule. Strug-
gling and inchoate, yet determined, it was for
many years a club of losers.

With the benefit of political-economic
hindsight, the Nobel Committee’s paradigm-
busting elevation of Hayek in 1974 looks like
a portentous sign of the coming neoliberal
ascendancy. But as his friend Milton Friedman
recalled, the award had come out of the blue
for the retired philosopher, who had become
‘extremely depressed, withdrawn, and un-
productive’ (Friedman and Friedman, 1998:
78). Contemporary associations between
Hayek and the Chicago School of Economics,
the rise of which would be affirmed in the
subsequent trajectory of the Prize, were not
always so clear-cut: the iconoclastic philo-
sopher had lived and worked in Chicago, but
was never entirely ‘at home’ there, either
intellectually or socially. Hayek’s intellectual
biographer pointedly notes the decades of
‘seclusion and isolation’ that preceded the
Prize, during which Hayek had been ‘punished
and shunned’ for the heterodox adventurism
of The road to serfdom (Ebenstein, 2003b:
163). The book may have sold well, but it
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was practically an act of self-immolation for
Hayek-the-economist. Back in 1944, three
decades prior to Hayek’s glorification by the
Nobel Committee, the climate was deeply
inhospitable to the free-market project.
Hayek’s turn to popular philosophy during
the second world war awkwardly coin-
cided with the birth of positive economics,
Chicago-style. Already, the ‘neoliberal’ project
was a multilingual one, and a lot was being
lost in translation, even amongst the small
cult of Mont Pelerinians. The Austrianism
of Hayek’s underemployed mentor, Mises,
was about to become a parody of itself. His
old friends from Freiburg were just barely
keeping the candle of liberalism smoldering
under the Third Reich, fashioning their own
questionable compromises along the way.
And in pre-Chicago School Chicago, Hayek’s
closest ally had already been branded old
school by the young-turk quantifiers, and was
beginning his descent into suicide. In terms
of the normative character of both eco-
nomic theory and practice, Hayek’s old rival,
Keynes, was on the cusp of eponymously
inheriting the earth.

The road to serfdom may have been a sur-
prise bestseller, but it was Karl Polanyi’s
(1944) The great transformation, published
in the same year but something of a flop,
that in retrospect revealed more about the
historical moment. Humanity’s historic en-
counter with laissez-faire had reaped its
devastating consequences; the fiction of the
self-regulating market, foisted on the world
as if it represented some kind of natural order,
had been exposed in the starkly utopian form
of world war and financial crisis. ‘Freedom’s
utter frustration in fascism’ was, in fact, the
‘inevitable result’ of nineteenth-century
liberalism’s antisocial vision (Polanyi, 1944:
265). The ‘market mentality’, Polanyi (1947)
later concluded, had been rendered ‘obsolete’
by these historical developments. Ironically,
the posthumous rediscovery of Polanyi’s
seminal work, more than four decades later,
would be prompted by the rise of neoliberal
globalism, his failings as a forecaster paling

into insignificance alongside the prescience of
his historical insights. Ostensibly back from
the dead, newly constructed fables of the
self-sustaining market were actively remaking
the world in their own image, with an even
greater geographical and social reach, in the
autumnal moment of Pax Americana (Silver
and Arrighi, 2003).

Polanyi’s own journey, also lonely in its
own way, periodically intersected with those
of neoliberalism’s intellectual pilgrims, though
he did not live long enough to witness their
rise to power. In the passages that follow, we
sample some of these intellectual journeys,
not simply to complexify the prehistory of
neoliberalism, but to call attention to some
of the distinctive and dogged qualities of this
dissipated, experimental and nonlinear sys-
tem of ideational production. The essence
of neoliberalism was not extracted, like pure
mountain springwater, by Hayek and his
fellow pilgrims at Mont Pelerin, only later
to be blended, cut and adulterated by less-
principled governmental distributors; it was
a volatile cocktail from the beginning. The
neoliberal project, qua project, did not begin
life as a pristine blueprint, subsequently to be
compromised and sullied in practice. Hayek’s
nostrums were notoriously impervious to
blackboard proof, even by his own hand (see
Robinson, 1972). Neoliberalism was a mix
of prejudice, practice and principle from the
get-go. It did not rest on a set of immutable
laws, but a matrix of overlapping convictions,
orientations and aversions, draped in the
unifying rhetoric of market liberalism. The
project was regularly self-styled as neoliberal
from the late 1930s through the early 1950s
(Friedman, 1951), after which it was pros-
ecuted through a more euphemistic lexicon —
of freedom, competition, liberty and markets.
The misrepresentation and misreading of
neoliberalism therefore each have long and
tangled histories, reaching back more than
half'a century.

The liberal revival had to be planned, but
it did not yield a plan. Rather, it established
an institutional problem space and a zone of
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ideational struggle, framed by the distinctively
post-laissez-faire question of appropriate
forms and fields of state intervention in the
socioeconomic sphere. The absentee state
may have been an enduring rhetorical trope,
but the neoliberal project was from the be-
ginning preoccupied with the necessary
evils of governmental rule. What Friedman
(1951: 93) once called the ‘doctrine of neo-
liberalism’ expressly sought to transcend the
‘naive ideology’ of laissez faire, in favour of
a ‘positive’ conception of the state as the
guarantor of a competitive order.! This order
could not be exhumed from the nineteenth
century, since it never existed there. Neo-
liberalism was never retroliberalism; it had
to be constructed anew. Its meandering
ideational journey, on the path to power,
consequently represents rather more than
an historical curiosity.

Il From Vienna to London

In July 1919, a 32-year-old Karl Polanyi,
gravely ill from injuries sustained during the
Great War, was transferred from a hospital
in Budapest to Vienna, where he would
undergo a serious operation. A former cav-
alry officer in the Austro-Hungarian army,
Polanyi had been active in socialist politics
and workers’ education in Hungary before
the war. He had arrived in Vienna at an extra-
ordinarily propitious time. ‘A generation is
born into history when it becomes aware of
its calling’, he had written from his hospital
bed a year earlier, “This generation has made
witness to the greatest moral upheaval since
the Crusades and the Reformation’ (quoted
in Litvdn, 1990: 32). In the midst of Vienna'’s
experiment with municipal socialism, the
slowly recovering Polanyi committed him-
self to the challenge of developing a positive
and practical theory of the socialist economy.
Sceptical, on both political and practical
grounds, of the feasibility of centralized eco-
nomic planning, and increasingly wary of
dogmatic strains of Marxism, he spent his long
convalescence contemplating alternative
ways to bridge the theory and practice of
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socialism. Drawing inspiration from the ‘guild
socialism’ of G.D.H. Cole and Robert Owen,
and from the effervescent political and intel-
lectual life of ‘Red Vienna’ (see Lewis, 1983;
Congdon, 1990; Mendell, 1990), the 1920s
were for Polanyi among the happiest and
most productive of his life, a time when his
‘ideas about social issues ... found passionate
expression’ (Polanyi, 2000 (1925): 317).

