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Abstract:  Austro-libertarians recognise the neoclassical concept of perfect competition as a Platonic abstraction that cannot be applied to reality.  It is argued that Austro-libertarians need to be equally vigilant against similar Platonic abstractions in discussions of fractional-reserve banking, the productivity theory of wages, and free-market anarchism.

1.
The Peril of Platonic Abstractions


In his essay “Platonic Competition,” first published in Ayn Rand’s journal The Objectivist just over four decades ago, George Reisman criticised the neoclassical concept of perfect competition.  Here, Reisman argued, was a conception of competition so “idealised” and “purified” that it bore no resemblance to any actual or possible economic reality, and in fact ignored the very factors (such as rivalry and asymmetric information) by which competition in the real world actually operates; yet this impossible idealisation was being employed as a standard whereby to evaluate the competitiveness of real-world markets and find them wanting – as though one were to construct an abstraction of a “pure” and “perfect” elephant, one with no need to eat or excrete, and then to use this abstraction as a criterion of elephant health, thereby condemning as defects the nutritional and excretory functions by which flesh-and-blood elephants maintain themselves in existence.  Reisman called the idea of perfect competition “Platonic” because it represented a “ ‘concept’ divorced from reality,” a “Platonic ‘ideal of perfection’ drawn from non-existence to serve as the ‘standard’ for judging existence ....”


In condemning perfect competition as Platonic, Reisman was following in the footsteps of both the Aristotelean and the Austrian theories of abstraction.  Both approaches have traditionally distinguished two different ways of thinking about abstractions.  An abstraction – like “mammal,” for instance – necessarily leaves out or omits all the detailed properties of, and differences among, real-life mammals.  In other words, the concept “mammal” excludes any determination of gait (all fours or erect), of diet (carnivorous or herbivorous), of habitat (terrestrial or aquatic), and so on – whereas every actual mammal has some definite and specific gait, diet, and habitat.  But does this mean that abstractions like “mammal” fail to apply accurately to their concrete referents – so that either the abstractions falsify their referents, or else the referents fail to live up to the pristine simplicity of the abstractions?  
A long line of thinkers – running from Aristotle through Abélard and Aquinas, and onward through Franz Brentano and Gottlob Frege to Ludwig von Mises and Ayn Rand – has replied in the negative, distinguishing abstractions that specify the absence of some feature or group of features, from those that merely fail to specify its presence.  A concept of “mammal” that specified a creature that literally had no specific gait, diet, or habitat would obviously not correspond to any real mammal; whereas a concept of “mammal” that simply fails to specify any particular gait, diet, or habitat can happily apply to them all.  In short, it’s the difference between thinking of an entity as not having these specific features, and thinking of the entity not as having them.  Whether it’s Aristotle attacking Platonic Forms or Mises criticising the confusion of praxeological categories with Weberian ideal types, thinkers in the Aristotelean and Austrian traditions have frequently invoked this distinction – sometimes described as the distinction between precisive and non-precisive abstraction – to criticise attempts to judge reality by means of abstractions that falsify it.
  Perfect competition is just such a precisive abstraction.
If the term “Platonism” may be employed to describe the misuse of precisive, falsifying abstractions as standards applicable to reality (and how fair this is to the historical Plato is too complex a question to tackle here), then while “perfect competition” is not the kind of Platonism likely to lead us astray (“us” being thinkers in the Austro-libertarian tradition), there may well be other Platonisms that are more tempting.  In what follows I shall describe three arguments that are popular (though by no means universally so) among us, and shall suggest that each of these arguments commits a Platonic – and therefore un-Austrian, un-libertarian – error by erecting, as a standard applicable to reality, some abstraction that actually falsifies reality.  If we recognise the neoclassical concept of perfect competition as a Platonic abstraction that cannot be applied to reality, we need to be equally vigilant against similar Platonic abstractions in discussions of fractional-reserve banking, the productivity theory of wages, and free-market anarchism.  Hence in this essay I will be subjecting to critical scrutiny theses that have some currency in Austro-libertarian circles – but only for the sake of moving us in a still more consistently Austro-libertarian direction.
2.
Platonic Bailments
A common argument in Austro-libertarian circles against the legitimacy of fractional-reserve banking (even under full disclosure) is that it requires more than one person having title to the same piece of property.
 To understand this objection, imagine a streamlined case of a 50% reserve bank with two customers, Emma and Voltairine. Each deposits one florin. The bank keeps one of the florins in its vault and invests the other. Who owns the florin in the bank’s vault? By calling the florin a “deposit” and assuring each customer that she may withdraw her deposit at will, the bank is attempting to treat both Emma and Voltairine as each having full title to the single florin – which is impossible. All that Emma and Voltairine have really done is to lend some money to the bank; neither one has any money in the bank. 
So runs the argument; and fractional-reserve “deposits” are accordingly contrasted with bailments, in which an item of property is deposited with a warehouse for safekeeping, and the warehouse is not permitted to lend the item out. If I place a florin in the warehouse, then I can truly say I have a florin in the warehouse. Fractional-reserve banking, its libertarian critics argue, is a confused attempt to combine incompatible categories, a bailment and a loan, into a single concept. 
In my view, the argument I’ve just cited depends on an excessively sharp line between loans and bailments – in brief, that its conception of a bailment is excessively “Platonic” in the same way that the neoclassical concept of perfect competition is, because it erects an idealised conception of a bailment, one to which no real-world bailment could possibly answer.

