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A Time, Not A Place

Joan Marie Leonard

I T IS POPULAR among many today to
reach back for their ethnic past.
Americans are talking more about
being Polish, Armenian, Italian,
Afro or Chicano than American.
The Indians seem to want to
reclaim the land for the Cherokee,
Apache and other tribes. And so
many Americans are claiming to be
part Indian, we're surrounded.

As soon as the Arabs catch on to
this ancient-heritage idea, they may
claim America on the basis that
everyone in the world is an Arab,
since the earliest peoples migrated
from North Africa, diffused into a
multitude of nations and pulled
together again, completing the cir
cle, when the idea of America at
tracted people from all over the
globe.

Miss Leonard is a free·lance writer.

The point is, we don't just occupy
a piece of land or just a round speck
in the cosmos. We occupy land, but
in an area of time and experience.
This period of time we occupy can
not continue to be preoccupied with
considerations of several thousand
years ago without losing everything
it has acquired.

As it is, the world is moving
backward in time and experience.
One symbol of the reversal of pro
gress is the backward movement of
the I sraeli turmoil. The Jewish peo
pie· never held a piece of land very
long. As a result they became
internationals-the most advanced
people in the world-almost as
disseminated throughout the world
as the entire race- the human race.
Their desire for a specific plot of na
tional land, and the UN's will
ingness to shove people out of their
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4 THE FREEMAN January

homes to provide it, has resumed
hostilities of several thousand years
ago.

The case of Rhodesia isn't black
versus white. It too is past versus
present~primitiveversus civilized.
Many of the victims are twentieth
century blacks, active in the
economic and political life of a
thriving Rhodesian nation and well
represented in a legislature that is
one-third black. Newspaper articles
at first rightfully identified those
killed as blacks. But, as you can im
agine, blacks killing blacks had lef
tist propagandists in a frightful tiz
zy; blacks can only rightfully kill
whites. Later articles started to
identify victims as "colored" -and
still later as non-blacks, meaning, of
course, non-black blacks. There is
understandable desperation in get
ting us to understand that black
isn't necessarily black. The only
real blacks to leftists are those with
disruptive political potential-the
primitive tribal blacks. Our policy .
of insisting on tribal dominance of
Rhodesia's public offices would be
comparable to some country like
France telling us to put Geronimo
at the head of our Supreme Court in
our earlier days.

Life on the Reservation

Our own Indian situation is
another painful look into the past.
But in all the yocal furor, it is never
suggested that the Indian become a

part of our life today. What is
shouted for most is more of the
same treatment that has kept many
Indians imprisoned in the poverty
of another century, which is to say,
welfarism.

Are we to go on forever with
reservationspreserving people like
animals in a zoo while tourists take
their pictures as they weave and
tend their sheep? If the American
idea were extended to the Indians
with the abandonment of the
welfare-reservation system, they
would be self-responsible people en
joying the comforts of today's liv
ing and pursuing their arts as a pro
fitable business or hobby, not to ob
tain a meager sustenance. And they
would be enjoying the strength,
pride and independence that is far
more the essence of their heritage
than feathers and paint.

Still, there is no more cause for a
national guilt complex over the In
dian situation than over any other
of 'our many well-intended but
destructive welfare schemes. The
intention is always to help. The
result is always increasing misery.

Having provided the Indians with
land along with mineral rights not
enjoyed by other landowners, the
American taxpayer also pays for
housing, education, services and
subsidies of all kinds while paying
again for products and services pro
duced. It would be difficult to find
another example in history of a con-
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quered people who have been given
so much-to their own detriment.
Increased welfare has only led to in
creased demands, as opportunistic
union organizers and radical leaders
find profit in keeping Indians the
separate and dependent members of
a past time period, just as some
black leaders urge blacks not to mix
with whites for fear of losing their
political clout.

It's not just the Indians who are
increasingly separatist. There is a
growing provincialism among .our
cities as all communities vie with
each other over Federal matching
funds, grants and subsidies. When
the race· is to get there fast and get
the most, the money is often spent
foolishly on half-formulated pro
jects. In less prosperous times, such
rivalry and chicanery could lead to
open violence. Is it reasonable to
assume that a community willing to
accept wealth extracted forcibly
from others for its parks and
playgrounds would not go to even
greater lengths when its very
economic survival is threatened by
inevitably dwindling doses of
dollars from the public treasury?

Factions and Frictions

Our indivisible nation is dividing
and subdividing itself into increas
ingly contentious factions based on
geography, occupation, employ
ment status, age group, sex,
physical condition, religion, color,

race, ethnic background-you name
it. The friction and fractionalization
intensifies as every gain is taken at
someone else's expense.

Welfare is warfare. I t is a system
of successive retaliation. It pro
ceeds like any fight with an ex
change of punches back and forth,
all justified because "the other guy
started it." Calling it welfare in
stead of warfare doesn't change the
vicious fact, soften the blows, or
reduce the danger of expanded
hostility.

A nation that privileges no one is
indivisible; a nation that grants
privileges on the basis of group
distinction is obviously divided
against itself.

