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1What’s in a Name?


The most important thing, the first thing, in understanding anything is to get the name right. If you and I were to have a conversation on any subject, say horses, and you were to refer to them as “dogs” and I were to call them “cats,” there is a good chance that some misunderstandings might arise—misunderstandings that could never be resolved until we decided to agree on a name for the thing we were talking about. This book is an attempt to make clear certain matters concerning the material relations between men, and to correct what I see as the greatest errors in the field that deals with these matters, the field known as economics. But before I could correct anyone else’s errors, I had to correct my own. This book started with an essay that was published in the Distributist Review, entitled “The Economics of Distributism.” But as I searched the text for errors, both theoretical and grammatical, I suddenly realized that I had missed the biggest error of all—the very title. This book, which grows out of that essay, has a slightly different title, but in that slight difference is a world of difference. I let the title of the essay stand, because economics has become the term under which most men recognize the topic, and because I did not have space to explain the difference within the bounds of the essay. But in a book I may at least make the topic clear, even if I can do nothing else. And my topic is political economy, which is to say, the only kind of economy that actually exists.


Economics vs. Political Economy

Economics is, of course, a discipline which has an enormous amount of power and prestige. But one thing it does not have is a history, or at least not much of a history; the term economics is of comparatively recent origin. None of the great political economists of the nineteenth century were familiar with the term economics. For Adam Smith, David Ricardo, Karl Marx, Jean-Baptiste Say, Nassau Senior, John Stuart Mill, et al., their science was political economy. In fact, the twenty-volume Oxford English Dictionary—begun in 1878, completed in 1928, and meant to be the final resource on all English words—does not even have an entry for economics, neither in the main portion nor in the supplement. Given the recent provenance of the word, it is important to understand how and why it got here. The term, in its modern sense, may have first been suggested by the British prime minister Benjamin Disraeli in 1844 as a way of separating the political economy from the pesky topic of morals. It did not gain any currency until 1890 with the publication of A. E. Marshall’s Principles of Economics, which begins, “Political Economy, or Economics, is a study of man’s actions in the ordinary business of life….”1 Note that Marshall uses the old term before the new one and makes them out to be synonyms.

But if they were synonyms, there would be no reason for the change. The difference between the terms is that the political economists saw their science as a humane science firmly embedded in human institutions. The new economists, on the other hand, saw their discipline not as a humane science, but as something in the order of the physical sciences, which operate independently of human intentions. They wished to “free” the discipline from all social contexts. Of course, the first casualty of this “freedom” was freedom itself, since the markets were now moved in the same way as were the stars: by inexorable forces whose course no man could alter. It is ironic to hear otherwise intelligent men speak of the “free” market while denying its very freedom.

The problem with the new economists was not so much that they were wrong, but that they were very nearly right. There are certain tendencies in human beings that allow us to make lawlike statements. People do tend to buy more of a product when it is cheaper, and they tend to make more of that product when it is dearer; between these two tendencies, we really can posit supply and demand curves, and we can, at least in the abstract, discover the equilibrium point between these tendencies. And while the result of our calculations will not be a law in the sense that gravity is a law, in that it cannot be violated, it will be lawlike: that is, useful enough for us to give useful descriptions of a particular economy. All of this is true. But the real difficulties in human thought come not so much as an argument between truth and error (pure error is too easy to spot), but between greater truths and lesser truths. Correct thought is a matter of arranging truths in their proper hierarchies, of not allowing a lesser truth to displace a greater, or of not reducing all truths to one truth. This last error is the besetting sin of economists because, to make economics work as physics works, guided by physical measurement and ruled by pure mathematics, they have to reduce man to a physical object in a world of physical objects. They have to reduce man’s labor to a mere commodity, purchased at the lowest value like any commodity; they have to reduce man to an economic calculator, the mythical homo œconomicus. Mostly, they have to divorce the economic question, as Disraeli desired, from any question of ethics. But one cannot found a science on a myth. Nor can one reduce man to something he clearly is not, or at least is not completely. Man occupies a moral universe as well as a physical one, and to ignore the place he occupies is to lose the man and hence lose the science. Man, in his relations with other men, is guided by whatever notions of justice he has. Even the man who claims to divorce the questions of morals from the economy will always be attempting to give a moral justification for his actions; the plutocrat who exploits his workers will rationalize it by claiming that in the end the exploitation adds to the commonweal, or that he is simply acting under the forces of “economic” nature. But if there is no question of justice, why bother to justify it?

Without understanding the nature of man, we cannot hope to understand the nature of his economic relations. The new “scientists” hoped to trade good justice for better science, but it was a bad bargain; in losing one they lost both. In losing the ability to properly describe their subject (the human person) they lost the ability to properly describe anything about him, and most especially his economic systems. They ended up not with a science, which could serve as an arbiter of questions disputed under the terms of the science, but with a series of warring ideologies among which there can be no arbitration, indeed no communication, because they have no common terms and no common understandings.