The Vienna of the 1920s was Polanyi’s
intellectual ‘apprenticeship’, the place where
the lineages of The great transformation were
first conceived (Polanyi-Levitt and Mendell,
1987). But the lessons came as much from
practice as from theory. In the early 1920s,
Polanyi learned the craft of newspaper jour-
nalism, later being appointed to the editorship
of the influential weekly, Der Oesterreichische
Volkswirt. And, inaccordance with the fashion
of the time, he hosted a regular Privatseminar
at his home, focused on the vexing problem
of ‘socialist accountancy’ (Schaffer, 2000
(1964/1966)). This ostensibly arcane, but
challenging, zone of socialist practice had
been a hotly disputed one for some years, not
least following the blunt intervention from
the finance director of the Vienna Chamber
of Commerce, Handicrafts & Industry, one
Ludwig von Mises. Like Polanyi, Mises was
both a practical and a theoretical economist,
whose 1920 paperonthealleged ‘impossibility’
of central planning and socialized pricing,
‘Economic calculation in the socialist com-
monwealth’, was an uncompromising and
unapologetic reassertion of liberal economic
reason: valuation and the efficient allocation
of scarce resources require prices; effective
price-setting cannot occur without markets;
given its reliance on centralized planning,
socialism is therefore practically unattainable,
even if it were to be deemed desirable. The
Chamber’s philosopher-in-residence railed
against the socialist utopians that surrounded
him, not least for their feeble grasp of eco-
nomic principles:

Economics, as such, figures all too sparsely
in the glamorous pictures painted by the
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Utopians. They invariably explain how, in the
cloud-cuckoo lands of their fancy, roast pigeons
will in some way fly into the mouths of the
comrades, but they omit to show how this will
take place ... When Marxism solemnly forbids
its adherents to concern themselves with
economic problems, beyond the expropriation
of the expropriators, it adopts no new prin-
ciple, since the Utopians throughout their
descriptions have also neglected all economic
considerations, and concentrated attention
solely upon painting lurid pictures of existing
conditions and glowing pictures of that
golden age which is the natural consequence
of the New Dispensation. (von Mises, 1935
(1920): 88)?

Despite his reputation both as a formidable
economic theorist and ‘expert on money and
banking’, Mises was unable to secure a full-
time academic position in Vienna, since ‘the
universities were searching for intervention-
ists and socialists’; while he declined to work
for any of the major banks because ‘they re-
fused to give assurance that my advice would
be followed’, even as they teetered on the
brink of insolvency (von Mises, 1978: 73). But
Mises’ ‘self-created’ position at the Chamber
of Commerce nevertheless afforded him
some influence in economic policy debates,
if not power: ‘The fact that in the winter of
1918-1919 Bolshevism did not take over and
that the collapse of industry and banks did
notoccurin 1921, butin 1931, was in large part
the result of my efforts’, he later immodestly
disclosed (1978: 74).

Mises’ own Privatseminar, which gathered
in the evenings at his office in the Chamber
of Commerce, was renowned as a bastion of
classical liberalism and ‘sound money’ think-
ing in Red Vienna. The discussions, while
focused on ‘the problems of economics’,
also embraced sociology, social psychology,
logic and epistemology: ‘in this circle’, Mises
recalled, ‘the Viennese culture produced one
of its last blossoms’ (1978: 97). The formid-
able economist generally gave little credit
to his interlocutors, characterizing all of the
Austromarxists (with the exception of Otto
Bauer himself) as intellectually sub-par. But

he took seriously Polanyi’s interventions on
the critical question of socialist calculation —
which were distinctive for their emphasis
on decentralized solutions, including instru-
mental roles for certain kinds of markets —
later writing a specific rebuke to Polanyi’s
guild-socialist strategy (Rosner, 1990).3 Even
though practical solutions to the problem of
socialist calculation were to remain elusive,
the tide of history seemed to be on the side
of collectivism and planning. Mises’ Privat-
seminar may have fostered an assertive
intellectual style, but this was tempered by
a pervasive siege mentality. His strand of
‘intransigent liberalism’, Hayek (1992c: 27)
later recalled, was not only ‘unique’, it also
left him ‘almost completely isolated’.

Mises, who was remembered even by
friends as temperamental, acerbic and some-
times ‘personally obnoxious’, would chair
the meetings from behind his desk, having
granted invitations to only ‘a select few of
the most gifted’ (von Mises, 1978: 97). One
of those who had initially failed to make the
grade was a newly recruited economist from
Mises’” own office, who later reflected that
his exclusion had more to do with his intel-
lectual immaturity than his mildly Fabian
leanings (Ebenstein, 2003a). The young
Hayek, who would finally be granted ad-
mission to the Mises seminar in 1924, filled
the intervening years by convening his
own monthly discussion group, Geistkreis
— translated as ‘circle or spirits’, or more
colloquially, ‘soul brothers’ — which brought
together a precociously talented group of
young economists and philsophers, most
of whom would subsequently relocate to
the USA (Craver, 1986). Geistkreis celebrated
intellectual freedom as much as economic
freedom, straying far and wide into the arts
and culture, and inviting participants to
select topics deliberately outside their spe-
cialist interests. And there may have been
a hint of deliberate irony in the constitution
of the ‘soul brothers’ seminar, since women
were formally excluded.
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Under the influence of Mises, Hayek
would later renounce socialism, his mentor’s
sustained attack on socialist calculation and
central planning proving decisive.* But this
was not simply a matter of succumbing to
Mises’ emphatic arguments, Hayek would
have ‘a ringside seat for the crushing monet-
ary disaster of the era [together with] the ear
of one of its most astute economic analysts’
(Hoover, 2003: 72). These experiences may
have been formative, but they were certainly
not comfortable. The ‘conditions of the
1920s’, Hayek later recalled, left him feeling
‘somewhat estranged’ from Austria (Hayek,
1992¢ (1963); 1994b: 98). Mises, too, had be-
come intellectually and politically alienated.
He regarded himself, somewhat conceitedly,
as the ‘economic conscience’ of Austria, yet
‘[o]nly a few helped me and all political parties
distrusted me’ (von Mises, 1978: 75). Hayek’s
increasingly close identification with Mises,
both clearly ‘outsider[s] in this context’, no
doubt contributed to his own growing ‘sense
of alienation from Austria’s political culture’
(Hoover, 2003: 74). In this reddest of cities,
Mises and Hayek were ‘misfits,” Polanyi-
Levitt and Mendell (1989: 22) observed, ‘the
remnants of old Vienna’s privileged urban
elites whose security had been shattered,
whose savings had been decimated by
wartime and postwar inflation, and whose
taxes were financing the pioneering housing
programs of Vienna’s socialist municipal
administration’.