Not so long ago, it was just the
opposite. Those escaping from the
oppressed countries of Europe were
anxious to Americanize their names
and be Americans-united in the
great, historically new experience of
freedom which was interpreted as
opportunity-"the land of op
portunity."

There was pride in being
American, not because it was a
great, beautiful place, but because
it was a beautiful idea-an idea
everyone could embrace because it
allowed everything possible to all
people in a creative atmosphere of
ordered peace. It was the idea that
each individual has an importance
that transcends the imposed will of
anyone else, whether singly or in a
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group, and should therefore be free
to pursue his interests so long as he
doesn't interfere with the rights of
others to do the same.

It was not a national idea. It was
the end of the "national" idea. An
idea too big for boundaries-an idea
both universal and eternal. America
was a discovery, not of land, but of
truth- unfolding and irrepressible.

The mountains and rivers, lakes
and prairies were beautiful, and
would be no matter what their con
formation, because they were part
of this new human discovery-a
discovery that opened the way to all
forms of creation. It was an idea
that would make any place
beautiful. And the idea matured
and made even the desert
wastelands alive and blowing with
flowering color and fruitful produc
tivity. More fertile lands around the
world, without the sustenance· of
such understanding, remained as
barren as ignorance. They remained
in the past-a past to which we are
rapidly returning.

The Public Domain

In spite of technological ad
vances, we are intellectually closer
to 1492 than to the twenty-first cen
tury. In Columbus' time, everyone
was afraid to venture across the
ocean because they thought they
would fall off "the shelf." We're
still living with flat-earth beliefs in
regard to the land, only today the

drop-off point is at the boundary
of government ownership and
management.

"For our own good" a large
percentage of our land area is set
aside in a park system-national,
state, county and city-that is as
anachronistic and un-American as
the reservation system.

National and state parks were set
aside so "everyone" could enjoy the
land's beauty in an unspoiled state.
In truth, relatively few get to enjoy
them, and the beauty is more soiled
than unspoiled.

The parks aren't pristine and
undeveloped. They're poorly and
publicly developed for almost the
exclusive use of campers and
backpackers, whereas the majority
of people traveling through them
aren't prepared for hiking and
camping.

At a scenic spot like Glacier Point
in Yosemite, the facilities consist of
a hot dog stand, souvenir store, pic
nic tables and rest rooms. Where
are "the environmentalists"?
Public facilities are the ugliest and
most rudimentary because they
don't have to be beautiful and pro
vide fine services to attract people
for their continued existence as
private developments do. They're
there by necessity.

Where there are people, there
have to be services. There are
hotels, restaurants, service sta
tions, stores, and the like in the
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parks. The question is: Who gets
the right to operate these
monopolies in overcrowded,
underserviced areas-and how do
they get it? Along with grazing,
mining and timber-cutting
privileges, those are political per
missions handed down by
bureaucrats in a system of favors
that invites bribery and
corruption-the vestiges of a royal
privilege system. The· only conser
vation that takes place is the con
servation of the past. Under the
guise of conservation we are now
burning up the forests at a rate of
110,000 man-caused fires a year,
some covering thousands of acres.

Some environmentalists would
have us believe this place is all we
have to leave our children and it
must be unused if it is to be
unspoiled. But if we leave millions
of acres of unused, somewhat
burned land to posterity, we will
also be leaving billions of instances
of unused intelligence: an absence of
experience, a void of development, a
reversal of progress, an abandon
ment of opportunity, a lack of faith,
a fear of life and a philosophy of
misery-a denial of everything that
America is.

In former times, people depended
on land for their sustenance.
Knowledge and intelligence has
magnified every grain of sustenance
to such proportions that we no
IQnger depend on the land. We de-

pend on intelligence-individual
grains of intelligence in everyone
each of us gaining in experience and
production in an interdependent
society.

There are those who say ideas of
individual freedom and develop
ment through private ownership
and responsibility "would take us
back to the days of our forefathers.
They may have had some value at
the beginning when we were
developing, but are now out
moded."

That's true. Ideas of liberty are
only of use to a people or country
that is developing. The mistake is in
believing tha t America is
developed. It is only because of its
ideas of freedom that America has
developed and will continue to
develop. It has never been on the
brink of greater discoveries than
now. And just as knowledge pro
liferates exponentially, every
tomorrow can only be greater in
possibilities than the day before.

The Keys to Progress

The ideas of our nation's founders
put us centuries ahead in health,
comfort and prosperity, while peo
ple in other parts of the world con
tinued to struggle for life in the
same ways they had thousands of
years ago. Where there has been
progress it is because America has
spread its light and music, visual
and audio communications, air and
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land. transport, mechanized power,
food, health and well-being through
all kinds of products and services.

America has burst through all na
tional boundaries and made na
tionalities old-fashioned. America
embraces the whole world-for all
time. It occupies the entire globe,
not with armies, but with a happy
intelligence- intelligence shared
through products and services.