I want to be very clear here that I am not denying economic science. Indeed, I am affirming it. I am, however, denying that it is a physical science; I deny that it can draw its proper methodology from physics, astronomy, chemistry, or any other physical science. I affirm that it must be a humane science and use the methods of those sciences. In a later chapter, we will delve more deeply into the implications of this. For the moment, we can say that the humane sciences all rest in some vision of human justice, because justice is the virtue that regulates proper relations between man and man, between a man and his society. If we lose justice, and most particularly distributive justice, we lose any hope of science; indeed, we lose any hope for society. Here then, is the over-riding theme of this book: Economics, or more properly, political economy, cannot be a proper science unless it is a humane science; to be a humane science it must embody some notion of justice, and particularly of distributive justice. Indeed, as a practical matter as well as a theoretical one, there can be no balance between supply and demand without distributive justice; the moral question and the economic question are, in reality, one question. Economic equilibrium cannot be divorced from economic equity, and the attempt to do so will lose both equity and equilibrium; the economy will be unable to balance itself, and so will either fall to ruin, or to ruinous government attempts to redress the balance.




The Failure of the Economists

Our nation—and the world—is currently in the midst of a grave economic crisis. One salient fact about this crisis is that 90 percent of all economists failed to note the coming of this disaster. Further, those few who did give a warning were marginalized and ridiculed as “Dr. Dooms.” While it is certainly true that some of those who sounded the alarm are perpetual naysayers, always crying wolf even in the best of times, it is not true of all of them. Further, it does not tell us why the bulk of the profession failed to note the coming of this train wreck. Nor should we be surprised by this failure, since 90 percent missed the coming of the last disaster, and the one before that, etc. Indeed, the record of the economists in predicting economic failures is nearly perfect: they have missed all of them.

With that disheartening statistic in mind, it would seem that we have some warrant for suspecting that the science of economics is, at this stage, incomplete, and hence incapable of giving a complete description of any economy. And if it cannot describe an economy, it cannot predict its course. Most importantly, however, such an incomplete science will not be able to make any rational policy prescriptions, and any prescriptions it does make are only likely to make the problems worse, to deepen and lengthen the recession. Therefore, our first task is one of understanding. We must examine the historical and theoretical roots of the science and correct what errors we find. Only then can we deal rationally with the problems at hand.




The Failure of the Distributists

Although this book is a critique of modern economics, it must start with a critique of modern distributists. I say “modern” distributists because distributism itself is nothing more than the rediscovery of an older view of economics. Until the sixteenth century, there was no real dispute that economics was a colony of ethics, rooted in the political order and dependent on distributive justice. No philosopher or theologian worthy of his stipend, beginning with Aristotle, was without his economic commentary. He felt it merely part of his natural function to comment on the real affairs of real men, and the economic and political orders were simply part of that commentary. Very nearly the full weight of human opinion, taken as a whole, comes down on the side of the distributists. While distributism adds to modern economics precisely what it lacks to become to a real science—the science of political economy—distributists themselves have often been reluctant to put their case in economic terms. The distributists have often argued from moral terms; they have placed their arguments in the necessary connection between free property and free men; they have argued on agrarian terms, on the natural rhythms of life and social order often disrupted by modern capitalism; they have argued from Roman Catholic teaching and the social encyclicals. But on the whole, they have been unwilling, or (I’m afraid) unable, to enter the economic debate on purely economic terms.

This is not a new problem. G. K. Chesterton and Hilaire Belloc, though they had an intuitive feel for political economy, lacked both the training and the interest to formulate a purely economic theory. Belloc’s The Servile State was a shrewd critique of the economic order of his day, and it has proved prophetic about the decay of that order into a quasisocialist order, dependent on big government, which is itself dependent on big capital. But even after The Servile State, neither The Restoration of Property nor Economics for Helen was of sufficient depth, economically, to establish distributism as a separate and distinct economic theory. Likewise, Chesterton’s What’s Wrong with the World and other writings showed great economic insight but little economic theorizing. This is unfortunate because the great opponents of the distributists in Chesterton’s time, the Fabian socialists, insisted on first-class economic research. Although both Chesterton and Belloc were popular figures, and distributism a popular movement, the Fabians were able to carry the day because they could focus the debate on purely economic grounds, grounds the distributists were reluctant to enter.

This is not to deny that some great economists have been guided by the same principles as distributism. John Ryan, Heinrich Pesch, E. F. Schumacher, R. H. Tawney, and many others have made great contributions to our understanding of the political economy. Nor is this to deny that distributist practice has had tremendous successes: the longstanding success of the Mondragón Cooperative Corporation, with its fifty-year history and eighty thousand worker-owners; the remarkable distributive economy of Emilia-Romagna, where 40 percent of the GDP is from cooperative firms, and where the standard of living is one of the highest in Europe; the “land to the tiller” program of Taiwan, which lifted that nation from grinding poverty to economic powerhouse in only one generation; the success of so many Employee Stock Ownership Plans (ESOPs); and the success of micro-lending programs across the world. Indeed, distributist principles go from triumph to triumph, while capitalist societies go from government bailout to government bailout.

