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Milton Friedman: The Early Years!

In April 1947 Milton Friedman embarked upon a “junket to Switzerland ... to save
liberalism,” as his colleague George Stigler jokingly put it.> The two men were among a small
group of intellectuals invited to attend the inaugural meeting of the Mont Pelerin Society. Now
considered one of the founding institutions of global conservatism in the 20th century, the Mont Pelerin
Society was the brainchild of Austrian economist F.A. Hayek. Once a widely respected scholar, Hayek’s
stock had fallen as economists turned to Keynesian and mathematical approaches in the aftermath of the
Great Depression. Hayek was now famous not for his economic analysis, but for his 1944 crie de coeur
against state planning, The Road to Serfdom, penned in London as German bombs rained from the sky.

But now Hayek wanted to move from writing books to starting institutions that could shape the
political climate. Hayek recognized that liberalism — the creed of limited government and open markets
in which he deeply believed — had lost political purchase. In an era of social democracy, not to mention
communism and fascism, the 19th century ideals of republican government seemed bound for extinction.
Were it to survive, liberalism needed to be re-thought, top to bottom. Hayek was not alone in this
reckoning. The first efforts to conceptualize liberalism for the modern era had arisen in Paris in the
1930s, following the publication of American journalist Walter Lippmann’s The Good Society. This was
the moment that first got Hayek thinking about an “international organization of liberal economists.””
The concept had a dry run of sorts in the Collogue Lippmann, a 1938 gathering of mostly European
economists. War intervened in any follow up, and postwar, Lippmann had lost his taste for conservative

politics and ideas.

! Adapted from The Last Conservative: The Life of Milton Friedman (forthcoming, Farrar, Straus, Giroux).

2 George Stigler to Milton Friedman, December 20, 1946, in Making Chicago Price Theory, 49.

3 Angus Burgin, The Great Persuasion: Reinventing Free Markets Since the Great Depression (Cambridge: Harvard
University Press, 2012), 6.
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Instead Hayek and The Road to Serfdom became the touchstones of another gathering,
built upon the nucleus of the first. This time, it was clear more Americans would need to be
included. Hayek reached out to those he knew personally — including Friedman’s brother-in-law
Aaron Director and George Stigler. The same discussions that led to Director’s arrival at
Chicago also resulted in the Volker Fund pledging financial support to Hayek’s nascent society.
A Swiss businessman also agreed to underwrite a portion of the costs. Thus Hayek was able to
offer his American participants an all-expenses paid ten day trip to Europe to discuss political
and economic ideas. Although he had two young children at home and had hardly settled into
his new job, it was not the kind of invitation Friedman would decline. He had, in fact, never left
the country. The Mont Pelerin Society would be his first step into a wider world.

The trip was a significant undertaking; Friedman would be away from his family, and the
University of Chicago, for six weeks. Rose took Janet and David to Nevada to stay with her
sister, while Friedman traveled in the company of George Stigler. The two men first sailed across
the Atlantic on the ocean liner Queen Elizabeth, disembarking in a London that Friedman

recollected as “in a sad way two years after the war.”*

He was particularly struck by the rigidly
controlled economy and limited food supplies, which contrasted unfavorably with the more
dynamic black market in France.

After a brief stay in Paris, they traveled by train to the small lakeside town of Vevey,
Switzerland, where a funicular railway pulled them up to the mountaintop hamlet of Mont

Pelerin. The conference was held in the belle epoque Hotel du Parc, graced with a stunning

chandelier in the lobby and views down to Lake Geneva from the front terrace. Here they joined

4 Milton Friedman and Rose D. Friedman, Two Lucky People: Memoirs (Chicago: University of Chicago
Press,1998), 158-160.
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an eclectic group, including Director, Knight, Hayek, Lionel Robbins, philosophers of science
Karl Popper and Michael Polanyi, and the praetorians of the Volker Fund.

Henry Simons didn’t live to join the Mont Pelerin Society, but at that first meeting, it
seemed as if he was nonetheless in attendance. Amid bridge, sight-seeing, and back to back
sessions about the problems of the world, Friedman articulated a progressive view of classical
liberalism that owed much to his deceased friend. In a discussion of the group’s agenda,
Friedman argued that “Liberalism is in a curious position, and on the downgrade. It is at times
used as a defense of the status quo, instead of being dynamic and progressive. We want to make
sure that our manifesto is concerned in the progress of man’s welfare.” Ventriloquizing Simons,
Friedman continued: “We have to agree on the necessity for a positive approach.” > Similarly,
Frank Knight used Simons’ exact words when he called fractional reserve banking “diabolically
designed” and argued for 100% money, Simons’ pet reform of the monetary system.® Director
began the meeting with a carefully crafted address that emphasized the “humanitarian tradition
of liberalism,” yet noted serious conflicts “between what liberals consider the social interests and
the results of free enterprise.” The problem the society needed to address was that “the liberal

7

had no solution to offer derived from their fundamental philosophy.”’ All this was very much in

line with Hayek’s goal to reformulate a more modern, forward-looking defense of capitalism.