America was the last stage in
which this little planet discovered
its physical body. Its beginning
marked the end of a preliminary,
rudimentary stage of evolution and
a never-ending beginning of con
tinued discovery for everyone. Far
from ha ving experienced
everything, America has shown the
world to be a baby that is just
beginning to discover its toes.

If we abandon the American idea
of production and discovery and
revert to the socialists' medieval
idea of governmental distribution
and control, we will be abandoning
civilization in its infancy. Freedom
will be delayed, but not denied.

Freedom is irrepressible
exploratory. Always beginning
never ending. Always. new. Always
now. America is not a place to wrap
up and preserve for the future-or a
people to wrap up and preserve in
the past. It is a "pursuit"-a
direction-a continuous happening
for all people for all time. Its
essence is ethic, not ethnic. It is a
country without real boundaries. It
exists on the frontiers of the milid.
Its borders extend to the far
reaches of the imagination-and
beyond. Always beyond ~

IDEAS ON

LIBERTY

Education for Privacy

WE ARE LIVING in a world and in a time when powerful leaders with
millions of fanatical followers are committed to the forcible regimenta
tion of their fellow men, according to formulas which have no initial
authority but that of their own private dogmatism. They not only
refuse to recognize the right of private thought and personal con
science to be considered in the management of public affairs, but they
have abolished the concept of the individual as a private personality
and have reduced him to the level of the bee in the hive. To restore the
individual to his former dignity as a human being is the urgent need of
the day.

MARTIN ten HOOR



1. The Idea

W;rld
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Clarence B. Carson

SOMETIMES a phrase is concocted to
say something that hardly needed
saying before. These phrases should
be of interest, for they frequently
tell us something about what is new
and different to our time. Such a
phrase is "displaced person." It
came into currency sometime
around World War II. "DP's," they
were called collectively just after
World War II, people who could be
seen wandering here and there

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around the
world.

across Europe, the remains of their
pitiful possessions on their backs.
They were Germans driven from
their homes by the Czechoslovak
government, Poles, Russians,
Rumanians, Letts, Ukrainians,
brought thither to work for the Ger
mans and now uncertain what to do
or where to go. They were Jews now
seeking some new homeland. War
had caused these peoples to be
transported hither and yon; now
revolution was completing their
displacement.

"Displaced" is a strange word to
use in connection with persons. The
most common word formed from

9
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"displace" is "displacement." I t is
used to describe what happens, for
example, when a body is placed in
water. A certain volume of water is
"displaced, " is moved from where it
was to a new location. It is a mech
anical operation in character. That
is why it is unusual to use such a
phrase to refer to people. They have
wills;. they may choose; they are not
something to be "displaced," as if
they were water. Yet, the phrase is
apt. These people were as near to
being displaced as people are likely
to be. They had been taken, held,
and moved against their wills. The
human forces that swept over them
had displaced them.

Displaced Persons

The phrase, "displaced person,"
has fallen into disuse. Many young
people may never have heard it.
This is unfortunate, for it may be
the best single phrase to describe
much that has happened in the
twentieth century. It could well be
used to describe the Russian nobili
ty who sought refuge elsewhere
following or before the victory of
the Red Army. Kaiser Wilhelm II
became a displaced person when his
government fell at the end of World
War I. Many persons were dis
placed after that war as the bound
aries in central and eastern Europe
were redrawn. Most of the Jews in
Germany and Poland were dis
placed in one way or another by the

Nazis. Millions were displaced when
India and Pakistan were divided in
to separate states. Arabs were
displaced by the creation of the
modern state of Israel. Millions of
Chinese Nationalists were displaced
by the victory of the Communists
on the mainland of China. Many
white residents were displaced from
Africa when black rule was estab
lished in countries on that conti
nent. Tens of thousands of Cubans
have been displaced by the Castro
regime. The same has now hap
pened, or is happening, in South
Vietnam.

I am aw~re, of course, that some
of the peoples referred to ahove are
not technically displaced persons;
they are what is known as refugees.
But they are, nonetheless, displaced
persons. They have been displaced
by revolutions and changes over
which they had no control. They
may have chosen to migrate, but
they did not choose to lose their
places which led them to migrate.
Men are as surely displaced by
revolutions as water is displaced
when a ship is launched. This
displacement, and the efforts to
avoid displacement, are a major
theme of this study.

If the idea of displacement is to
serve adequately, however, it must
be expanded. There is literal dis
placement and figurative displace
ment. In the figurative sense, it is
possible to be displaced and yet
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never actually move from the
original location. Partial and figur
ative displacement is widespread in
the twentieth century. It is not as
dramatic as the actual displace
ment but it is just as real in its own
way.

Being in place for a person means
being in familiar surroundings.
One's sense of being in place grows
out of familiarity with the customs,
the traditions, the mores, and styles
and either having adjusted to or be
ing in· accord with them. The sense
of being in place, too, is bolstered
by control of one's life and liveli
hood. Owning property actually
provides a place for a person. (Our
folk language recognizes this role
for property by calling a homestead
a "place" or, sometimes, a "home
place.' ') Place also has the connota
tion of position, as within a family,
a community, an industry, or some
organization. There is, too, man's
place in the chain of being ("a little
lower than the angels," it used to be
held). Our sense of order, of secur
ity, and of well-being are connected
with being in place. These, in turn,
are essential to creativity and pro
ductivity.

