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Hutt: An Economist For This Century

+ The Great Depression serves for many as a symbol of the failure of unrestrained market economies to
provide for stable employment and growth. The economic malaise of the 1930’ led politicians and
economists afike to embrace the theories of John Maynard Keynes, which called for strong government
fiscal policy—taxing and spending--to provide the “aggregate demand”” deemed necessary to fully
employ the nation’s idle resources. As years of deficit spending have resulted in both high inflation and
economic stagnation, however, the Keynesian aggregate demand model has fallen into disrepute.

There was one economist in the 1930°s who stood fast against the Keynesian onslaught and provided
future generations with an eloquent re-definition of the classical arguments for full employment and
economic growth. That economist was William H. Hutt, a British-born graduate of the London Schoal of
Fconomics, who spent most of his professional life in the relative isolation of South Africa. A professor of
econornics at the University of Capetown for thitty-seven vears (1928-1965), Hutt produced animportant,
yet neglected, body of theoretical work which touched on most of the major economic debates of the cen-
tury. In areas as diverse as macroeconomics, interest group politics, and race discrimination, Huit pro-
vided analyses that foreshadowed the most sophisticated work currently appearing in these fields.

fn 1965, Hutt came to the United States to serve as a visiting professor of economics at the University of
Virginia. For the past nineteen years, Hutt has remained in the U.S., teaching at a number of major univer-
sities and interacting with a new generation of economists who have come to appreciate his work,

This summer the Manhattan Institute interviewed Hutt, now 84 years ofd and Professor Fmeritus at
the University of Dalfas, on topics that range from the failure of Keynesianism to the question of political
reform in South Africa. We also spoke with two of the nation’s most eminent economists: Mancur Qlson,
Professor at the University of Maryland and author of The Rise and Decline of Nations, discusses the rofe of
Hutt in explaining the impact of interest groups on the economy; fames Buchanan, Professor at George
Mason University in Virginia and one of the intelfectual architects of the Public Choice school of
econamics, describes Hult's influence on that particular body of scholarship. And finally, we asked Arthur
Seldon, of the Institute of Economic Affairs in Lontdon, for some personal reminiscences of Hutt.
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An Appreciation of W. H. Hutt
by Arthur Seldon

The work of W, H. Hutt has always
had a timeless quality that sharply distin-
guishes it from the short-view, eco-
nometrically-oriented analyses currently
attempting to explain the passing scene.
Throughout his career, Hutt has been ana-
lyzing the world as it is in its essentials. His
universal, enduring economic analyses go
below the surface of events,

| first met Hutt in the corridor outside
my room at the London School of
Economics. He had come to England in
1938, and sought me out, passing rooms
occupied by Professors F. A. Hayek,
Lionel Robbins, and Arnold Plant to reach
the more humble room | shared (as a re-
search assistant} with R. . Fowler. | had
graduated in 1937 and been influenced by
his Economists and the Public (1936),
which | had read as an undergraduate. It
prompted me to write to him at Capetown
with general enthusiasm for the enlighten-
ment his book had provided, though
mingled with some doubts and anxieties.

Bill must have satisfied my doubts
about his argument, for they did not seem
to finger. I've been an acolyte of Hutt
since reading The Theory of Collective Bar-
gaining (1930) which effectively de-
stroyed the Fabian argument on labor's
disadvantage in the bargaining process,

My relationship with Hutt grew
stronger when | arrived at the institute of
Economic Affairs. We commissioned Bill to
write an economic study of the color barto
explain apartheid in South Africa, where
he had taught at the University of
Capetown since 1928. The argument of the
book, The Economics of the Colour Bar
(1964) was that “similar origins’” —restric-
tionism in the market by group inter-
ests—could be seen in all injustices of col-
or, race, caste, and class. In arguing that
the market would remove color prejudices
because it was ““color blind,” he
anticipated as a “'white’” the later analyses
of two black economists, Thomas Sowell
and Walter Williams. Hutt, along with
Williams and Sowell, makes the case that
efforts to secure justice for racial minorities
through special privileges destroys the
more humane method of judging people
as individuals with qualities to reward.

Some years afterward, | again called

on Hutt, when the well worn sophistries of
“labor’s disadvantage’’ were repeated in
the British debates on trade union power -
and its role in developing an incomes
policy. | proposed to Bill that we republish
The Theory of Collective Bargaining with a
new introduction (1975) emphasizing the
central argument and its continuing refe- -

vance despite the forty-five year interlude .. .

since the first edition.