Despite these successes in both theory and practice, however, it is too often the case that in any discussion of economics the distributist is likely to be the least well-versed in the science; he is, too often, the one least able to place his argument in economic terms, and too ready to retreat to moral arguments. This has unfortunate consequences for distributism as a movement. First, we often fail to convince others of the economic soundness of our case. Second, those distributists who have an interest in economics find insufficient sustenance in distributism, and often drift off to Austrianism, Keynesianism, or socialism, theories which are nearly the opposite of distributism. Finally, we cannot recognize the similarities between our own positions and allied positions like mutualism and Georgism. In failing to recognize these similarities, we fail to recognize our natural allies. We even fail to recognize, too often, that which is valid and useful in neoclassical and Keynesian theories. All of this gives distributism a parochial cast. We end up marginalizing our own theory, simply because we often have a marginal understanding of the theory.

If the distributist would only enter the economic lists, he would find weapons and armor enough to stand against any opponent. Our theory is competitive at the intellectual level and thoroughly demonstrated at the practical level; we fill the gaps in the science of political economy that neoclassical economics, and all its variants, cannot. We do not need to stand on the margins, but in the mainstream. In this particular historical moment, when capitalism itself seems to be in crisis, we need to make our voices heard, and heard in a language the world can understand. This book is not the great tome that distributist political economy deserves (that is a task above my abilities and one that I leave to the next Pesch, Tawney, or Schumacher); it is intended to give the nonspecialist reader the intellectual arms and armor necessary to enter the debate on more equal terms.








2If It Ain’t Broke…



Does Capitalism Work?

Distributism calls for a reform of economic systems in general, and capitalism in particular. And yet, what is the point of calling for reform in a system that works, which is fully functional? Here, common wisdom must guide us, namely, “If it ain’t broke, don’t fix it!” At this point, many people would interrupt to say, “Just look around you, dummy. Of course it works! We are the richest and most powerful nation in the world, thanks to capitalism and the free market. Further, our system is so successful that it has been adopted by every prosperous nation in the world—even Communist China!” Well, it would be hard to dispute that America is a powerful country; what is not so clear is that it is a capitalist country, or has been one, for some time now.

In asking the question of whether or not capitalism is broke, I do not mean that there are certain imperfections in it, or that from time to time it experiences difficulties. It would be unreasonable, indeed churlish, to demand from any great system a standard of perfection that human beings and human systems simply do not have. And since we must allow for imperfections, we must ask, “How do we judge whether capitalism—or any other system—is working?” Let me suggest that the most unassailable standard of judgment for any system is the standard that adherents of the system establish for themselves. We could criticize capitalists on any number of grounds, but the only ground that would have validity for a capitalist is the ground he establishes for himself. Therefore, in judging whether or not capitalism works, I use only the criteria that an intellectually honest capitalist would use for himself. By purely capitalist standards, capitalism does not work and never has.

What, precisely, does a capitalist mean when he says that capitalism works? Simply this: that the capitalist system can provide a relatively stable and prosperous economic order without a lot of government interference in the market. That is to say, capitalism is basically selfregulating and needs no outside force, such as government, to balance supply and demand and ensure prosperity. Now, the Marxist critic might point out that the “prosperity” excludes a large number of people, and the Georgist or the distributist might point out that capitalism depends, contrary to its own theory, on a certain monopolization of land and the other means of production, but the capitalist is likely to reject these critiques. If he is intellectually honest, however, he cannot fail to notice that capitalism has never been a stable economic order without the heavy involvement of the government. And if this system that we pronounce “working” is really one that requires the heavy hand of government for its stability, can we really call it “capitalist” without at least adding some modifier?




The Two Economies

The people who argue that “capitalism works” are the same people who argue that we should have less government interference in the market. Minimal government involvement is indeed a laudable goal, however, the plain fact of the matter is that capitalism cannot function without government interference. Capitalism relies on an expanded state to balance aggregate supply and demand. Consider this fact: in the period from 1853 to 1953, the economy was in recession or depression fully 40 percent of the time. Since 1953 the economy has been in recession only 15 percent of the time.1 Consider the following chart,2 which depicts the American economy in the period from 1900—2006:
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The gray bands represent recessions, the solid line (read on the left-hand scale) represents the quarterly growth rate of the Gross National Product (GNP), and the dotted line (read on the right-hand scale) represents the total GNP in terms of year 2005 dollars.

The first thing we note is that the left side of the chart and the right side seem to indicate two very different economies. The left side is dominated by gray areas, that is, by an amount of economic distress that would simply be politically untenable today, while the right side is mostly white. The solid line on the left side indicates an economy of wild swings, of alternating economic euphoria and depression, while on the right the changes are gentler. Finally, the slope of the dotted line is very shallow on the left side, indicating an economy which cannot sustain growth, and very steep on the right side, indicating an economy where steady growth has become the norm. What distinguishes the right and left sides of this chart, and the two different economies they illustrate, is the introduction of Keynesian economic policies during World War II, policies which have become decisive in all advanced economies, no matter what the ideological bent of the regime in power. Republican or Democrat, liberal or conservative, European or American, they have all followed it for the very simple reason that it works, or at least works well enough to provide for political survival in democratic nations. A politician who actually advanced the policies of the left side of the chart simply would not survive to the next election.