The difference between the florin I lend and the florin I deposit as a bailment is, supposedly, that I retain full right of use and disposal over the bailment. But in what sense is that really true? Let’s say that I place my florin with Acme Warehouse for safekeeping. Does that mean I can reclaim my florin whenever I want? Suppose Acme Warehouse’s business hours are 9 to 5; can I reclaim my florin at midnight? Clearly not; I must wait till the next morning. 

So do I now have full title to the florin, or not? Well, you can say, if you like, that I have full title but that it’s temporarily encumbered in certain respects; or you can say that title is now shared between me and the warehouse – that title has been decomposed into a bundle of rights, some going to Acme and others being retained by me. It doesn’t much matter which verbal formula we choose so long as we keep track of who’s got rights to do what, how and when, with what.
Now complicate the story still further: my contract with Acme stipulates that they’re not liable for loss of my property due to theft, fire, or flood. So now they not only have no legal obligation to return my florin immediately, but there are also circumstances in which they have no legal obligation to return my florin, or even its equivalent, at all – though so long as the florin is not stolen or destroyed they still have to return it. 
At this point the distinction between a bailment and a loan has gotten a good deal less sharp. My contract with my bank may specify circumstances under which they don’t have to give me my deposit immediately, and further circumstances under which they don’t have to give it to me at all. The difference is mainly a matter of degree. (There’s a further complication here, which is that, owing to fungibility, in the case of a bank deposit it’s not the actual physical coin but any coin of the same quantity that they owe me.  But if I place a living organism as bailment it’ll be composed of different particles when I get it back too.) It’s only the idealised, unrealistic, Platonic conception of a bailment as something you have total right to get back instantaneously whenever you want it and regardless of circumstances, a condition that does not and cannot apply to real-world bailments, that gives the distinction an illusion of purchase.  In treating bailments as a standard for genuine title, a standard to which fractional-reserve deposits fail to live up, one has to stylise bailments into an impossible Platonic ideal, thereby creating the illusion of a radical distinction between the two that cannot be sustained in reality.  The only relevant difference between the (real-world) concept of a bailment and the concept of a fractional-reserve deposit is that the latter specifies as present the existence of restrictions on getting the item back, while the former merely fails to specify them as present – though of course they must be.  The Platonic conception of a bailment, by contrast, precisively specifies them as absent, thus falsifying the reality to which it is meant to apply.
The question is sometimes raised whether it’s fraudulent to count fractional-reserve deposits among one’s assets.  I think the answer will have to be partly a matter of convention, as is generally the case where an either-or choice has to be imposed on what is really a matter of degree; but certainly there is no radical difference between fractional-reserve deposits and bailments in this respect.  Indeed, if we compare a fractional-reserve deposit at a bank with a 5% chance of going bankrupt, against a bailment at a no-responsibility-for-loss warehouse in a high-crime district where the chance of loss due to theft is 10%, the fractional-reserve deposit would seem to have greater claim than the bailment to be counted as an asset.   Only if one Platonises the concept of a bailment can matters appear otherwise.
3.
Platonic Wages
Austro-libertarians often argue that an employee’s wages are determined by her marginal productivity.
  The argument runs as follows:  if her employer pays her more than the value of her marginal revenue product, the company will lose money and so will be penalised by the market; on the other hand, if her employer pays her less than the value of her marginal revenue product, then other companies can profit by offering more competitive wages and so luring the employee away. Hence wage rates that are set either above or below the employee’s marginal revenue product will tend to get whittled away via competition.  The further corollary is often drawn that any persistent disparity between the wages of different groups – such as, for example, the wage gap between men and women – must be due to a corresponding disparity between their marginal productivities. 
As Walter Block puts it:

Consider a man and a woman each with a productivity of $10 per hour, and suppose, because of discrimination or whatever, that the man is paid $10 per hour and the woman is paid $8 per hour. It is as if the woman had a little sign on her forehead saying, “Hire me and earn an extra $2 an hour.” This makes her a desirable employee even for a sexist boss.

