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TOWARDS AN ECONOMICS OF NATURAL EQUALS

The Virginia School’s economics of natural equals makes consent critical for
policy. Democracy is understood as government by discussion, not majority
rule. The claim of efficiency unsupported by consent, as common in orthodox
economics, appeals to social hierarchy. Politics becomes an act of exchange
among equals where the economist is only entitled to offer advice to citizens,
not to dictators. The foundation of natural equality and consent explains the
common themes of James Buchanan and John Rawls as well as Ronald Coase
and the Fabian socialists. What orthodox economics treats as efficient racial
discrimination violates the fair chance entitlement to which people consent in
a market economy. The importance of replication stressed by Gordon Tullock,
developing themes from Karl Popper, is another expression of natural equality
since the foresight of replication induces care into research. The publication of
previously unpublished correspondence and documentation allows the reader
to judge recent controversy.

David M. Levy is Professor of Economics at the Center for the Study of Public
Choice at George Mason University, Virginia. He has published four scholarly
books and over ninety journal articles. His most recent book with Sandra J.
Peart, Escape from Democracy: The Role of Experts and the Public in Economic
Policy (Cambridge, 2017), applies analytical egalitarianism to expert economists.

Sandra J. Peart is Dean and E. Claiborne Robins Distinguished Professor in
Leadership Studies at the University of Richmond. She has written or edited
nine books, including Escape from Democracy: The Role of Experts and the
Public in Economic Policy (Cambridge, 2017), with David M. Levy, and Hayek
on Mill: The Mill-Taylor Friendship and Related Writings (2015).

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

Frontispiece: Ronald Coase, Duncan Black, James Buchanan, James Ferguson, Warren
Nutter, Gordon Tullock, Leland Yeager. Fall 1962. From the James M. Buchanan
papers, C0247, Photographs boxes, University of Virginia folder, Special Collections
Research Center, George Mason University Libraries.

Cover image: James Buchanan, Warren Nutter, Alexandre Kafka, Gordon Tullock
(December 1964). From the Special Collections, University of Virginia Library,
Charlottesville, Va.
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There seem to me to be two essential ways of approaching the study of

problems of political, social, and economic organization. The first way

is that of setting up independently certain criteria or goals for achieve-

ment and to examine existing and potential institutions in the light of

their performance or expected performance in meeting these criteria.

This approach, for purposes of exposition here, may be called the

“social welfare function” or “social engineering” approach. It seems to

characterize much of the current scholarship in the social sciences, and

in economics especially. The second approach is that which deliberately

avoids the independent establishment of criteria for social organization

(such as “efficiency,” “rapid growth,” etc.), and instead examines the

behavior of private individuals as they engage in the continuing search

for institutional arrangements upon which they can reach substantial

consensus or agreement. It follows from this difference in approach

itself that “individual liberty,” in the sense of individual participation in

the choices of appropriate constraints on human action, will tend to

assume a necessary, and hence more prominent, role in the second than

in the first. It is also true that the second approach will normally tend to

place more emphasis on market organization than the first, not because

there is some pre-conceived dogma or creed in favor of this form of

social order, but simply because it does represent one system upon

which substantial consensus has been, and is, expressed.

James Buchanan to Kermit Gordon (17 October 1960)

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

Contents

List of Figures page xi

List of Tables xii

Preface xiii

Acknowledgments xv

1 Why the Virginia School of Political Economy Matters 1

1.1 Introduction 1

1.2 Virginia Political Economy 3

1.3 Against Efficiency: James Buchanan versus Kenneth Arrow 6

1.4 Katallactics: The Science of Natural Equals 7

1.5 Where Is the Economist? 9

1.6 Conclusion 13

Appendix 1.1 Warren Nutter to Ronald Coase, 4 December 1956 18

Appendix 1.2 James Buchanan to Mancur Olson,

8 November 1971 19

2 James Buchanan and the Return to an Economics of Natural Equals 22

2.1 Introduction 22

2.2 Learning from Adam Smith 23

2.3 The Economics of Natural Differences 26

2.4 Challenging George Stigler 28

2.5 John Rawls and Adam Smith 30

2.6 Conclusion 35

Appendix 2.1 The Early John Rawls–James Buchanan

Correspondence 36

Appendix 2.2 James Buchanan to Gordon Tullock,

3 March 1971 40

vii

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

3 “Almost Wholly Negative”: An Early Reaction

to the Virginia School 41

3.1 Introduction 41

3.2 The Thomas Jefferson Center Proposal to the Ford

Foundation 45

3.3 The Aftermath: Correspondence 49

3.4 The Methodological Defense 53

3.5 Conclusion 54

Appendix 3.1 Thomas Jefferson Center for Studies in Political

Economy, “Request for Financial Assistance,” May

1960 57

Appendix 3.2 Ford Foundation, New York. Inter-Office

Memorandum, Marian Chamberlain to Kermit

Gordon, 11 August 1960 61

Appendix 3.3 Warren Nutter to Ronald Coase, 31 August

1960 62

Appendix 3.4 James Buchanan to Ronald Coase, 1 September

1960 63

Appendix 3.5 [James Buchanan] “Memorandum of Conversation

with Ford Foundation, 31 August 1960.”