If Mises’ and Hayek’s convictions were
bolstered by their shared intellectual
estrangement from the Viennese political
culture of the time, Polanyi, in marked con-
trast, felt much more at home:

Vienna achieved one of the most spectacular
cultural triumphs of Western history ...
1918 initiated an ... unexampled moral and
intellectual rise in the condition of a highly
developed industrial working class which,
protected by the Vienna system, withstood
the degrading effects of grave economic dis-
location and achieved a level never surpassed
by the masses of the people in any industrial

society. (Polanyi, 1944: 288)
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In the historical arc defined by the great trans-
formation, Polanyi positioned these real-
world innovations in municipal socialism as
‘paradigms and portents of a democratic
socialism already evolving’” (Congdon, 1990:
81), the ‘experiment of Vienna trying to
transcend [the market] economy altogether’
(Polanyi, 1944: 287). Likewise, Polanyi’sargu-
ments for decentralized forms of ‘functional
socialism’, which were the flipside of his
reservations concerning centralized plann-
ing, were very much ‘rooted in the reality
of socialist Vienna’ (Mendell, 1990: 75). For
Mises and Hayek, on the other hand, these
developments were localized aberrations or,
worse still, premonitions of ‘council-house
bolshevism’ (Lewis, 1983).°

Mises and Hayek each made study and
lecture tours of the USA during the 1920s,
the latter returning with the conviction that
new American techniques of monitoring and
quantifying economic phenomena should be
emulated in Austria. A staunch opponent of
empiricism, Mises was at first sceptical, but
was eventually persuaded. He later assisted
in the establishment, in 1926, of the Austrian
Institute for Business Cycle Research, with
Hayek installed as the founding director.
This work would propel Hayek to the Uni-
versity of Vienna in 1929, and then to the
Tooke Chair in Economics and Statistics
at the London School of Economics in 1931,
the same year that Britain left the Gold
Standard. At the LSE, Hayek continued to
teach his ‘Austrian’ theories of the business
cycle, arguing along with Lionel Robbins
that the causes of the Great Depression
lay with the credit expansion (and ‘forced
savings’) of the preceding period, the eco-
nomy'’s ‘natural’ adjustment subsequently
being impeded by price-fixing and wage
controls. The slump was, in effect, ‘nature’s
cure’ (Gamble, 1996:167). This, however, was
a minority position, to put it mildly. The
Keynesian revolution was already taking
shape. Although The general theory (Keynes,
1935) was directly addressed to the eco-
nomics profession, Hayek and Robbins

Downloaded from http://phg.sagepub.com at The John Rylands University Library, The University of Manchester on May 2, 2008
© 2008 SAGE Publications. All rights reserved. Not for commercial use or unauthorized distribution.


http://phg.sagepub.com

10 Progress in Human Geography 32(1)

between them only qualified for a footnote
(Galbraith, 1971). The preceding debate
between Keynes and Hayek around the
causes of the Depression, for all its later his-
torical resonance, had occurred largely at
cross purposes. T heir private correspondence
— while never less than polite — became mired
in mutual incomprehension. Keynes de-
scribed the exchange to Sraffa in the fol-
lowing way: ‘What is the next move? | feel
that the abyss yawns — and so do I’ (quoted
in Ebenstein, 2003a: 71).¢

By the end of the 1930s, Hayek had
apparently lost everyone’s attention. His
support, even within the LSE, had dwindled
(Hicks, 1967: 205). He was continuing
to elaborate his own position, including a
further foray into the socialist calculation
debate, ostensibly triggered by the flirta-
tion, amongst left intellectuals in Britain,
with Soviet economics. (In this regard,
Hayek’s (1935: 30) intuition was that the
Viennese debates and the ‘experiments
made in Austria’ would have ‘considerable
force in the intellectual history of our time’.)
An outsider again, his Collectivist economic
planning, which also singled out Polanyi’s
earlier contribution in the Vienna debate,
was published in the same year as the
Webbs’ Soviet communism: a new civilization?
(Webb and Webb, 1935).7 Again, the intel-
lectual tides were moving in the opposite
direction. More worrying for Hayek, these
radical forms of socialist revisionism were not
only circulating amongst elites, they were
also filtering down to the lumpen classes.
Under the influence of Barbara Wootton,
adult education classes across the country
were adopting the ‘tutorial version of his-
tory,” emphasizing the ‘deterioration of the
working classes under capitalism’ (Caldwell,
2004: 215).

Quite coincidentally, and no doubt af-
firming Hayek’s fears, the Workers’ Edu-
cation Association (WEA) was about to
recruit a new lecturer, to teach night-school
classes on English social and economic history
in Kent and Sussex. The impressive letters of

recommendation, from G.D.H. Cole and
R.H. Tawney, explained that while the
subject was quite new to him, Karl Polanyi
could be relied upon to rise to the challenge.
Confronted by the rise of Austrian fascism,
Polanyi had reluctantly left Vienna in 1933,
living a hand-to-mouth existence in Britain
for several years before securing the WEA
appointment. Both the rich historical subject
matter and the immediate social context
were to have a huge effect on Polanyi, since
he could not help but contrast ‘the inferior
status of the English working class in the
richest country in Europe with the social
and cultural achievements of the workers
of socialist Red Vienna’ (Polanyi-Levitt,
2002: 2; Mendell, 1994). Experiencing at
first hand the ‘trauma’ of the British class
system, Polanyi’s wife recalled, ‘He was
teaching and he was learning’ (Ducyznska
Polanyi, 1977 (1970): xvi). Polanyi’s volumin-
ous lecture notes formed the working draft
of The great transformation.

The book’s low-profile publication, in
1944, coincided with the Bretton Woods
conference, which effectively institutional-
ized the Keynesian order. The negotiators
at the conference, not least Keynes himself,
were preoccupied with many of the same
issues that animated Polanyi’s treatise —
the causes of the Great Depression and the
destabilizing consequences of liberalized
regimes of international finance (Ruggie,
1982; Helleiner, 2000). The conference set
in place an historical alternative to the Gold
Standard — the ‘mysterious institution’ at
the centre of Polanyi’s critique of laissez-
faire capitalism (1944: 9-10). It was the
Gold Standard that, in the final third of the
nineteenth century and the first third of
the next, had simultaneously normalized
and naturalized an international political-
economic order, based on the productive
fiction of the self-regulating market; it had
effectively subjugated national and local
economies, while operationalizing the ulti-
mately destructive logic of haute finance.
Keynes was ‘openly hostile to the restoration
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of capital mobility’, following the experi-
ence of the interwar years, arguably his
single most significant negotiating success
at the Bretton Woods meetings being that
the proposed IMF should be ‘passive’ with
respect to the policies of member countries
(Williamson, 1985: 147-48). If The great
transformation was, in the final analysis, an
optimistic book, in that its author’s conclu-
sion was that the fateful mistakes of the past
would surely not be repeated, then some
of this optimism was perhaps validated in
the Bretton Woods settlement (Bienefeld,
1991), an institutional re-embedding of inter-
national economic relations. Recognizing
the historical drift of these developments,
Polanyi (1944: 142) believed that, ‘In retro-
spect our age will be credited with having
seen the end of the self-regulating market’.
Capital controls and restrictions on currency
convertibility would allow countries to bal-
ance the objectives of economic development
with some degree of ‘co-operation between
nations’, together with a measure of ‘liberty
to organize national life at will’ (Polanyi,
1944: 254). But when Keynes boarded the
ship on the way to Bretton Woods, he had
a different book in his briefcase — The road to
serfdom.