This is not to say that nations haven’t tried “left-side” policies. Since the rise of Margaret Thatcher in 1979 and Ronald Reagan in 1980, the political rhetoric has been about “free markets,” “lower taxes,” and “less government interference.” Both Reagan and Thatcher took Friedrich von Hayek as their economic mentor, but the more “Hayekian” the economic rhetoric became, the more Keynesian the economy has actually become. The unintended consequences of Hayek’s policies have always been the opposite of what Hayek wanted: larger governments, greater debts, more centralized economic power, and so forth. Keynes’s policies may indeed be, as Hayek claimed, a “road to serfdom,” but Hayek’s policies have turned out to be a super-highway to that same dismal destination. Since the Reagan administration, the World Bank has forced Hayek’s economic policies on all the developing economies, and the results have been uniformly dismal. Indeed, the theories of Hayek have been tested just as much as have the theories of Karl Marx, and with about the same results: more government power, less economic freedom. Under neither theory did the state wither away, but rather it became an all-encompassing behemoth. Both Marx and Hayek wished for a “withering away of the state”; both delivered great leaps in government power.

Under the free-market rhetoric of “conservative” regimes, the government has not shrunk, but expanded, so much so that we now have a government of nearly imperial power and privilege, headed by an imperial presidency that ignores not only the laws of Congress and the Constitution, but even basic human “laws” such as the law against torture as an instrument of state policy. Government expenditures as a share of GDP are about the same as they were before the conservative ascendency, but the cost of government has far exceeded its tax base. The result has been an increased dependence on borrowing. At the start of the Reagan administration, the national debt was about $700 billion; at the close of the Reagan-Bush era, it had tripled to $2.1 trillion. It doubled again and then doubled again, and now stands in excess of $12 trillion. This increased debt represents an effective tax increase, since borrowing is taxing too, but a tax shifted onto the next generations.

This leads us to an unavoidable conclusion: capitalism and the free market are incompatible. History shows, beyond any reasonable doubt, that the growth of capitalism and the growth of government go hand in hand. Capitalism and big government are not, as in the popular imagination and the economic treatises, things opposed; rather, the one grows on the back of the other, and the more you get of one, the more you will need of the other.

Distributists will not be surprised at this result, since it exactly matches the predictions that Belloc made in The Servile State. The capitalist state, Belloc believed, would grow increasingly unstable, and could only stabilize itself by enlisting the power of government.3 Belloc wrote before the rise of Keynes, but Keynes’s methods were no surprise to readers of Belloc. Keynes indeed found a “solution,” but Belloc had already predicted the solution: servility. It was Keynes’s intention to make the citizen freer by freeing him from economic insecurity. But in Keynesian states, people become less free; they cease to be citizens and become mere clients of the state, where even their most ordinary needs are the subject of one or more governmental bureaucracies, and where even ordinary local problems become the responsibility of the most distant levels of government.

We can summarize Keynes’s theory as one of a managed economy. At the start of a recession, the government would lower taxes and increase spending, thereby running up debts, to increase economic activity. As the economy improves, the government would raise taxes and lower spending to pay off the accumulated debts, and thereby choke off any wasteful booms. Between the two poles, the boom-and-bust cycle would be broken. Governments were more than willing to follow the first part of the prescription, and pile up debts to prevent or lessen recessions. But when it came to the second part, they lacked the will. As the saying goes, nobody wanted to take away the punch bowl just as the party was getting started, or at least nobody who was facing an election campaign. Thus, the debts tend to accumulate, which makes high taxes a structural part of the economy; unless a government is willing to default on its debts, it must first pay the interest before any other function of government can be funded. This half-baked Keynesian policy is effective at managing recessions, but isn’t normally attempted to manage booms.

As successful as Keynesianism has been at rescuing capitalism from itself, one wonders if this cycle can continue. Each new business cycle seems to require greater intervention than the last, and this latest crisis requires gargantuan efforts. Can this exercise in gigantism continue forever? Most likely not, at least not in a finite world; sooner or later we come to a point where the system can no longer sustain itself. That point may be now. Certainly a $12 trillion debt at the federal level alone is daunting enough, and that debt shows no sign of abating. But even more problematic is the increasingly servile nature of the population, a population easily manipulated by commercial advertising and political spin. The servility which Belloc predicted, which Keynes institutionalized, and which Hayek feared on the theoretical level but did so much to advance on the practical level, is now upon us. Thus our problem transcends the merely economic; we must deal with a cultural problem as well. We have saddled our children with crushing debts, just as we have deprived them of the independent spirit which leads a man to pay his debts.