Displacement by Force

The world is in the grip of an idea
today. The thrust of the idea is to
replace man, to remove the sup
ports for him in the position that he
occupies and to force him into a new

place or configuration. The impact
of the application of this idea is to
displace people. The degree of the
displacement is in some sort of pro
portion to the force exerted but in
its subtler dimensions depends on
the· sensitivities of the persons in
volved.

Men resist this displacement in a
variety of ways. But it is no easy
matter to resist it. Resistance re
quires a place to stand. Any degree
of displacement makes outright re
sistance difficult, and it becomes
precarious or dangerous to resist by
confrontation. As displacement be
comes more pronounced, people
tend to conform outwardly but to
resist by evasion and by subtle at
tempts to manipulate power to
their own advantage.

Literal displacement is easy
enough to recognize. We may not be
generally aware of the scale on
which it has occurred in the twen
tieth century, but it does come to
our attention from time to time in
the midst of wars and revolutions
as people flee from the advancing
tyranny or are shoved out of their
homelands. Figurative displace
ment, however, is not so readily
discerned. After all, if people re
main more or less where they have
been, how codld we tell that they
have been displaced? The answer is
this: we know it mainly by the way
they behave toward the power over
them. People who are being dis-
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placed in place, so to speak, attempt
to thwart the displacing power by
evasion and manipulation.

This sort of activity is by now
well developed and deeply ingrained
in the Soviet Union. Of course,
millions have been displaced in that
unhappy land over the years, the
most dramatic displacement being
that 6f those transported to slave
labor camps. But those who never
suffered such displacement have
undergone a different kind of dis
placement. The reaction of these is
discussed at length by Hedrick
Smith in his recent book on The
Russians. A recurring theme is that
of how Russians make life tolerable
for themselves within the repres
sive system by evasions, manipula
tions, connivings, and other imagi
native ways. He describes it this
way:

It fascinated me that there were such
cunning devices for foiling the auth
orities and that Russians, of all people,
supposedly being a nation of sheep,
would resort to such expedients. For the
notion of the totalitarian state, perhaps
useful for political scientists as a bird's
eye view of Soviet society, misses the
human quotient. It conjures up the pic
ture of robots living a regimented ex
istence. Most of the time, it is true, the
vast majority of Russians go through
the motion~ of publicly observing the
rules. But privately, they are often ex
erting enormous efforts and practicing
uncommon ingenuity to bend or slip
through these rules for their own per-

sonal ends. "Slipping through is our na
tional pastime," a woman lawyer smil
ingly commented to me.!

These people, it appears, have no
hope of altering the power over
them, their only hope being to carve
out as much of a place for them-·
selves as they can in hidden niches.
Smith describes their attitude this
way:

You also find an unbridgable chasm
between the leaders and the led: be
tween "Them" at the top and "us" at
the bottom ....

For the common man, politics and the
power of the leaders are like the natural
elements. No ordinary mortal-worker,
peasant, intellectual, Party member
dreams of doing anything about them.
They are simply a given, a fact, irresisti
ble and immutable ....2

Something akin to this is happen
ing in the United States. The thrust
of the government is something
alien to the American people, yet
beyond their power apparently to
alter. Americans strive to evade the
impact of the government's thrust
or to manipulate it to their' ad
vantage.

Many exert extensive efforts to
keep as much of their income as
possible. They pay lawyers, hire tax
consultants, tailor their activities,
arrange their accounts and invest-

1Hedrick Smith, The Russians (New York:
Quadrangle, 1976), pp. 9-10.

2Ibid., p. 255.
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ments so as to pay as little byway
of taxes as possible. They seek out
investments which will enable them
to delay for the longest time the
payment of taxes on whatever they
have. They use whatever influence
they can muster to get as large a
tax write-off as possible in their par
ticular undertakings. They ferret
out just those investments which
provide the best hedges against in
flation.

Many businessmen havegiven up
efforts to prevent government regu
lation of their activities. But they
exert massive efforts to make these
regulations work to their advan
tage. When there was talk of dereg
ulation of the airline industry
recently, several top executives in
the industry spoke out against it.
On .the other hand, they do not
spare expense in attempting to get
advantages for their own com
panies, and sometimes for the whole
industry. They collect reams of
data, hire astute lawyers, propagan
dize, and otherwise seek to influ
ence government policy in their
behalf.

It is generally claimed that
"white collar crimes" are on the in
crease in America. "White collar
crimes," for any who do not know,
are crimes committed by evasion,
avoidance, and violation of govern
ment regulations, controls, and
restrictions on economic activities.
"Tokenism" has even entered our

language as a word to signify not so
much minimal compliance with reg
ulations as making an appearance
of complying by doing one or a few
times what is generally required.