Il Between Chicago and Mont Pelerin

Hayek had grown tired of the debates
around economics during the 1930s, which
in the eyes of most he had conspicuously
‘lost’. During the wartime bombing of
London, Keynes arranged for him to relocate
to Cambridge, ‘a generous gesture [since]
Keynes was the leading economist of his
time, and Hayek, his rather obscure critic’
(Yergin and Stanislaw, 2002: xiv). While
most of the economics profession, including
Lionel Robbins, was busily engaged in war
planning (Kresge, 1994; Tribe, 2008), Hayek
had different plans. Volunteering for fire
duty, he spent his evenings sitting on the
roof of Peterhouse College looking out for
German bombers, while contemplating the
manner in which the rise of Nazism had

Jamie Peck: Remaking laissez-faire 11

been preceded by developments now ‘equ-
ally familiar in America and England ...
increasing veneration for the state, the fatal-
ist acceptance of “inevitable trends”, the
enthusiasm for “organization” of everything’
(2005 (1945): 39). The road to serfdom had
been conceived in such a way as to maximize
its contemporary relevance, in the closing
months of the second world war.® Had it not
been for wartime paper rationing, it would
almost certainly have become a bestseller
in Britain. It found a voracious audience in
the USA, however, turning Hayek into some-
thing approaching a ‘celebrity’ (Blundell,
2005). Reader’s Digest published a synopsis
of the book in April 1945 and speaking tours
of the USA beckoned.

Essentially a work of moral and political
critique, Serfdom asserted that socialism
and central planning represented but the
first steps on an inexorable path to tyranny
and totalitarianism. It had been motivated
by Hayek’s visceral sense of apparently
‘twice living through the same period — or at
least twice watching the same evolution of
ideas’ (1944: 1) — the socialist ascendancy
in Austria after the first world war, then its
British variant, leading up to the second
world war. Recognizing the impossibility of
going ‘back to the reality of the nineteenth
century’, Hayek (1944: 240) implored his
readers, instead, to seize any opportunity
to ‘realize its ideals’ — if the ‘first attempt to
create a world of free men ... failed, we must
try again’.

It is important not to confuse opposition
to ... planning with a dogmatic laissez-faire
attitude. The liberal argument does not advo-
cate leaving things just as they are; it favours
making the best possible use of the forces of
competition as a means of coordinating human
efforts. It is based on the conviction that,
where effective competition can be created,
it is a better way of guiding individual efforts
than any other. It emphasizes that in order to
make competition work beneficially a carefully
thought-out legal framework is required ...
[However there is no] ‘middle way’ between
competition and central direction ... Planning

Downloaded from http://phg.sagepub.com at The John Rylands University Library, The University of Manchester on May 2, 2008
© 2008 SAGE Publications. All rights reserved. Not for commercial use or unauthorized distribution.


http://phg.sagepub.com

12 Progress in Human Geography 32(1)

and competition can be combined only by
planning for competition, not by planning
against competition. The planning against
which all our criticism is directed is solely the
planning against competition. (Hayek, 2005
(1945): 45-46)

Perhaps surprisingly, Keynes was to write
of his ‘deeply moved agreement’ with
large parts of the book, while demurring on
the question of Hayek’s dismissal of both
the feasibility and desirability of ‘middle
ways’. Keynes found the critique of central-
ized planning overdrawn, arguing that by
alternately invoking the magic of markets
and the austere power of the Rule of Law,
Hayek had failed to specify ‘where to draw
the line’ in terms of the appropriate role and
form of the state: “You agree that the line
has to be drawn somewhere, and that the
logical extreme is not possible. But you give
us no guidance whatever as to where to
draw it’ (Keynes (1944), quoted in Skidelsky,
2005: 723).

Even if these questions were not adequ-
ately addressed in Serfdom, they had been
on Hayek’s mind for some years, since back
in the 1930s he and Robbins had been con-
cerned with appropriate conceptions of
planning, lest the word itself be appropri-
ated by socialists (Caldwell, 2004: 238-39).
In a perverse affirmation of Polanyi’s (1944:
141) now-famous aphorism that ‘Laissez-
faire was planned; planning was not’, Hayek
had, since before the war, been contemplat-
ing ways to rejuvenate the liberal project.
Serfdom had provided the answer in at least
one respect: it opened up access to organ-
izational and financial resources in the USA
that would prove critical for the revivalist
effort. A member of the audience in the
Detroit stop on Hayek’s 1945 book tour was
one Harold Luhnow, a strident business
conservative and president of the Kansas-
based Volker Fund. Luhnow sought to engage
Hayek in the task of producing a distinctly
American version The road to serfdom.’ Even
though the plan was ultimately unfulfilled, it
triggered a sequence of events that would

be decisive both in the development of the
Chicago School of Economics and in the
establishment of what has since been styled
as the ‘neoliberal thought collective’, the
Mont Pelerin Society (Hoover, 2003; Van
Horn and Mirowski, 2008). If Hayek had
originally moved to London ‘to fight Keynes’
(Hayek, 1994b: 77), largely on the terrain of’
economic theory, he would eventually have
to leave London, and shift tactics, to finish
the job.

Hayek had always loved the Alps, and it
was a fortuitous combination of American
funding and Swiss organization that enabled
him to bring together a hand-picked group
of prominent liberal thinkers for an explor-
atory meeting at the resort of Mont Pelerin
sur Vevey in 1947. In his welcoming address
to the group, Hayek (1992d (1947): 238, 240)
emphasized the need to ‘reconstruct a liberal
philosophy’ for the circumstances of the age,
seeking to embolden the members of the
fledgling network by insisting that ‘it is not
sufficient [to have] “sound views”. The old
liberal who adheres to a traditional creed
merely out of tradition ... is not much use
for our purpose. What we need are people
who have faced the arguments from the
other side’. The Mont Pelerinians’ ‘great
intellectual project’ would involve both ‘pur-
ging traditional theory of certain accidental
accretions’, while confronting some of the
intractable problems that ‘over-simplified
liberalism has shirked’. This called for an
explicit engagement with real-world prob-
lems, from third-world development to tax
and trade policy, forging critical alternatives
to Keynesian orthodoxies. This process was
a geographically situated one, the evolving
ideational project of neoliberalism gaining
traction, and creative momentum, from the
uneven landscape of the ‘collectivist con-
sensus’. Appropriately, there was a special
place in this project for those with first-hand
experiences of the subjugation of liberty:

[T]he farther one moves to the West, to the

countries where liberal institutions are still
comparatively firm, and people professing
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liberal convictions still comparatively numer-
ous, the less are these people prepared really
to re-examine their own convictions and the
more they are inclined to compromise, and
to take the accidental historical form of a
liberal society which they have known as
the ultimate standard. | found on the other
hand that in those countries which either had
directly experienced a totalitarian regime,
or had closely approached it, a few men from
this experience had gained a clearer con-
ception of the conditions and value of a free

society. (Hayek, 1992d (1947): 238)

Avid readers of the Chicago Daily Tribune
might have noticed a reference to the ‘secret
talks’ convened by Dr Hayek, inadvertently
promoted to ‘Winston Churchill’s advisor on
economic matters’, in the back of the paper,
between the ads for home freezers and
expandable watch bands, but they were
also informed that, for now, the search for
a new ‘philosophy of freedom’ would be a
private enterprise (Noderer, 1947: 25).
For Hayek, the task for what became the
Mont Pelerin Society was not compatible
with anything other than an invitation-
only ‘private organization’. Such ‘contacts
beyond national borders’ were inherently
vulnerable to monopolization by those ‘who
were in one way or another tied up in the
existing governmental or political mach-
inery’, and could therefore be expected
to ‘serve dominating ideologies’ (Hayek,
1992d (1947): 239-40). Moreover, the new
Society’s commitment to a long-run war of
position in the ‘battle of ideas’ was hardly
compatible with the issue of frequent press
releases. Privatized, elite deliberation was
therefore immediately established as the
modus operandi.

Inadvertently channelling a distorted
reading of Polanyi — whose concern had
been to deconstruct the ‘stark utopia’ of the
unfettered market, and the wake of insti-
tutional and social reform that had been
enacted in its chimerical image (Polanyi,
1944: 3) — Hayek insisted, in a paper circu-
lated to MPS members just after their first
meeting, that liberal intellectuals needed
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to regain the courage of their utopian con-
victions. Socialism, he insisted, was essen-
tially a ‘construction of theorists’, which
began life as an elite intellectual project
before being sold to the working classes on
the way to becoming ‘the governing force
of politics’ (Hayek, 1949: 417). It was delib-
erative intellectual and unapologetically
utopian projects, like Fabianism, that had
set the stage for the subsequent establish-
ment of socialism as a governing programme.
Achieving dominance among the active
intelligentsia was therefore an initial and
necessary stage in the process of hegemonic
succession: foreshadowing contemporary
conceptions of neoliberalism’s pensée unique
(Ramonet, 1998), Hayek characterized
the consequences of socialist utopianism in
terms of an effective monopolization of the
political agenda, in which ‘actual develop-
ments in society ... were determined, not
by a battle of conflicting ideals, but by the
contrast between an existing state of affairs
and that one ideal of a possible future society
which the socialists alone held up before
the public’ (1949: 428). In his estimation,
Germany had reached this hegemonic
tipping point by the late nineteenth cen-
tury; England and France together arrived
around the time of the first world war; and
the USA became functionally socialist by the
end of the second world war. It was in this
context that, ‘there seemed to exist only one
direction in which we could move’, toward an
increasingly planned and governmentalized
society, ‘and the only question seemed to
be how far the movement should proceed’
(Hayek, 1949: 429).

The ideational climate surrounding the
early MPS meetings, according to the Soci-
ety’s official historian, was one in which
‘socialist interventionist views were in the
ascendant’, its founding members being
‘drawn together by a common sense of crisis’
(Hartwell, 1995: xii; see also Friedman, 1951;
Nash, 1976). The founders’ sense was that
the clarification of the basic principles of a
self-consciously reconstructed liberalism
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ought logically to begin with the collective
effort of'a small group ‘which shared the same
basic philosophy’ (Hayek, 1994a: 133) —a sort
of transnational version of Mises—Hayek
Privatseminars of the 1920s — after which
there would be important tasks for sundry
intermediaries, translators and ‘secondhand
dealers in ideas’ in the transformation of the
‘liberal Utopia’ into a programme of ‘truly
liberal radicalism which does not spare the
susceptibilities of the mighty’ (Hayek,
1949: 417, 432).This conception stretches
beyond the ideational task of (neo)liberal
reconstruction, to embrace the institutional
challenge of ‘constructing and deploying
elaborate social machinery designed to col-
lect, create, debate, disseminate and mob-
ilize neoliberal ideas’ (Mirowski and Plehwe,
2008: 13).1°

Although they would choose, as a group,
to focus on questions somewhat ‘upstream’
of actual policy advocacy, the Mont Pelerin-
ians would hardly be reticent about seizing
state power, when opportunities presented
themselves. In fact, members of this highly
selective free-market club would go on to run
three countries (West Germany, Italy and the
Czech Republic), while occupying ministerial-
level positions in numerous others (including
Chile, New Zealand, the UK and the USA).
Around this core group was an extended
penumbra of intermediaries, disciples and
translators — not least among which were the
free-market think tanks — whose task was to
bridge between Mont Pelerin principles and
the messy challenges of governance. This
apparatus took 30 years to construct, but
Hayek had been actively thinking in these
terms since at least the mid-1940s (Hayek,
1949; Blundell, 2005).

For all their shared convictions, in the
beginning the Mont Pelerinians were also
in some respects an heterogeneous group.
One contingent was based loosely around
Paris, which had convened the ‘Colloque
Lippmann’ in 1938,!" widely regarded as a
precursor to the MPS, where it has been
claimed the term neoliberalism was originally

coined (Lemke, 2001; Mirowski and Plehwe,
2008). There were the Austrians — together
with an Austrian diaspora — now mostly
based in the USA, whose allegiance was to
Mises. (Most, in fact, were ‘graduates’ of
his formative Privatseminar.) The British
group, with affiliations to Robbins and the
LSE or the Manchester School, included
Karl Polanyi’s brother, Michael, whose in-
creasingly conservative leanings contributed
to the siblings’ intellectual estrangement
(Nagy, 1994). Then there was the Chicago
party, including Milton Friedman, George
Stigler, Frank H. Knight and Aaron Director,
which in the words of the MPS historian,
Ronald Hartwell (1995: 19), was ‘perhaps
the most powerful and certainly in the long
run the most influential’. And while there
were also individual representatives from
[taly, Switzerland, Belgium, Norway,
Denmark and Sweden, the largest group —
‘and in many ways the most interesting one’
(Hartwell, 1995: 19) — came from Germany.
Most conspicuous here was the Freiburg
party, led by Walter Eucken, which had pre-
cariously maintained its liberal allegiances
under the period of the Nazi ascendancy
and through the War."”? The most prominent
member of the displaced Freiburg school,
Wilhelm Répke, then based in Geneva, was
later anointed by Hayek as the most sig-
nificant figure in ‘the neo-liberal movement’
in the German-speaking world, ‘at least be-
yond the narrow circle of experts’ (Hayek,
1967: 200)."