5 “Discussion on Agenda, Etc., April 4, 4:30.” Minutes of Discussion at Mont Pelerin Conference, April 18-10"
1947. Box 5, Folder 13, Mont Pelerin Papers, Hoover Institution Archives. Recorded by Dorothy Hahn, the
minutes are not a full shorthand, with some sessions going unrecorded. Rather than verbatim, the gist of remarks are
captured. The notes were understood to be private and not for publication. Page numbers indicated when minutes
were paginated.

6 “Contra-Cyclical Measures, Full Employment, and Monetary Reform, April 7, 4:30,” 6, 7. Minutes of the Mont
Pelerin Society. Box 5, Folder 12, Mont Pelerin Papers, Hoover Institution Archives.

7 “Free Enterprise or Competitive Order,” April 1, 4.30, 111, 3, 5. Minutes of the Mont Pelerin Society, Box 5,
Folder 12, Hoover Institution Archives. Although included in meeting minutes, from their length and structure these
remarks seem to be a written paper or address delivered by Director.
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Not all meeting attendees agreed such a reformulation was necessary. Austrian economist
Ludwig von Mises was a vocal dissenter, at one point declaring “you’re all socialists!”” and
storming out of the room.® Mises was among a minority contingent who remained
uncomfortable with any revision of liberalism that justified an expanded role for the state. He
vigorously disputed the other attendees’ emphasis on monopoly, asking “why do people attack
the monopoly, and not the patent law, the tariff, etc?” Following the same logic, American
journalist Henry Hazlitt averred, “The biggest problem of monopoly is of government created
monopoly.”® FEE representative Orval Watts took a similar hard line, arguing that “problem of
[business] cycles has largely been caused by government,” and criticizing unemployment relief,
a policy supported by most other members. '

In this context, Friedman was undisputedly on the left side of the society. He also
remained a keen internationalist. When Watts claimed there was “growing dissatisfaction in
America with American intervention in Europe,” Friedman shot back quickly “I don’t think
Watts’s opinions are representative of the USA.”!! The jab showcased the palpable divide
between the prewar conservatism of Watts — isolationist, moralist, rigid — and the more flexible,
pragmatic, and progressive liberalism Friedman represented.

In general, though, Friedman eschewed philosophical discussion, preferring instead to
propose and explain specific policies. He touted the idea of “progressive negative taxation,” an
updated version of his 1939 proposal for guaranteed minimum income, now linked explicitly to

the tax system. In response to questions, Friedman argued this was “a policy which is in

& Two Lucky People, 161.

9 “Minutes, Mont Pelerin Conference, Tuesday, April 1%, 4.30.” Box 5, Folder 12, Hoover Institution Archives.
10 “Wages and Wage Policy,” Minutes of the Mont Pelerin Society, April 8, 9:30. Box 5, Folder 12, Hoover
Institution Archives.

11 «present Political Crisis,” Minutes of the Mont Pelerin Society, April 9, 8:30, II. Box 5, Folder 12, Hoover
Institution Archives.
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accordance with the liberal society. Expediency is merely an additional advantage.” Even
alongside this invocation of liberalism, Friedman continued to employ a strangely bloodless tone.
Amplifying his thoughts about equality during a discussion of poverty, Friedman asserted “Men
are not born equal... There are definitely people who cannot earn, in the marketplace, an income
even that we could consider to be a minimum.” But Friedman went on to discuss this vexing
social problem in an engineering idiom, noting “Other people have to pay for this help.
Therefore we have progressive taxation. No democratic society is going to tolerate people
starving to death, if there is food with which to feed them.”'? Was this a good thing or a bad
thing? Friedman presented it as a basic social fact, drained of ethical content. While Hayek had
conceived the Mont Pelerin Society as a place to discuss fundamental questions of value,
Friedman continued to favor exposition of means.

The first Mont Pelerin Society meeting provided a revealing window into churn on the
American right. It laid bare a basic cleavage between those who wished to mount a full-throated,
unapologetic defense of capitalism and the calmer, cleaner, self-consciously scientific and
forward-looking vision of Friedman. At the meeting’s end, the relationship between these two
strands of conservatism was far from clear. Ideologues like Rand were sure that it was a fight to
the death. And surely it was significant that the group ultimately settled on the anodyne moniker
“The Mont Pelerin Society,” because all other proposed names spurred irresolvable debate. The
Mosaic character of the meeting also raised questions. The prophets had come down from the
mountaintop, but would anyone read the tablets? How would the impassioned aristocratic tones

of Hayek or the antiseptic scientism of Friedman and Stigler play in the emerging mass society

12 “Taxation, Poverty, and Income Distribution,” Minutes of the Mont Pelerin Society, Tuesday April 8", 8:30pm,
pp 1, 3-4, Box 5, Folder 12, Hoover Institution Archives.
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of the postwar West? Ten years would lapse until Friedman attended another Mont Pelerin

Society meeting. By then, he would approach these questions from a very different perspective.
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