The fact that the wage gap does not get whittled away by competition in this fashion shows that the gap must be based, so the argument runs, on a real difference in productivity between the sexes. 
Proponents of this reasoning sometimes go on to point out that a productivity gap between the sexes does not necessarily point to any inherent difference in capacities, but might instead be due to the disproportionate burden of household work shouldered by women – which would also explain why the wage gap is greater for married women than for single women.

But unless we are to confuse the real-world economy with a Platonic idealisation of it, the argument does not go through.  There is certainly a tendency for workers to be paid in accordance with their marginal revenue product, but the tendency doesn’t realise itself instantaneously or without facing countervailing tendencies, and so does not license the inference that workers’ wages are likely to approximate the value of their marginal revenue product – just as the existence of equilibrating tendencies doesn’t mean the economy is going to be at or near equilibrium. I would apply to this case the observation Mises makes about the final state of rest – that although “the market at every instant is moving toward a final state of rest,” nevertheless this state “will never be attained” because “new disturbing factors will emerge before it will be realized.”

First of all, in the real world most employers do not know with any great precision their workers’ marginal revenue product. Firms are, after all, islands of central planning – on a small enough scale that the gains from central coordination generally outweigh the losses, but still they are epistemically hampered by the absence of internal markets.  This would be true to some extent even in a genuinely freed market, and is still more true in a hampered market where government privileges encourage greater firm size and centralisation.

A firm confronts the test of profitability as a unit, not employee by employee, and so there is a fair bit of guesswork involved in paying workers according to their profitability. Precisely this point is made, in another context, by Block himself:  “estimating the marginal-revenue product of actual and potential employees .... is difficult to do: there are joint products; productivity depends upon how the worker ‘fits in’ with others; it is impossible to keep one’s eye on a given person all day long; etc.” But Block thinks this doesn’t much matter, because “those entrepreneurs who can carry out such tasks prosper; those who cannot, do not.”
  Well, true enough, but an entrepreneur doesn’t have to solve those problems perfectly in order to prosper – as anyone who has spent any time in the frequently insane, Dilbert-like world of actual industry can testify. (The reason Dilbert is so popular is that it’s so depressingly accurate.) 
A firm that doesn’t pay adequate attention to profitability is doomed to failure, certainly; but precisely because we’re not living in the world of Platonic competition, firms can survive and prosper without being profit-maximisers. They just have to be less irrational than their competitors. Indeed, it’s one of the glories of the market that it can produce such marvelous results from such crooked timber. 

Even if women are not generally less productive than men, then, there might still be (for reasons familiar enough to feminist theory) a widespread presumption on the part of employers that they are, and in light of the difficulty of determining the productivity of specific individuals, this presumption would not be easily falsified, thus making any wage gap based on such a presumption more difficult for market forces to whittle away. (Similar presumptions could explain the wage gap between married and single women likewise.)

Hence a wage gap might persist even if employers are focused solely on profitability, have no interest in discrimination, and are doing the level best to pay salary on marginal productivity alone. But there is no reason to rule out the possibility of deliberate, profit-disregarding discrimination either. Discrimination can be a consumption good for managers, and this good can be treated as part of the manager’s salary-and-benefits package; any costs to the company arising from the manager’s discriminatory practices can thus be viewed as sheer payroll costs. Maybe some managers order fancy wood paneling for their offices, and other managers pay women less for reasons of sexism; if the former sort of behaviour can survive the market test, why not the latter? 
I should add that I don’t think my skepticism about the productivity theory of wages is any sort of criticism of the market.
 The tendency to which Austro-libertarians point is real, and it means that markets are likely to get us closer to wages-according-to-productivity than could any rival system. (Since Platonic competition is incoherent and impossible, it does not count as a relevant rival.) If employers have a hard time estimating their workers’ productivity (the knowledge problem), or sometimes cannot be trusted to try (the incentive problem), that’s no reason to suppose that government would do any better. Employers are certainly in a better (however imperfect) position to evaluate their employees’ productivity than is some distant legislator or bureaucrat, and they likewise have more reason to care about their company’s profitability (even if it’s not all they care about) than would the government. So there’s no reason to think that transferring decision-making authority from employers to the State would bring wages into any better alignment with productivity. People in government are crooked timber too, and – given the superiority of market democracy to political democracy
 – they’re even less constrained by any sort of accountability than private firms are. 
Nothing I’ve said shows that men and women are equally productive; it’s only meant to show that, given prevailing cultural norms and power relations, we might well expect to see a gap between men’s and women’s earnings even if they were equally productive (which is at least reason for skepticism about claims that they are not equally productive).
  At the very least, given knowledge problems within the firm, we are not justified in assuming that disparities in wages must correlate with disparities in productivity.  The productivity theory of wages, at least in the strong form that some Austro-libertarians seen to endorse, depends on an unrealistic, Platonic conception of the market process – though in this case in order to defend rather than to attack real-world markets, both free and unfree.
4.
Platonic Legal Finality