The discussions at Mont Pelerin were, by
all accounts, wide-ranging, constructive and
mostly convivial. But while there was a con-
sensus on first principles, and on the prior-
itization of the most pressing challenges
such as the German reconstruction, Hayek’s
hope for some kind of programmatic state-
ment on economic policy remained unful-
filled.'* The grouping was meaningfully
neoliberal in the sense of the participants’
broadly shared understanding that a simple
‘restoration’ of nineteenth-century classical
liberalism was not appropriate for the times,
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politically, economically or socially."” How-
ever, demarcating a proper role for the state,
beyond its minimalist rule-of-law function,
proved beyond the reach of the meeting.
Some felt that government had a role in the
provision of public goods, others demurred.
There was a shared recognition that the
maintenance of a competitive market system
required certain state powers, though there
was a disagreement about how these should
be restrained. Inescapably, though, the re-
storation and maintenance of market rule
would call for some form of state engagement.
Flights of liberal market rhetoric aside, the
problem space staked out by the MPS was
focused on the restraint and retasking of the
state. The challenge was to determine a set
of tightly constrained, yet positive, functions
for the state, as the foundation for a designed
market order (Chamberlain, 1944; Friedman,
1951). Hartwell’s account, based on notes
from and recollections of the meeting, con-
veys a clear sense of this:

Opinions varied, from those who believed
that the government had the job of stabiliz-
ing the economy by fiscal measures to those
who argued that the unresolved liberal
problem was, as Robbins said, ‘to discover
automatic stabilizers which will work for the
system as a whole’. Friedman saw the need
for systems that are ‘automatically active
in response to stimuli’. But, asked Hayek,
how can monetary policy be automatic, and
outside the range of politics?” ‘Can we agree,’
George Stigler asked, ‘that the first step [for
monetary stability] should be to bring all
money-making institutions under the control
of the state?” They could not agree. It was the
same for proposals to solve the problems of’
mass unemployment, monopolies, and pov-
erty. Even the thought of industrial peace
frightened Machlup [a displaced member of
the Vienna school, based in the United States]:
‘Industrial peace is something we should be
afraid of, for it can only be bought at the cost
of further distortion of the wage structure.’
‘Unemployment,” declared Maurice Allais [of
the Parisian delegation], ‘is inevitable in the
free economy without controls’. (Hartwell,

1995: 36-37)
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The founding statement of the MPS,
sweeping and rhetorical in many respects,
was appropriately circumspect on this en-
during point of tension. Drafted by Robbins,
it described the MPS as a group of ‘like
minded persons’, jointly motivated by the
‘crisis of our times’; but its consensus on
the ‘constant menace from the develop-
ment of current tendencies in policy’ was
unevenly matched with a rather cowardly
commitment to ‘further study’ on questions
including ... the ‘redefinition of the func-
tions of the state so as to distinguish more
clearly between the totalitarian and the
liberal order’, on ‘[m]ethods of reestablishing
the rule of law’ that would be resistant to
‘predatory power’ and the ‘possibility of
establishing minimum standards by means
not inimical to initiative and the functioning
of the market’ (Mont Pelerin Society (1947),
quoted in Hartwell, 1995: 41-42).'® Beyond
the minimalist conception of the ‘night-
watchman state’, the challenge was to
re-engineer the state around the ideal of a
market order.

Hayek was later forced to mediate be-
tween those factions within the MPS mem-
bership wanting to push for agreement on
a specific policy agenda (led by Karl Brandt
at Stanford and Hunold at Geneva) and
those who sought to retain a more academic
orientation (led by the LSE-Chicago pairing
of Robbins and Director). While Hayek, so
often the mediator, characteristically pro-
fessed that his sympathies lay somewhere
between these positions, the outcome was
closer to the Robbins—Director vision, the
work of policy development later being
taken up, from the mid-1950s onward, by an
extensive network of MPS-aligned think
tanks (Cockett, 1995; Miroswski and Plehwe,
2008). In the shorter term, the imperative was
to construct the network, and to continue to
hammer out shared principles. Beyond that,
the MPS would define a zone of debate,
not a site for the production of prescriptive
strategies.!” The debates at Mont Pelerin,
which have sometimes been ‘stormy’
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(John Davenport, quoted in Friedman and
Friedman, 1998: 160), were never more dis-
putatious than in relation to the question of
‘what the state does with the economy and
with what results’ (Hartwell, 1995: 227).

The Mont Pelerinians shared a visceral
distaste for ‘current policy’, but were divided
over the character of any positive neoliberal
programme. That they were talking at all may
have been more a function of their shared
sense of exclusion than it was a reflection of
imminent consensus on the path forward.
The MPS’s ‘long range’ approach might be
considered visionary but, in the shorter term,
it also reflected the somewhat inchoate
character of the group. Hayek (1967) would
later identify the three principal bases of the
liberal reconstruction as Vienna, London
and Chicago. While there were threads
of connection between these embryonic
nodes — not least through the vectors of
Austrian economics and Hayek’s personal
peripateticism — these were, in important
respects, in an early and somewhat fragile
state of development in the late 1940s. The
inaugural MPS meeting, for example, was
the first time that Milton Friedman had set
foot outside the USA. And, for some time,
Hayek had been focused on the urgent need
for ‘re-education’ efforts following the Allied
victory, involving the selective rehabilitation
of selected members of the German intellec-
tual elite: ‘If these men are to be again made
active members of the community of Western
civilisation, they will soon have to be given
an opportunity for exchanging opinions, for
obtaining books and periodicals, and even
for travel, which will for long be impossible
for most Germans’ (1992a (1945): 232).
Echoing these sentiments, the inaugural MPS
meeting was Michael Polanyi’s ‘first glimpse
of the Continent after these disastrous
years’, but also a chance better to appreciate
‘an important section of American opinion’
(quoted in Cockett, 1995: 115).

The epicentre of this important section of
American opinion was Chicago. Hayek had
a long-established relationship with Henry

Simons at Chicago, author of a 1934 pamph-
let, A positive program for laissez-faire (see
Simons, 1948), which for a while was re-
garded as a founding tract of neoliberalism
(Friedman, 1951), even though the next
Chicago School would later disown it.
Simons (1948: 3) had contended, contra
the upstart practitioners of the Keynesian
‘new economics’, that laissez-faire was
not a ‘do-nothing policy’, but in fact neces-
sitated a ‘positive’ role for the state, in main-
taining competitive conditions, controlling
currencies, protecting property rights, curb-
ing monopoly power and (even) maintain-
ing social welfare (see Friedman, 1951;
Stigler, 1988; de Long, 1990). Simons, an
economist by trade who had decamped
(apparently, with the encouragement of
his former colleagues) to the Law School
at the University of Chicago, had been the
principal interlocutor between Hayek and
the Volker Fund in the protracted machin-
ations around the ‘American Road’ project
(Van Horn and Mirowski, 2008). Simons had
characteristically practiced a philosophical
form of economic discourse, in many ways
complementary to the style developed by
Hayek.'® Somewhat sceptical of Simons, the
economics department at Chicago remained
lukewarm about the Volker initiative, the
frustrations of which allegedly contributed
to Simons’ decision to take his own life, in
June 1946. Hayek (1994a: 144) described this
moment as a ‘catastrophe’, one that was to
find an echo in his own failure to secure a
tenure home in the economics department
a few years later."” Instead, Hayek was ap-
pointed to a position with the Committee
on Social Thought at Chicago, lubricated by
Volker money,? where he would deepen his
alliances with fellow MPS stalwarts such as
Aaron Director in the Law School, and Frank
Knight, George Stigler and Milton Friedman
in economics. The rising generation of eco-
nometricians at Chicago, however, had no
interest in Hayek, a sentiment that was
thoroughly reciprocated — Hayek arrived in
Chicago feeling ‘stale as an economist’, later
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recalling that he ‘never sympathized’ with
the quantifiers, who considered him ‘old-
fashioned’ (Hayek, 1994a: 126; Ebenstein,
2003a: 175).%