The scholarly integrity of Hutt's work
reminds us that the business of the ecg- . * -
nomist should be economics. Yet because -
they are fallible human beings, economists =2
would fike to be heard, to be recognized, -
even to have influence. And it is a painful” -
dilemma for the economist, asked to ad- -
vise government, to choose between un- =%

compromising scholarship and pragmatic
benevolence.
In the early years of the IEA | therefore

issued a stern injunction to authors to be .

entirely unconcerned with the “politically
possible’” or “politically impossible” and
bluntly state the unpalatable conclusions

to which their analyses led them. To em- .
phasize the injunction, linvited Bill in 1971
to write a short book under the very title
Politically Impossible . .. ¢ in it, he re-
viewed his teaching on monetary policy,
social welfare, Keynesianism, and the
trade unions, to demonstrate the damage

to economics of caving in to the self-

interested, myopic, and circular reasoning
of politicians about what economic
policies the public would accept.

Bill Hutt is one of a number of British
economists whom, | am ashamed to say, .-
Britain has not recognized officially as it
has done others with much less claim to in-
tegrity, insight, and distinction, This list of
neglected scholars would include Colin
Clark, who pioneered a great deal of the
work in national income statistics, and FA,
Hayek, who, although born in Austria, has
been British by choice since 1938. And
there are others. But as a fellow cockney,
born in modest circumstances in the Fast
End of London, | single out Hutt for special
affection and reverence among the British
economists whose work will live though
their contemporaries did them no honor,
Should not the Mont Pelerin Society
establish its own private Honors List?
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An Interview With W.H. Hutt,

Part One: The Keynesian Episode

Manhattan Report—Professor Hutt, you have
been one of the earliest and most persistent critics
of Keynesian theory and policy, right from the
start. How did your analysis of economic prob-
lems differ from Keynesin the 1930's on the causes
of and cures for the Great Depression?
W. H. Hutt—Keynes, and his followers, regarded
unemployment as a problem of inadequate de-
mand. | argued along the lines of traditional eco-
nomic analysis, particularly the implications of
Say's Law of Markets, that unemployment and
depression were problems of pricing—defects in
the pricing system. All resources can be em-
ployed, including labor, but only if their outputs
are priced at market-clearing values, But weak-
nesses in the institutional framework of competi-
tion did not permit prices to do their work effec-
tively in the 1920's and 1930's, and have (in spite of
some enlightened market experiments in the op-
posite direction) survived to this day.
MR—Would you explain this a bit further?
W. H. Hutt--Let me begin by saying that, when
unsold stocks pile up, when workers are laid off,
and when factories and equipment stand idle, tra-
ditional, or what Keynes called “classical” econo-
mists argued that it was not because aggregate
demand or purchasing power in the economy
was inadequate, or too low, to employ all re-
sources fully, including workers, In fact, according
to Say’s Law of Markets, about which | have writ-
ten extensively, there is always sufficient “pur-
chasing power” to buy back the product of in-
dustry, After all, the sum of payments for all the
inputs made in the process of producing an out-
put-—incorme to wage-earners, payments to inter-
mediate factors of production, etc.—is the source
of the demand of all other outputs (except those
outputs which compete directly with the first).
People have a garbled notion of Say’s Law, for
which we can thank Keynes. Say’s Law of Markets
is not that 'supply creates its own demand.” The
supply of any particular good does not necessarily
create a demand for that particular good—the sup-
ply of plums does not create a demand for plums.
But the supply of plums constitutes demand for
whatever the supplier desires to acquire in ex-
change for the plums. Thus, if | increase the supply
of plums, | increase demand for everything which
is not plums. People who want to buy plums can
buy them cheaper, with more disposable income
left over to spend on other things. What we now
call the level of “aggregate demand” is actually
nothing more than a different name for the overall
levet of output or “aggregate supply” received
from an opposite angte. Increase output and you
increase demand—and employment, also,
MR—Where then do the problems arise which
lead to unemployment or “idle’’ resources?

W. H. Hutt—The problems arise not because de-
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mand is too low; but because the prices of some (or
many) goods and the services of much labor, are
priced too high. Because these prices are too high,
then people do not have sufficient income to pur-
chase the full flow of goods and services. Hence,
unemployment emerges. As long as this condition
persists, major elements in the aggregate flow of
income—wages and profits—will be constricted.

The classical prescription was of two sorts. In
the first place, the conditions for depression
should be steered clear of, and that, primarily, by
avoiding an unrestrainable inflationary boom.
Secondly, if one finds oneself in a depressed
economy, price flexibility is crucial. Qutput prices
and input prices—particularly wage-rates—must
be aliowed to find their full-employment, market-
clearing levels. The conditions for the profitable
production of goods must be restored. But as long
as prices and wage-rates remain rigid at unsustain-
able, unprofitable levels, unemployment will per-
sist and deepen.

At the policy level, government should not try
to “stimulate’” the economy through spending.
This really amounts to a policy of trying to prop up
or sustain an uneconomic set of price relation-
ships, and to maintain resources in industries
which for a variety of reasons should really be re-
allocated elsewhere.

Positively, government policy should aim at
removing monopolistic obstacles to the com-
petitive determination of prices which are im-
posed through private concerns—hoycotts, strike
threats, physical intimidation, and the like. And of
course gavernment should not itself impose any
new costs or prices for the benefit of private pres-
sure groups.
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