The Law of Unintended Consequences

It is somewhat of a mystery why Keynesianism should succeed, after a fashion, where capitalism fails. Neither Keynes nor Hayek intended the kind of government we have nor the kind of servility we see, yet this is what we have. What went wrong? Both theories ran smack-dab into the “law of unintended consequences.” This law states that the unintended consequences of our actions are always greater than the intended ones. It is a natural outcome of the fact that we are finite creatures, with incomplete knowledge of the present and no knowledge of the future. The consequences of any action are potentially infinite, while our intentions are always limited. Therefore consequences must always outstrip intentions.

There are further problems when man theorizes about human systems. Man builds theoretical models, but by definition, what a model leaves out is always greater than what it includes. We hope and believe that our models have included all that is important and left out all that is inconsequential. We search for principles which lie at the heart of things, but how are we to know that we have located those principles? In the physical sciences, we can often test our theories in a laboratory; we can strictly control the environment and vary only the factor we wish to test. But this procedure does not work for human systems. How is man to test his economic theories? How is he to know if he has included all the important elements? Let me suggest that we do have a laboratory, and that laboratory is called “history.” It is an imperfect laboratory, because we can never control all the variables. Further, there are no raw facts in this lab, but only a series of interpretations we place on actual events. Hence, the reading of the results will always be a discursive and critical enterprise. Nevertheless, when we look at charts like the one in this chapter, what might be called the “lab” results of economic history, we certainly notice some very consistent features on the right and left sides of the chart. Anyone who reads the chart and offers an interpretation must account for the dramatic change in the middle of the chart and for the consistencies on each side of the chart.

When we see an idea fail consistently, and fail in exactly the same way in every case, we can be sure that something essential has been left out of the theory. The greater the unintended consequences, the more confident we are that something is missing. And when we compare the theory with something that historically works better, we attempt to identify the element that is responsible for the difference. In the case of Keynes and Hayek, I believe that the difference is the different position that distributive justice has in each theory.

In the case of Hayek, justice simply isn’t an issue; his major concern is with freedom. It is noteworthy that he uses the term “justice” just three times, but “freedom” eighty-seven times.4 Hayek is continuing one element of the neoclassical tradition in economics, a tradition which had eliminated justice as an economic consideration. It was not that the neoclassicals were opposed to justice; they just didn’t regard it as an economic question. The neoclassicals triumphed in economic theory around the turn of the twentieth century. Henceforth, economics would no longer be a moral endeavor, but a “scientific” one. However, the system became increasingly unstable, and teetered on the verge of collapse beginning in 1929. Keynes did his theorizing in the midst of this collapse. Freedom was less of an issue to him, while saving the situation was of primary importance. Keynes’s recipe for saving the system was the (re)distribution of wealth and income. He used the term “freedom” only four times, but the term “distribution” fifty-seven times.

The theories of Keynes and Hayek are often presented as opposing theories, but in fact the opposition is more apparent than real. Hayek was not opposed to at least some redistribution, as he noted in The Road to Serfdom:


There is no reason why, in a society which has reached the general level of wealth ours has, the first kind of security should not be guaranteed to all without endangering general freedom; that is: some minimum of food, shelter and clothing, sufficient to preserve health. Nor is there any reason why the state should not help to organize a comprehensive system of social insurance in providing for those common hazards of life against which few can make adequate provision.5



For his own part, Keynes praised The Road to Serfdom:


In my opinion it is a grand book. We all have the greatest reason to be grateful to you for saying so well what needs so much to be said. You will not expect me to accept quite all the economic dicta in it. But morally and philosophically I find myself in agreement with virtually the whole of it; and not only in agreement, but in a deeply moved agreement.6



Keynes accepted the neoclassical dictum of a value-free economics; he merely denied that such an economic system could maintain itself in equilibrium for very long, if at all. He felt that such a system led inevitably to great disparities in wealth and income, and that no economy could balance itself in the face of these manifest imbalances. “The outstanding faults of the economic society in which we live,” he said, “are its failure to provide for full employment and its arbitrary and inequitable distribution of wealth and incomes.”7

What Keynes actually proposed was not so much an overturning of the capitalist system, as a neat division of labor: the capitalist system would create wealth, and the political system would redistribute it in sufficient amounts to maintain aggregate demand and keep the economy from collapsing. In other words, Keynes bowed to the abandonment of justice as an economic principle, and made it into a purely political concern; distributive justice became re-distributive, not so much a matter for economists as for bureaucrats. Insofar as Keynes had some consideration for distributive justice, economies built on his principles have been able to function. But insofar as they depend on an ever-growing bureaucracy, they are always in danger of consuming themselves.

Hayek opposed Keynes because he believed that Keynes’s theory inevitably led to state control of the economy and the attendant loss of freedom. The problem in looking at both of these thinkers is not that either of them is wrong, but rather that both of them are right. With Hayek, we oppose the expansion of state power as a threat to freedom; with Keynes, we assert the necessity of justice, and not merely on moral ground, but on the practical ground that it is the only way to make an economy work. The problem occurs when their two theories are combined in an incoherent way, as has been the case since the 1980s. What results is not merely a road to serfdom, but a super-highway to that same dismal end. Pure capitalism disappeared in the 1940s, caught in its own contradictions, and Keynesian capitalism now appears mired in unrepayable debts and ever-greater intrusions into the economic and personal lives of its citizens. The Keynesian system is definitely broken, or at least in the process of breaking itself apart, just as the previous system broke itself apart in the 1930s. If this interpretation of economic history is correct, then the time has come to consider some alternatives.