1 September 1960 65

Appendix 3.6 Ronald Coase to Kermit Gordon, 17 September

1960 68

Appendix 3.7 Ford Foundation, New York. Inter-Office

Memorandum, Oscar Harkavy to Kermit Gordon,

21 September 1960 70

Appendix 3.8 Kermit Gordon to Ronald Coase, 7 October 1960 72

Appendix 3.9 Ronald Coase to Kermit Gordon, 17 October 1960 74

Appendix 3.10 James Buchanan to Kermit Gordon, 17 October

1960 76

Appendix 3.11 Kermit Gordon to James Buchanan, 19 December

1960 82

Appendix 3.12 James Buchanan to Donald O’Connell, 30 January

1961 83

Appendix 3.13 James Buchanan to Donald O’Connell, 1 February

1961 86

Appendix 3.14 Ronald Coase to Donald O’Connell, 24 May 1961 88

Appendix 3.15 Ronald Coase. “Notes of my meeting with

Mr. Kermit Gordon of the Ford Foundation on

September 14th 1960,” 20 October 1961 89

viii Contents

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

4 “The Economics of Universal Education” and After: From

Friedman to Rawls 93

4.1 Introduction 93

4.2 The Knightian Context 95

4.3 The Economics of “Universal Education” 98

4.4 The Cover Letters 101

4.5 Buchanan’s Mature Views on Race: Achieving a “Fair

Chance in Life” 105

4.6 Conclusion 110

Appendix 4.1 Universal Education, 10 February 1959 111

Appendix 4.2 The Cover Letters and a Response 124

Appendix 4.3 James Buchanan’s Letters to Rutledge Vining

(Extracts), 3 September–1 October 1974 129

Appendix 4.4 Buchanan to Thomas Borcherding,

26 February 1980 137

5 Virginia Political Economy and Public Choice Economics 139

5.1 Introduction 139

5.2 Majority Rule 141

5.3 Henry Simons and In Search of a Monetary Constitution 146

5.4 Rent Seeking 150

5.5 Economists as Advisors 154

5.6 Conclusion 162

6 The Individuals and Their Connections 164

6.1 Introduction 164

6.2 James Buchanan against “New Chicago” 165

6.3 Discussion in Hayek and Buchanan 170

6.4 Warren Nutter versus the Soviet Experts 174

6.5 Tullock, Popper, and Economic Replication 179

6.6 Conclusion 186

Appendix 6.1 James M. Buchanan, “Chicago School Thinking:

Old and New,” 20 June 2010 187

7 The Role of the Earhart Foundation in the Early Virginia School 195

7.1 Introduction 195

7.2 Funding Sources for the Early Virginia School 197

7.3 Earhart Foundation at the Beginning 202

7.4 Earhart Foundation Fellowships 205

7.5 Conclusion 212

Appendix 7.1 The “Rational Debate Seminars” Organized by

Warren Nutter at the American Enterprise Institute 213

Contents ix

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

8 The Virginia School and the Anti-democratic Right 216

8.1 Introduction 216

8.2 The Anti-democratic Right 218

8.3 The Freedom School 227

8.4 Murray Rothbard and the “Old Right” 229

8.5 Conclusion 232

Appendix 8.1 Gordon Tullock to Ludwig von Mises,

26 November 1963 234

Appendix 8.2 Robert LeFevre to Merwin K. Hart, 10 May 1954 235

Appendix 8.3 Murray Rothbard to Gordon Tullock, [undated] 236

9 Neoliberalism, the Virginia School, and the Geldard Report 237

9.1 Introduction 237

9.2 The Contested History of Neoliberalism 239

9.3 The Geldard Report 243

9.4 Ronald Coase, the Fabians, and British Broadcasting 246

9.5 The Theory of Clubs 252

9.6 Conclusion 254

Appendix 9.1 The Geldard Report on the Virginia Economics

Department 255

10 Conclusion: Should the Virginia School be Restored? 258

10.1 Introduction 258

10.2 The Knightian Point of View 260

10.3 An Economics for a World without

Hierarchy 261

10.4 Market Exchange and Consensus 264

Select Bibliography 265

Index 281

x Contents

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

Figures

6.1 “How Russia’s output lags behind that of the U.S.” page 177

7.1 “Mimeographing of Manuscript” (page 1) 199

7.2 “Mimeographing of Manuscript” (page 2) 200

7.3 Earhart Fellows at the University of California–Berkeley 208

7.4 Earhart Fellows at Columbia University 208

7.5 Earhart Fellows at Harvard University 209

7.6 Earhart Fellows at the University of Chicago 209

7.7 Fellowship terms by institutions 210

7.8 Josiah Wedgeworth’s “Am I Not a Man and a Brother?” 213

8.1 H. B. Earhart contributions to the National Economic Council 223

8.2 Volker Fund / H. Luhnow contributions to the National

Economic Council

224

9.1 Neo-liberal and neoliberal usage: 1950–2000 240

9.2 The Geldard Report’s count of students and faculty

in the economics department

245

10.1 John Rawls’s index to Frank Knight’s Ethics of Competition

(page 1)

262

10.2 John Rawls’s index to Frank Knight’s Ethics of Competition

(page 2)

263

xi

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

Tables

3.1 Documents reproduced in the Appendix page 44

7.1 Earhart Fellows, sponsors, and professional recognition 207

xii

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

Preface

In this preface, we take the opportunity to explain our editorial decisions.
We see three issues about the documents. 1. Why did we include one
document and not another? 2.Why did we include some documents as
images and others as text? 3. How did we process the text files? There is also
the issue of what is included in the bibliography.

1 Inclusion? Themundane constraints of our knowledge and the size of the
book are obvious. The constraints imposed by the rights of others are less
obvious but almost as critical. Within those constraints, we selected what we
thought important – as we noted, those with other points of view wouldmake
different selections – and, generally speaking, we selected what is unavailable
elsewhere. Thus, we did not include the correspondence between Rutledge
Vining andMilton Friedman about who the University of Virginia’s econom-
ics department should hire, James Buchanan orG.WarrenNutter, because we
published that correspondence earlier (Levy and Peart 2018). On the other
hand, we published both of the first two letters from John Rawls to Buchanan
and Gordon Tullock, even though we had published the second of these
earlier along with the Vining-Friedman correspondence. It seemed to us
helpful to publish those together in one place.

The last document we recovered was the “Geldard Report” of a study
conducted by the University of Virginia in 1963. Until now, only the
section relating to the economics department had been known and even
it had not been published. Nor was the name of the report common
knowledge. We decided to publish only the study of the economics depart-
ment, even though we discuss how the report considers other departments.
Now that the name of the report is known, the University of Virginia
Special Collections can provide it upon request.

We cannot publish documents without the permission of both the
owners of the paper on which the words are written and the owners of

xiii

www.cambridge.org/9781108428972
www.cambridge.org


Cambridge University Press
978-1-108-42897-2 — Towards an Economics of Natural Equals
David M. Levy , Sandra J. Peart 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

the intellectual property. Both sets of rights-owners were invariably gener-
ous when we requested permission to publish.We need to stress there were
cases in which it was not known who owned the intellectual property; these
documents could not be published. We note in passing our concern that
this issue is only going to get worse since the question sometimes can only
be decided by the directives of a will. Those directives are easily lost.

2 Images? Generally speaking, we published images of documents when
the page was overwritten or when color ink was used. The two dramatic
examples are (first) the directions about the circulating manuscript of the
Calculus of Consent and (second) Rawls’s index to his copy of Frank
Knight’s Ethics of Competition. On the other hand, Nutter’s handwritten
letter to Ronald Coase about joining with other Knightians in Virginia was
simply converted to text.

3 Reprinting conventions? An attractive feature of publishing an image
of a document is that no further editorial decisions need to be made. Once
a document is converted to text we facemany issues. Dowe correct obvious
errors? We resolved not to but shortly discovered that we sometimes
needed to tell the reader that we saw the mistake too. In these instances,
we added [sic] to the error. Do we keep old-style print format?Many of our
documents were typed in an era in which the character set was by modern
standards very sparse. We invariably converted underscore to italics and
replaced two successive hyphens with an en-dash. In one important case
the document we reprint exists in two distinct versions. We compared and
noted all the changes we saw.

Bibliography. We now turn to the question of what goes in the biblio-
graphy. In our bibliography we only included entries that we use; simply
mentioning a book does not merit an inclusion. One document, a
Buchanan lecture, includes a bibliography. We did not merge his biblio-
graphy with ours. This issue also comes up when authors we quote cite a
work. This we regard as a mention, not our use, so the mentioned work is
not in the bibliography.

xiv Preface
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