In fact, the Chicago School proper took
shape as a recognizable ‘project’ in the early
1950s (Stigler, 1988). Accurately capturing
the character and position of the Chicago
School has proved to be surprisingly difficult,
not least because its own members have
tended to disparage such efforts as ‘slovenly
stereotyp[ing]’ (Stigler, 1962). With growing
intensity of purpose, and through increas-
ingly sophisticated methods, the Chicago
School had been fighting a rearguard action
against the Keynesian orthodoxy since the
1930s (Reder, 1982). By the 1950s, there
was an unambiguous sense of the Chicago
School position, at least on the outside.
Bronfenbrenner (1962: 72), for example,
recalled a visit to the institutionalist bastion
of Wisconsin,? when it quickly became clear
to him that, ‘On the banks of Lake Mendota’,
Chicago economics signified ‘Pangloss
plus Gradgrind, with touches of Peachum,
Torquemada, and the Marquis de Sade
thrown in as “insulter’s surplus”’. Laurence
Miller’s more charitable characterization of
Chicago economics — while it still did not
entirely satisfy Stigler — may have stood the
test of time better than most. In contrast both
to the earlier Chicago tradition, personified
by Simons, and to the economics profession
in general, the modern Chicagoan would
stake out a particularly uncompromising,
anti-statist stance, distinguished by

the polar position that he occupies among
economists as an advocate of an individu-
alistic market economy; the emphasis that
he puts on the usefulness and relevance of
neo-classical economic theory; the way in
which he equates the actual and the ideal
market; the way in which he sees and applies
economics in and to every nook and cranny
of life; and the emphasis that he puts on
hypothesis-testing as a neglected element in
the development of positive economics ... A
Chicagoan opposes occupational restrictions,
price controls, and public transfers in kind such
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as public housing as a matter of course. In
so doing, he automatically places the burden
of proof on the person who would interfere
with individual decision-making within the
market. A Chicagoan, furthermore, looks
continuously for new ways to introduce the
market system of rewards and penalties.
(Miller, 1962: 65, 66)

Revisionist histories of the Chicago School
tradition tend to exaggerate the epistemo-
logical integrity of this Midwestern variant
of neoclassical theory and positive methods
(after Friedman, 1953). In the process, the
normative foundations of the programme
are often underestimated, along with the
institutional, financial and symbolic con-
tributions of key players located outside the
economics department, such as Simons,
Director, Hayek and the Volker Fund
(Van Horn and Mirowski, 2008). Likewise,
Simons’ explorations of the foundations for
a ‘political policy of laissez-faire’ tend to
be airbrushed from, or positioned prior to,
the historiography of the Chicago School
proper, in which Simons is portrayed as a
rather antiquated nonconformist, or pejorat-
ively branded an ‘interventionist’ (see Miller,
1962; Reder, 1982; Kitch, 1983; Stigler, 1988;
Barro, 1995; Formaini, 2002a; 2002b).2 It is
true that Simons was prepared to embrace
now-heretical practices such as redistribut-
ive taxation, though it may have been his
diatribes against private monopolies — with
which the Chicago School later made its
peace — that were the reason for his post-
humous ostracization. Simons’ position was
consistent with the ‘Old Chicago’ tradition
of Hayek and Knight — ‘that a government
committed to laissez-faire should lay down
the rules of the economic game so as to en-
courage the development of a competitive
instead of a monopolistic market economy’
(deLong, 1990: 607; see also Bronfenbrenner,
1962). This emphasis on the appropriate
institutional preconditions for a competitive
economy also accords with central strands
of early MPS thinking (Friedman, 1951; Van
Horn, 2008).
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The postwar Chicago School, in contrast,
placed the burden of proof on advocates
of intervention, applying neoliberalism’s
‘market test’ in an unstinting manner, while
portraying private monopoly as much the
lesser evil. In effect, it would come to repre-
sent ‘a theory of how to re-engineer the
state in order to guarantee the success of
the market and its most important partici-
pants, modern corporations’ (Van Horn and
Mirowski, 2008: 28). If the Old Chicago
School was sceptical of government inter-
vention, its successor was opposed — in a
defining and doctrinaire fashion — to statist
solutions. Under the influence of the increas-
ingly antistatist Friedman, Chicago would
become the centre of ‘the first recognized
counterrevolution against Keynesianism’
(Formaini, 2002b: 2). It provided a home for
the ‘small minority of economists who did
not succumb to the Keynesian revolution’
(Friedman and Friedman, 1998: 41). From
the Chicago School came the attack on the
Phillips curve, a central component of the
Keynesian belief system, and the alterative
conception of the ‘natural’ rate of unemploy-
ment.?* The modern Chicago tradition was
particularly associated with the methodology
of positive economics, which emphasized
predictive power and parsimonious reason-
ing (Friedman, 1953). Later came positive
economic theory, in the form of monetarism,
a frontal challenge to Keynesian demand
management (Gordon, 1974; Palley, 2005).%°

Despite some significant affinities, post-
war Chicago-School economics was never
synonymous with a Hayekian worldview.
The latter exhibits closer connections with
the law and economics tradition, another
Chicago product (Kitch, 1983; Van Horn,
2008). The broader church of the MPS em-
braced all these strands, and more. Reder
explained the relationship between the
Chicago School and the Mont Pelerinians by
way of a graphical metaphor:

[There are] two overlapping circles:
one ... labeled ‘Chicago-style economists’

and the other ‘Friends and Members of the
Mt. Pelerin Society.” The small overlap of the
two contains some of the most prominent
and influential members of either group
whose particular ideas are quite distinct
from those in the non-overlapping portions

of either circle. (Reder, 1982: 32)

The challenge was to manage creatively
the tensions within the overlapping zone
of the MPS’s venn diagram, a task to which
Hayek conscientiously applied himself. The
liberal revival proved to be a sustainable one,
in large part, because symbiotic relationships
were constructed between these various
constituent parts, all of which retained
some intellectual autonomy. Yet so closely
intertwined were early developments in the
Chicago School and the MPS - both intel-
lectually and organizationally — that Van
Horn and Mirowski (2008) have been moved
to characterize them as ‘dual startups’.
Chicago-school economics was politicized
from the outset; just as, from the beginning,
the Mont Pelerin Society’s conception of
the market economy was, in its own way,
‘instituted’.