What is needed is not two disjoint and contending theories, but one theory that combines both justice and freedom. The distributive alternative involves invoking the older tradition by recasting economics as the science of political economy and reintroducing the question of justice into that science. The next three chapters will take up the crucial question of the status of political economy as a science. In the chapters following the science, we will go into greater detail on the relationship of justice to that science.








3Political Economy as a Science



Science, Normative and Positive

Someone once remarked that economists suffer from “physics envy.” One could certainly make that charge against W. S. Jevons (1835–82), one of the founders of marginal economics, when he wrote that a “perfect system of statistics… is the only… obstacle in the way of making economics an exact science”; once the statistics have been gathered, the generalization of laws from them “will render economics a science as exact as many of the physical sciences.”1 More than a century has passed since Jevons wrote these words, and in that time there has been a growth of vast bureaucracies, both public and private, devoted to establishing this “perfect system” of statistics. Yet today economics seems no closer to being an exact science than it was in Jevons’s day. Despite this failure, economic orthodoxy clings to the notion of itself as a positive science. As Milton Friedman puts it,


Positive economics is in principle independent of any particular ethical position or normative judgments. As [J. M.] Keynes says, it deals with “what is,” not with “what ought to be.” Its task is to provide a system of generalizations that can be used to make correct predictions about the consequences of any change in circumstances. Its performance is to be judged by the precision, scope, and conformity with experience of the predictions it yields. In short, positive economics is, or can be, an “objective” science, in precisely the same sense as any of the physical sciences.2



Underlying Friedman’s view are two distinctions: a distinction between facts and values (the “is” and the “ought to be” of things), and a corresponding distinction between a normative science and a positive one, with the former reflecting the world of values and the latter the world of facts. So which kind of science is economics, normative or positive?

I will suggest that the question is meaningless. Every science, insofar as it really is a science, is both positive and normative. Every science, insofar as it is a science, must be “normalized” to some criteria of truth. These truths arise from two sources: an internal and an external source. The internal criteria involve a science’s proper subject matter and methodology. But these criteria are insufficient to found any science as a science. In addition, there must be external criteria of truth, and these truths can only come from one or more higher sciences. In the absence of such an external check, the science will merely be circular, dependent on nothing but itself and disconnected from the hierarchy of truth. Thus, for example, biology is responsible to chemistry, chemistry to physics, physics to metaphysics. No biologist can violate the laws of chemistry, and no chemist can reach a conclusion contrary to physics. Thus every science is responsible to its own methodology (and therefore positive) and to the higher sciences (and therefore normative). Every science has, therefore, both its own proper autonomy, based on its subject matter and methodology, and its own proper connection to the near sciences, based on the hierarchy of truth. In speaking of the autonomy of a science, we should note that it is only a relative autonomy, not an absolute one. A scientist’s obligation to be faithful to his proper method does not relieve him of the obligation to higher truths. No science can provide its own criteria of truth without being circular. When a science attempts to do so, one of two things happens: Either the science breaks up into mutually warring camps whose disputes can never be resolved because there are no accepted criteria of truth by which to resolve them, or it becomes merely dogmatic permitting no rational examination of its premises. In economics, both things have happened: the science is divided into warring factions with no arbiter of truth among them; the principles of the various factions have become dogmatic statements with little connection to reality.




The Physical and Humane Sciences

The hierarchy of science allows us to define what science is, because science is not a mere collection of facts, nor just free-floating knowledge. Rather, it is knowledge integrated into a hierarchy of truth. To know a thing, anything, it is not sufficient to know the thing in itself; one must know also how it fits with everything else, what its relationships are with the rest of the world. Science, then, is not just knowledge, but organized knowledge. It is precisely this organization that makes it science. We have many other kinds of knowledge, such as tacit or intuitive knowledge, but these are not scientific until they can be integrated into the hierarchy of knowledge, and thereby submit themselves to the tests of truth that come from the higher sciences. Until we know the thing in the fullness of its relationships, we don’t really know it at all. Therefore science is not just about describing things in themselves, but about describing things in their full relationships with everything else. Now, everything that exists is related to everything else that exists in one way or another. Nevertheless, we can identify two general hierarchies of knowledge, two great branches of science, the physical and the humane sciences. The first thing to determine about any science, therefore, is not whether it is normative or positive, but whether it is a physical or a humane science.

The distinction between these two branches of science concerns how the objects of the science are moved to their ends. Physical objects are moved to their ends by laws outside of themselves, such as the law of gravity. They do not exhibit any degrees of freedom. For example, the planets are kept in their orbits by the law of gravity, and no planet can suddenly decide to reverse its course and visit a new region of the heavens. In other words, the motions of physical objects are completely deterministic; they are bound by the laws of nature and cannot deviate from them. We can examine nature and discover its laws, laws that exist independently of will and intention. This examination of nature we may call “naturalism,” and these sciences all terminate in physics, the master science for the study of physical objects.