There’s an argument against free-market anarchism that is especially popular in the Randian wing of the Austro-libertarian movement
 – namely the claim that without a monopoly government, society would lack a “final legal arbiter.”  Robert Bidinotto, for example, writes:
Exactly who determines what use of force is “initiatory” or “coercive,” and what is “defensive” or “retaliatory”? By what process is that determination made? ... For society, how are such determinations made with finality? ... Under anarchy, there is no final determiner of the law. ... There would be no final standard for settling disputes, e.g., a Constitution. ... Everyone some agency deemed “guilty” of an improper initiation of force would retain a unilateral right to ignore the verdict of that agency, or to “secede” from any rule-making framework designed by that agency or any group of agencies. ... If you have no final arbiter, your de facto pacifism gives society’s thugs a carte blanche – which means society will be run by brute force and thugs .... If you do establish some final arbiter, with the power to enforce its verdicts against all “competitors,” then you have – voila! – a final “legal monopoly” on the proper use of force ....

The question I wish to ask is:   what in reality corresponds, or could correspond, to legal finality in the sense envisioned here, and why should we think that a monopoly government could supply it?


For what is the final arbiter under of disputes under government?  Suppose I sue you in court, and lose.  Is that the end of the story?  Not necessarily; I can appeal the ruling to a higher court.  If they rule against me, I can lobby the legislature to undo the ruling by passing a new law or a constitutional amendment; if they won’t do that, I can support the electoral campaign of new legislators who might; if that fails – well, I can always join the revolution.
I could do any of those things; there’s no iron door that closes down the process at any point.  Of course, they’re a fair bit of trouble, and most people will give up at some point.  So is there a mechanism for final resolution of disputes here, or not?  It all depends how much of a metaphysical emphasis one wants to place on “final.”

If a “final arbiter” is supposed to be some person or institution or mechanism that guarantees the setting of every dispute once and for all with no possibility of further conflict, then it’s true enough that anarchy cannot provide that, but neither can government.  Nothing on this earth could provide it; legal finality in this sense is a Platonic ideal like perfect competition or unconditionally available bailments, illegitimately (and selectively) employed to judge merely human institutions and find them wanting.

On the other hand, if a “final arbiter” is to be understood in a homely human fashion as some sort of institutional setup that is reasonably reliable at resolving disputes in practice, then of course a government can provide that, but an anarchy can do so as well – since both governments and anarchies resolve disputes not through some irresistible decider but rather via self-sustaining patterns of interaction among flesh-and-blood human beings.

The notion that a constitution – an ambiguous piece of paper that can be amended or ignored – could serve as final arbiter seems especially bizarre.  A constitution in the older sense of an institutional structure seems a better bet for resolving disputes, but it’s hardly a final arbiter in the Platonic sense; and in the realistic sense it’s just the sort of final arbiter that’s at least as available to competitive legal systems as to monopolistic ones.

As regards all three areas, then – free-market anarchism, fractional-reserve banking, and the relation between wages and productivity – we as Austro-libertarians need to be as wary of succumbing to the siren call of Platonic abstractions as we are in the case of perfect competition.
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� 	Block 2006 worries that if we grant that markets fall short in giving workers their marginal product, we will have opened the door to justifying government intervention.  But from the Austro-libertarian perspective that he and I share, that should be seen as analogous to arguing that of we grant that eating carrots won’t triple our strength, it’s a short step to saying that we should eat poison.
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� 	I would also add that even if there are persistent problems – non-governmental but nonetheless harmful power relations and the like – that market processes do not eliminate automatically, it does not follow that there is nothing to be done about these problems short of a resort to governmental force. That’s one reason I’m more sympathetic to the labour movement and the feminist movement than many libertarians nowadays tend to be. In the 19th century, libertarians saw political oppression as one component in an interlocking system of political, economic, and cultural factors; they made neither the mistake of thinking that political power was the only problem nor the mistake of thinking that political power (and only political power) could be safely and effectively used to combat the other problems.  See Long and Johnson 2004.
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