IV To Freiburg, and back

Hayek spent the 1950s in Chicago, revelling
in the intellectual environment, but never
quite feeling ‘at home’ (1994a: 131). Despite
arriving in Chicago as something of an icono-
clastic celebrity, Hayek ‘never broke through
to the popular consciousness’ in the USA
(Ebenstein, 2003a: 217). For some time, his
dream had been to return to Vienna, estab-
lishing an institute for advanced studies
funded by the Ford Foundation, but the plan
did not come to fruition. A chair at Freiburg
proved an attractive second choice, not
least because the position promised greater
financial security for Hayek’s impending
retirement. In 1962, he had ‘once again, to
become an economist’ (Hayek, 1994a: 131).
Hayek was also re-establishing his intellec-
tual coordinates in other ways. Once part of
the Austrian Empire, Freiburg was culturally
familiar, and Hayek relished his fortifying
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walks in the Black Forest. Freiburg was
also the spiritual home of Ordoliberalism, a
German variant of neoliberalism that had
been part of Hayek’s intellectual and political
world since the 1920s.2° Leading members
of the Ordo group — notably Wilhelm Répke
and Walter Eucken — had long been close
associates of Hayek. And in a more meta-
phorical sense, Freiburg felt ‘something like
coming home’, since it was more or less equi-
distant between Vienna and London, the two
places that, he recalled, had most ‘shaped me
intellectually’ (Hayek, 1967: 251). However,
by the time he returned to Freiburg, Hayek
was ‘largely forgotten in continental Europe’
(Ebenstein, 2003b: 217).

Hayek was returning to a very differ-
ent Europe. The West German ‘economic
miracle’ had for more than a decade been
delivering unprecedented prosperity, under
the watchful eye of Hayek’s fellow Mont
Pelerinian, Ludwig Erhard, who had been
the Minister of Economic Affairs since the
establishment of the new republic in 1949.
Erhard had come to the attention of the US
military command in the chaotic years of the
postwar occupation, where he was appointed
to run the economics directorate of Bizonia,
the joint administrative zone of the British
and American forces. The demanding brief,
at a time when at least half of all economic
activity was occurring outside the formal
sphere and the de facto currency was Lucky
Strike cigarettes, was to design a new
monetary regime. A committed Ordoliberal,
Erhard had smuggled copies of Rokpe’s texts
into Germany during the Nazi period.?’
And he would work closely with Rékpe on
what proved to be an audacious plan for the
Deutschmark. In a radio announcement on
20 June 1948, Erhard declared that the new
currency would be convertible at a rate of
1:10 to the Reichmark, a proto-monetarist
cold bath that effectively reduced the money
supply by 90%. But it was the second part
of the ‘Erhard-Rékpe plan’ that caused this
event to be memorialized in conservative
economic lore: the ‘bonfire of controls’
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removed, in a single act of administrative
fiat, the entire structure of Nazi-era price
and wage controls, while slashing taxes on
incomes and capital, establishing what has
since been celebrated as a deregulatory
tabular rasa (Lenel, 1989; Formaini, 2005).%8
It was in the wake of this moment of immacu-
late neoliberal intervention that the West
German economy enjoyed a generation of
‘miraculous’ growth. These circumstances
helped to elevate Erhard to the position of
Chancellor in 1963. Ordo histories recount
that his exit from office, in 1966, coincided
with the country’s surrender to the evils of
bureaucratic intervention, welfarism, over-
regulation and ‘penal’ levels of taxation.
Visitors to Hayek’s home in the mid-1960s
recall him complaining about his taxes
(Ebenstein, 2003a). He was also growing
increasingly sceptical of the direction of
West German economic policy, which since
the early 1950s had been framed in the
euphemistic discourse of the ‘social market
economy’. Coined by Alfred Mdller-Armack
in 1946 to refer to a rather pragmatic and
elastic successor to Ordoliberalism, the social
market economy would come to denote
an ‘eclectic version of the neoliberal creed
which was open to state interventionism’,
one that became consolidated as a ‘new
hegemonic discourse coalition’ following
the recruitment of its creator to Erhard’s
Ministry of Economics in 1952 (Lehmbruch,
2001: 83—84). Even at the hands of its archi-
tect, however, the definition of the social
market economy would remain somewhat
elusive. During his six years in charge of
German economic policy, Mdller-Armack
engineered a working conception of the
social market economy as much through
institutional action as programmatic intent.
Operationalizing a guiding principle of Ordo
economics, governmental interventions
were supposed to be ‘market-conforming’
(marktkonform), but in practice this would
embrace the pragmatic accommodation of a
wide range of barely conforming interventions
in social policy, the taxation system, industry
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policy, housing-market regulation and so on
(Lenel, 1989).

Muller-Armack’s retrospective attempt
to clarify the meaning of the social mar-
ket economy variously emphasized its
ideological, sociological, philosophical and
spiritual character. He insisted that it should
be understood as an ‘irenical formula, not
a Utopian approach’, favouring deliberate
government action and the channelling of
traditional values over simple faith in market
forces: “This does not mean fixing a basis
that sets a path for all time, but one pointing
a road that must be taken now’ (Miller-
Armack, 1965: 94). This was a way to signal
Mdller-Armack’s (somewhat loose) adher-
ence to an ‘end-state’ rather than ‘procedural
rules’ variant of neoliberalism, the latter
licensing a range of interventions and actions
in the pursuit of a desired equilibrium state
(see Barry, 1989).%° This distinction points
to continuities between the social market
economy and Ordo-school neo-liberalism,
which at the time Muller-Armack was anxi-
ous to deny.>® Rather than a straight-forward
extension of Ordoliberalism, the social mar-
ket economy is perhaps better understood as
the first “Third Way’ (re)formulation of neo-
liberalism, which after the second world war
had ‘reserved space between capitalism and
socialism, without any specific characteristics
of its own’ (Tribe, 1995: 214-15). This refor-
mulation was not only pragmatically con-
sistent with the exigencies of postwar re-
construction, it also reflected the ideological
Manicheanism of the time:

The whole world is in a state of tension be-
tween East and West, and within this frame-
work fixed by the nuclear deterrent of either
side, the possibilities for action by the free
West are limited. So much more important,
therefore, is the deliberate assertion of its
inherent form of freedom. The Social Market
Economy certainly cannot, and should not, be
used as a counter-ideology, yet it is a formula
by which the self-knowledge of the West can
be organized in a form appropriate to it. If we
make a conscious attempt to safeguard our
way of life against the East, it is not enough

to take this or that pragmatical step; the deli-
berate organization of our life under a guid-
ing principle is required. (Muller-Armack,
1965: 90)

The ‘flexible discourse’ of the social economy
was also vulnerable to cooptation: the Social
Democrats, the dominant party in Germany
by the late 1960s, wo