Man, of course, is another physical object in the universe of objects, and is bound by the law of gravity no less than any of the planets. He is also something more, however, because while a planet cannot determine its own course, we must determine ours. That is, we are not moved to our ends by a law like gravity, but by the choices we make. Man is that being that can choose his own ends and make judgments about the best means to achieve his ends. This freedom towards ends and means is the essence of what it means to be human. The humane sciences, therefore, have a completely different aim than the physical sciences. The latter aim at discovering the physical laws that must be followed and are always in fact followed; the former aim at discovering laws that ought to be followed and detailing the consequences of not following those laws. Humane sciences have the human person for their object, and specifically the human person in relationship, whether that is the relationship a person has with himself, his family, his community, the natural environment, or God. Now, political economy deals with economic relationships, those relationships necessary for the material provisioning of society. It is therefore a humane science and not a physical science. Like all humane sciences, economics is about right relationships.




Facts without Values?

At this point, the positivist is likely to object that no one can tell us what kinds of relationships are “right” or “wrong.” We can only note the facts and predict the consequences. Therefore science, economic or otherwise, should simply stick to the facts and let the moral chips fall where they may. This view is based on a distinction between facts and values. As D. Stephen Long noted in Divine Economy: Theology and the Market, “The fact-value distinction has become so determinative in the modern world that we seldom even recognize the many ways our politics, economics, even our theology assume and perpetuate this distinction.”3 The fact-value distinction actually has its roots in medieval theology. The medieval theologians insisted that the material world reflected the eternal order of God and operated on God-given laws which could be known without any direct reference to theology. This allowed a measure of autonomy for the physical sciences. The distinction was not a real distinction, however, but a methodological one confined to physical motions; the motions of the human will could not so easily be measured and numbered. With the Enlightenment sages, however, the distinction became a real one—an ontological distinction—that extended even to human motions. All motions, even human ones, would be reduced to number and quantity and divorced from theology and ethics. As David Hume put it,


When we run over libraries, persuaded of these principles, what havoc must we make? If we take in our hand any volume; of divinity or school metaphysics, for instance; let us ask, Does it contain any abstract reasoning concerning quantity or number? No. Does it contain any experimental reasoning concerning matter of fact and existence? No. Commit it then to the flames: for it can contain nothing but sophistry and illusion.4



This test, known as “Hume’s fork,” is by now so enshrined in our thinking that it has become traditional, with even Christian economists joining in his book burning without a second thought.

Perhaps the best example of the Christian expression of this distinction comes from Alejandro Chafuen, who posits a distinction in natural law itself between the “analytical” and the “normative.” For Chafuen, “ethical considerations… have no impact on underlying truths,”5 and “no ethical judgment can invalidate an economic law,”6 a law arrived at without regard to ethics. However, it is fair to question whether Chafuen (and the moderns in general) have a proper understanding of natural law: Has he merely confused it with naturalism? Can there be a value-free law for humans? The answer to these questions depends on one’s theology. The older view of natural law situated it within a discernment of the meanings of things, that is, within their proper acts and ends. Thus, natural law would always involve a teleology, a perception of final meaning. Such perceptions, however, involve philosophical, theological, and cultural questions. The Enlightenment view of nature sought to divorce natural law from any moral or theological authority. Is this actually possible?

Let us take a simple deduction from nature: lions eat lambs, therefore the strong prey on the weak. The conclusion would seem to be an unavoidable deduction from the indubitably factual premise, a pure instance of a natural law, blissfully free of any moral or theological foundation. This apparently simple conclusion, however, contains a hidden assumption: the premise concerns animals, but the conclusion is applied to men. Is this valid? Yes, if man is no more than an animal; no, if man transcends the animals. If the latter is true, then natural law can never be just a reading of nature, but must be guided by a consideration of the end and nature of man. Can the issue be resolved one way or another by an appeal to pure reason? No, because both views rest on a purely theological foundation. Man may or may not be just an advanced animal and nothing more. Certainly, he is an advanced animal, but the status of the “something more” cannot be proved—or disproved. Certainly, both men and lions enjoy a leg of lamb for lunch; quite possibly, speech is no more than an advanced form of roaring or baying. There is simply no “proof” that men transcend, or do not transcend, the animals; it is a matter of faith and faith alone. Therefore, the question of whether the proposition is a valid deduction from nature depends not on the raw facts (which cannot be disputed) but on the theology by which one reads those facts. And this will be true for every statement which purports to be a “value-free” conclusion from the natural world. The only question is whether the values are explicit or hidden; if the latter, men will delude themselves into thinking that their thinking is “value-free,” when in fact it is a mere attempt to impose their values on others. The solution is never to proclaim a “value-free” conclusion, but to make the values that underlie the conclusion explicit, thereby exposing them to critique and evaluation.