Breaking the Rules

Americans in general often ignore
or violate the rules and regulations
they are supposed to observe. I had
occasion recently to spend an hour
or so in and about the lobby in a
large hospital. There were signs all
over the place: knock before enter
ing, no smoking in this area, wear
shoes and shirts for health reasons,
exit here, enter there, go there, and
return here, among others.

The state legislature had seen fit
in its last session to make it a mis
demeanor to smoke in public places
where signs had· been erected pro
hibiting it. Even so, I saw a hospital
attendant dressed in white light a
cigarette for a patient in such an
area. Other people lighted up, too,
oblivious to the law under which
they might be punished. Although
shoes were. prescribed, a scantily
clad young woman ~itting in the
row of chairs behind me hoisted her
bare feet up on the back of the chair
beside me. Other bare feet were in
evidence. And, though shirts were
prescribed, I had hardly gained en
trance to the hospital before I saw a
young man who had obviously just
been treated walking down the
hallway sans shirt.
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There is considerable evidence
that this practice of evasion has
entered the legislative and ex
ecutive branches of the government
as well. Some members of Congress
practice fairly open ways of evading
the laws that they lay down for
themselves. Nepotism on the staffs
of Congressmen is now prohibited.
Even so, Jack Anderson has re
ported a considerable number of in
stances where wives, children, and
other relatives of Congressmen are
employed by their colleagues or by
Congressional committees. Un
doubtedly such employment is a
thinly disguised evasion of the rule
against nepotism.

But.the best example may w~ll be
that of behavior in the Executive
branch connected with the Water
gate Affair. The Nixon men be
haved like displaced persons. Their
actions were not what we would ex
pect of men .holding the reins of
political power~ They were for all
the world like those out of power,
like petty plotters in a "banana
republic" seeking to spring them
selves into power by some coup.
They were not confidently exercis
ing the full powers of government
to consolidate their positions within
it. They went outside the govern
ment to bring in men to violate the
law. Then, they attempted to con
ceal from the government-at-Iarge
what they were doing. It was as if
they were alien to the government.

Ideas Have Consequences
There is an explanation for these

developments, for the alienation
from government, for the evasion
and manipulation, for the displace
ment or efforts to displace which
prompts it all. The explanation can
be found in an idea. Ideas have con
sequences, the late Richard Weaver
pointed out some years back in a
powerful treatise on the subject.
What we have been examining are
consequences of an idea that efforts
are being made to apply. The elec
tive branches of the government in
the United States have been in con
siderable degree displaced in the
government by the bureaucracy
and the judiciary. As the power and
sway of government has grown,
decision making has more and more
shifted to the more permanent
members and branches of govern
ment. As the grip of the idea in
creases, the displacement of all ex
cept those who wield power in the
name of the idea becomes more pro
nounced.

What is the idea? Can it be
named? That is not so easy to
answer. There are names aplenty
for the movements spawned by the
idea. The most commonly used
generic name for the movement is
socialism. Som~ call it by the even
more inclusive name of collectivism.
The more virulent wing of the move
ment is known as communism. An
other wing is called by such varied
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names as evolutionary socialism,
gradualism, Fabianism, democratic
socialism, and so on. At a deeper
level, the broad general movement
is called by the somewhat more
obscure name, the new humanism.

These are useful terms, and
anyone writing about the idea
which has the world in its grip will
surely find employment for them.
But they do not name the idea,
though the phrase-the new
humanism-may come close to. it.
They actually name methods and
emphases, not the idea which
animates them. Even communists
refer to socialism as the end and
think of it as the idea, but it is not.
It is a means, if it is anything. This
does not mean that some people do
not, as individuals, confuse these
means with the end and the idea.
Nothing is more likely than that
they would, nor more certain than
that they do. But these things
named are offshoots of the idea, not
the idea.

Keep It Nameless

The animating idea has no name.
It has no name because there is no
name which its adherents accept. It
is utopianism. But there is hardly a
person to be found who will avow it
as his belief. "Utopianism" is a con
temptuous designation. In common
usage, a utopian is one who is
impractical and unrealistic. It has
no name, probably, because to name

a thing is to risk trivializing it, to
profane it, to circumscribe and limit
it, and to vulgarize it.

The Second Commandment pre
scribes that God shall not be repre
sented by any image. There is a
deep insight behind this command
ment. A god who can be represented
by a statue is a god among other
gods. He who cannot be represented
in such a way is the God, the like of
which there are no other gods.
Whether some such insight has
prevented the idea in question from
being given a generally accepted
name I do not know. It makes
sense, however, that if the idea were
named it would become an idea
among ideas. It would become an
idea to be examined, to be debated,
possibly to be refuted, and certainly
to be scrutinized.

Such treatment, the adherents of
the idea apparently resist. They
resist it by focusing upon the
method for realizing it rather than
the animating idea. The idea itself

. must be an unchallenged good. It
must be the pearl beyond price, the
holy grail, the Covenant borne in
the Ark, and "The Lost Chord," all
rolled into one. I have deliberately
used religious terminology to evoke
the character of the idea. For the
animating idea is the root of a
secular religion, the leading secular
religion of our time. It catches up
myriad vague longings set loose by
the decline of religion, or, more
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precisely, it provides a faith with
credible promises for those who no
longer believe the promises of their
traditional religions.