Even if the fact-value distinction could be maintained, it is not always clear which are the facts and which are the values. For example, if we take the distinction seriously, we must allow the following case:7 Mrs. Harris is an attorney at the top of her profession who bills her time at $500 an hour. Mr. Harris, on the other hand, is a bit of a lout. He calls her at work demanding a bit of “afternoon delight.” Wishing to be a dutiful wife, she considers her options. Since she is not only an attorney, but also understands economics, she believes that her decision ought to turn on the opportunity costs of the alternatives. She can go home for an hour and lose $500, or she can call an escort service to provide a suitable surrogate for $150. Thus she must measure the gain of $350 against the loss of $500 and decide how the “opportunity cost” compares to the relative values of sexual pleasure and infidelity. Now, an economist might say that the “facts” of the case involve the opportunity costs, while the concepts of adultery and fidelity are mere values. But this is not at all clear. The relative prices of lawyers and prostitutes are mere social valuations that change from culture to culture and, indeed, from moment to moment; they seem to lack the ontological grounding that one would expect from a “fact.” On the other hand, adultery is a fact which “has much more concrete or empirical reality than the putative economic facts mentioned. We can point to the historical embodiment of something called ‘adultery’ much more readily than something called ‘opportunity cost.’ ”8

It would seem, therefore, that the world of human beings cannot be neatly divided into a realm of facts and a realm of values. While there may be, at certain times and in certain cases, a methodological advantage to making such a distinction, it is merely a way of speaking of things for limited purposes and involves no real ontological distinction. Therefore, Chafuen’s case for a division in the natural law seems to have failed. A realm of pure “facticity” in human affairs is doubtful. All human observation requires some theoretical framework to make sense of the mere sense impressions. The theoretical framework always involves some value judgments. For example, in measuring unemployment, Charles Clark notes that,


The economist must first start by making the decision that [unemployment] needs theoretical explanation and second [he] must define what unemployment is, both of which are blatantly value-laden (and political) activities. Furthermore, the choice of what methods to use to investigate this phenomenon also involves value judgments, as does selection of the critical criteria about what will be accepted as the “final term” in the analysis, the bases of what arguments will or will not be accepted. However, values and value judgments enter into theory construction on the ground floor by giving the theorist the “vision” of the reality s(he) is attempting to explain. This “vision” is pre-analytical in the sense that it exists before theoretical activity takes place.9



We are, of course, bombarded each day by reams of economic “facts” and statistics. Each and every one of them is surrounded by the same constellation of political and value-laden decisions. This does not make them invalid or useless, but we must understand the value-laden decisions that went into making each of these numbers. The numbers are not like the numbers we get from looking at a telescope or some other instrument used in the physical sciences. Rather, each number reflects a judgment about what the purpose and the meaning of economics are.




Humane Science and Teleology

The major division of the sciences, then, is not the normative-positive duality, but a division based on the object of the sciences, whether they are merely physical or fully human. For the physical sciences, we need only examine the physical world to note the relationships and regularities, and we have, in most cases, ample room for discovering laws and testing them empirically. But when we deal with the humane sciences, the task becomes more complex, for a simple examination of persons cannot be undertaken without first determining what a “right” state of affairs ought to be. For example, if we practice medicine, we must have some idea of what good health is; we must have some normative state the departure from which constitutes disease. This seems like a straightforward process in physical medicine (although it is actually fraught with many difficulties and conundrums), but can become somewhat complex when we look at, for instance, psychology. For example, if we take two psychologists, one of whom believes that mental health means giving expression to every sexual impulse, and another who believes that sexuality should mainly be expressed in marriage and family, it is obvious that they will give very different kinds of advice. I have no intention of trying to sort out those issues here; I merely point out that the advice given will depend on each psychologist’s perception of what it means to be a human being, on what the ends and purposes of our humanity are.

This is the case with every humane science. Its first task is to understand the ends and purposes of the human person, in all of his or her relationships, and that particular science’s role in contributing to those ends and purposes. This search for ends and purposes is called teleology, from the Greek telos, a word which connotes that which completes or perfects a thing. Each humane science begins, as it were, backwards, with the ends of man, whether those are the ends of his physical or mental health, his social order, his political peace, his need to pursue truth and knowledge, etc. Underneath all of these ends there lies the necessity of a certain material sufficiency. Without having some security of food, clothing, and shelter, it is difficult to pursue any of the other ends of man. Now, all of these other ends may be higher than these bare necessities, but every other end presumes the necessities, for no man can long pursue anything else if he cannot get enough to eat. Hence, the pursuit of these ends is basic to the pursuit of every other end, and the more easily they can be obtained, the more time and energy can be devoted to the pursuit of other goals. Now, the political economy is the science which deals with the pursuit of man’s material needs, and so it is foundational to every other humane science; even the priest, the philosopher, and the artist need to eat. Therefore, in order to understand the science of political economy, we must ask in greater detail just what the purpose of this science is, which is the topic of our next chapter.
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