Universal Harmony

The idea is this: To achieve
human felicity on this earth by con
certing all efforts toward its realiza
tion. This is, on its face, a most at
tractive idea. A host of other ideas
are clustered around it, too, adding
to its glow, such ideas as: harmony,
brotherhood, progress, peace, pros
perity, comradeship, cooperation,
equality, humanitarianism, solidari
ty, an end to the exploitation of
man by m~n, fulfillment through
sharing in a common effort, and so
on. Who would deny that it would
be good if we would all work to
gether for the felicity of all? If this
but animated us, would not all
those barriers fall away which now
separate man from man, group from
group, race from race, and nation
from nation? Think of the vast
amount of energy expended on our
contentions with one another. What
if, instead, it were constructively
employed for our mutual benefit
and felicity? It is, indeed, an attrac
tive idea, one to which men of good
will are disposed to give their as
sent.

There is, however, a rather large
fly in this ointment. In fact, there
may be several, but let us focus on
one. There· is bountiful evidence

that we are not in agreement as to
what would constitute our felicity.
One man's felicity is often enough
another's torment. One man's felici
ty entails climbing Mount Everest
to stand at its crest amidst frigid
howling winds. Another, probably
most of us, would prefer to be at
home watching the ascent on televi
sion, if that were possible. One
man's felicity is a full stomach after
a hearty meal, even if the eventual
result is obesity. Another will deny
himself perpetually in order to re
main slim.

It is not that some of us do not
share some of the same or similar
preferences. It is rather that if we
could be observed in the whole of
our being and activity we would be
seen to each have an individual pat
tern whose direction would be to
maintain or achieve a sense of well
being or felicity. These patterns, in
turn, give rise both to our achieve
ments and to the conflicts and con
tests among us. Each of us appears

. to be determined to pursue his own
well-being in his own way.

This individuality, these in
dividual patterns, play hob with
any concerted effort to achieve
felicity. Utopians, or whatever they.
should be called, know this, of
course. But they do not accept it as
a permanent condition. If they did,
they would have to give up their
cause as hopeless at the outset.
They do not conceive this individ-
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uality, this determination to pursue
one's own interest in his own way,
to be rooted in human nature and
the conditions of life on this planet.
Indeed, except as a figure of speech,
they are not inclined to recognize
that there is any such thing as
human nature. It is just selfishness,
they think, a selfishness that is
culturally induced.

Alter the Culture

There are three prongs to the idea
which has the world in its.grip. The
first has already been told: To
achieve human felicity on this earth
by concerting all efforts to its
realization. The second is now be
fore us, and can be stated in this
way: To root out, discredit, and
discard all aspects of culture which
cannot otherwise be altered to
divest them of any role in inducing
or supporting the individual's pur
suit of his own self-interest. The
corollary of this is to develop an
ethos which focuses attention on
what is supposed to be the common
good of humanity.

It is easy not to be aware of how
radical socialism really is. For one
thing, we have become acclimated
to many ideas associated with it.
For another, in lands where grad
ualism holds sway it is often not
avowed as an ideology, and the
whole pattern of activity associated
with it is not perceived as stemming
from it. Yet, it would probably not

be possible to conceive a more rad
ical· idea than that of rooting out or
altering everything in the culture
that is individualistic.

Socialism is sometimes defined as
the public ownership of the means
of the production and distribution
of goods. That is quite misleading.
It is as if Christianity were defined
as a belief in going to church on
Sunday. The idea that has the world
in its grip, an idea which may for
practical purposes be called social
ism, does not simply entail the al
teration of ownership; it entails the
alteration of the whole cultural en
vironment.

Use Government to Transform

How big an undertaking would
this be? It is as big as, well, as big
as all outdoors, Qr, perhaps, as big
as all indoors, plus much that is out
doors as well. Man is to be trans
formed by the destruction or altera
tion of his culture. According to an
old formulation, there is nature and
nurture. Since nature is largely dis
allowed, there remains only nur
ture. What nurtures us, then, is the
totality of the culture, as it is
understood by those who hold these
ideas. It is just about everything.

By what instrument is this trans
formation to be made? This brings
us to the third prong of the idea. It
is this: Government is the instru
ment to be used to concert all ef
forts behind the realization of
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human felicity and the necessary
destruction or alteration of culture.
Government was not the chosen in
strument of those who forged this
idea. It was quite often anathema to
them. To use government to achieve
human felicity would be akin to a
notion such as that God should
have used the Serpent as the means
of redemption. The very attrac
tiveness of the idea is that men
must long to concert their efforts to
achieve felicity. How could the use
of force be introduced into the equa
tion? Not by choice but out of
necessity. The bent of men to pur
sue their own self-interest is so in
grained that only government could
exorcise it. Force must be used to
free men from the hold of self
ishness. Hopefully, of course,
government would be transformed
in the process.

This, then, is a distillation of the
idea that holds the world in its grip
today. I t is not only the idea under
lying Soviet Communism or Chi
nese or Albanian Communism, but
also the idea underlying the Fa
bianism of the British Labour Par
ty, Swedish socialism, American
liberalism, German Social Dem
ocracy, Canadian interventionism,
and the thrust of government into
people's lives on a consistent scale
everywhere in the world today.
There are particular articulations of
the idea which are important and
will be taken up, some of them, in

their place. But the important point
here is that they all arise from a cer
tain root idea. They arise from a vi
sion of the achievement of human
felicity by a concerted effort by
everyone to achieve it. All of them
perceive the received culture as
something to be destroyed or al
tered, depending on the exigencies
of the situation. All of them use
government in their attempts to get
concerted efforts.

The proof of these assertions has
not yet been introduced. It will be
forthcoming, so much· of it as can
practically be adduced. But it is
necessary to have this idea before
us from the beginning. A great deal
of energy has gone into confusing
and obscuring the nature of social
ism. In some countries, measures
and activities are never linked to
their socialist connection by their
advocates. Thus, if the connections
are to be shown, it must be under
stood from the beginning what is to
be connected. The connection is be
tween the root idea above and the
great variety of socialist efforts go
ing on in the world.

Totalitarianism

The idea that has the world in its
grip is a totalitarian idea. It does
not evince itself in that way in a
good many lands as yet. It may
never proceed to that point in some
lands, but that does not keep it
from being a totalitarian idea. The
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totalitarianism is implicit in the
idea. If all constructive activity
could be concerted to the end of
achieving human felicity,' everyone
would be under the sway of the con
certing force. It would be total
itarian whether the concerting force
was some world-wide government,
the people, or an idea. Whether it
would produce felicity or not would
be a moot question, for there would
be no independent judgment to de
termine whether it was felicity or
universal torment. It is the very
condition of independence that one

, not be completely concerted. The
advancement of the idea, then, is
the advancement toward total
itarianism.

Even so, that is not the connec
tion nor the impact that will occupy
most of our attention. Nowhere has
there been sufficient success in ap
plying the idea that a people could
be said to have concerted their ef
forts. What has happened, and is
happening, is a struggle within
lands where the efforts have been
made to apply the idea. It is a strug
gle between men bent on pursuing
their own self-interest and the
rulers who are attempting to make
them serve some other interest. It
is the great undeclared war of our
era, a war in which many of those
most tenaciously defending them
selves openly profess the social em
phasis of the rulers. It is, in its
deeper dimensions, the struggle of

those being displaced against their
displacers.

The impact which shall most oc
cupy our attention is displacement.
The attempt to remove the basis of
individuality evinces itself as an
assault upon the inherited culture.
Indeed, all that has been inherited
from the past becomes suspect to
those under the sway of the idea,
whether it should be called culture
or not. The received social ar
rangements, the place of women in
society, the place of men in society,
the religious tradition, customs,
habits, venerable modes of address
and ways of acting, everything
which could conceivably give sup
port to individuality comes under
attack. The result is displacement.

Any man's actual as well as sense
of place is culturally (as socialists
use the word) derived. It is depen
dent upon the estimate of those
among whom he lives and works. It
relies upon continuity with the
past. It is buttressed by family ties,
duties, obligations, and achieve
ments. His property, his savings,
that which is owed to him and
which he owes give solidity and
backing to him. The teachings of his
childhood have helped to form him.
His religion may well provide him
with transcendental support for his
beliefs. A part of his definition as a
being is that he is male or female
with the meaning that has been
packed into his understanding of
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the role of these. All the familiar ad
juncts of his being-music, paint
ings, books, working instruments,
language, furniture, and what
not-are cultural artifacts which
confirm and bolster his place.

Breaking the Ties

The thrust of revolution in our
time, and gradualism is piecemeal
revolution, is not simply to divest
us of ownership or control of our
property. It is that, of course, but it
is so much more. It is to divest us of
our received culture. It is to break
the ties that bind the members of
family to one another. It is to sever
religion from education. It is to in
terpenetrate every relationship
with the power of the state, not in
support of the individual but to
have the relation determined by
social imperatives. It is to so alter
the familiar adjuncts to our being
that they are no longer ours but
belong to something beyond us. It
is to blur the distinctions between
male and female, to merge the con
cept of adult and child, to cut away
the authority of culture, .and to
leave us naked.

The near perfect symbol of what
is aimed at is public nudity. Clothes
do serve some useful purposes: to
keep us warm in some climes, to
shield us from the burning rays of
the sun in others, and pockets are
convenient places to store odds and
ends. Aside from that, though,

clothes are emblems of all the
received culture by which we main
tain our privacy, define our status,
and establish our independent
realm. To be naked in public means
to most of us to. be exposed and
helpless. Our last defenses are gone;
we are at the mercy of all who
behold us.

Those who claim that nudity
would free us do not understand the
matter well. To be disrobed in
public no more frees us than to be
plucked frees a chicken or to have
the hair scraped off frees a hog.
Just as the removal of their natural
covering prepares animals to be
consumed so the removal of the
clothes of a person makes him
available to be used by others. The
removal of cultural protection is the
prelude to tyranny.

Naked in Public

Two nineteenth-century fantasies
come to mind. The first was written
by the beloved teller of fairy tales,
Hans Christian Andersen, called
"The Emperor's New Clothes."
Men posing as clothiers appeared
before the emperor and promised to
make new clothes for him. But they
warned that anyone who was not
suited to his job would be unable to
see them. The word spread both
that the emperor was to get new
clothes and that they would be in
visible to those unsuited to their
work. On the appointed day, an
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elaborate charade got underway.
The non- clothes had been delivered
to the palace. Yet neither those ap
pointed to dress him nor the
emperor himself would admit that
there were no clothes; they went
through the motions of dressing
him and he of admiring his new
haberdashery. The farce continued
even when the emperor went before
the public in a parade. At first, all
pretended that the emperor was ful
ly clothed, for none wished to admit
the possibility that he alone could
not see them because he was un
suited to his job. At last, however, a
child, who would hardly be intim
idated by this possibility, declared
that the emperor had no clothes.
That blew the cover, as we would
say, or rather the lack of cover, and
others could admit also that the
emperor had no clothes.

The second fantasy is from Sartor
Resartus, Thomas Carlyle's satir
ical treatise on clothes. First,
Carlyle imagines the king bereft of
his clothes in public:

"What would Majesty do, could such
an accident befall in reality; should the
buttons all simultaneously start, and
the solid wool evaporate, in very Deed,
as here in Dream? Ach Gott! How each
skulks into the nearest hiding place;
their high State Tragedy ... becomes a
Pickleherring-Farce to weep at, which is
the worst kind of Farce; the tables (ac
cording to Horace), and with them, the
wh.ole fabric of Government, Legisla-

tion, Property, Police, and Civilised
Society, are dissolved, in wails and
howls."

He continues with a vision of the
House of Lords in a similar state:

Lives the man that can figure a naked
Duke of Windlestraw addressing a
naked House of Lords? Imagination ...
recoils on itself. and will not forward
with the picture.3

Neither of these fine writers lived
to learn of the shocking denoue
ment to their fantasies in the real
life drama of twentieth-century
revolution, a denouement, let it be
said, which neither could have in
tended nor have wittingly contrib
uted. Nonetheless, the brutal mur
der of Czar Nicholas II of Russia,
his immediate· family and their at
tendants by their Communist cap
tors is by extension a denouement
to them. Here is a recent account of
that horrendous event. As the ac
count is taken up, the Czar, his
family and their attendants have
just been herded into a small base
ment room and told that they are to
be shot:

Nicholas, his arm still around Alexis,
began to rise from his chair to protect
his wife and son. He had just time to say
"What ...?" before Yurovsky pointed
his revolver directly at the Tsar's head
and fired. Nicholas died instantly. Alex
andra had time only to raise her hand
and make the sign of the cross before

3Thomas· Carlyle, Sartor Resartus (New
York: E.P. Dutton, 1908), p. 46.
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she too was killed by a single bullet.
Olga, Tatiana' and Marie, standing
behind their mother, were hit and died
quickly. Botkin, Kharitonov and Trupp
also fell in the hail of bullets. Demidova,
the maid, survived the first volley, and
rather than reload, the executioners
took rifles from the next room and pur
sued her, stabbing with bayonets.
Screaming, running back and forth
along the wall like a trapped animal, she
tried to fend them off with the cushion.
At last she fell, pierced by bayonets
more than thirty times. Jimmy the
spaniel was killed when his head was
crushed by a rifle butt.

The room, filled with the smoke
and stench of gunpowder, became
suddenly quiet. Blood was running
in streams from the bodies on the
floor. Then there was a movement
and a low groan. Alexis [heir to the
throne, afflicted during his brief life
with crippling hemophilia], lying on
the floor still in the arms of the
Tsar, feebly moved his hand to
clutch his father's coat. Savagely,
one of the executioners kicked the
Tsarevich in the head with his
heavy boot. Yurovsky stepped up
and fired two shots into the boy's
ear. Just at that moment, Anas
tasia, who had only fainted,
regained consciousness and
screamed. With bayonets and rifle
butts, the entire band turned on
her. In a moment, she too lay still.
It was ended.4

Life was ended, but not the grue
some scenario. The bodies were
wrapped in sheets, loaded on a
truck, and taken to another loca-

tion. There they were dismembered
with ·saws and axes, burned, and
their bones dissolved with acid.
What remained was then thrown
down a mine shaft. This ghoulish
undertaking had taken the better
part of three days. Though these
murders had only been initially
authorized by a local soviet's ruling
body, their acts were subsequently
approved by the Presidium of the
Soviet Union.

Without Cultural Raiment

It may be amusing to fantasize
about emperors without their
clothes. But there is nothing amus
ing about emperors, or, for that
matter, kings, or members of the
House of Lords, or chambermaids,
or even cocker spaniels bereft of the
cultural raiment which secures their
places and provides protection.
Without his cultural apparel, every
man is exposed. He is a displaced
person, even as the survivors ofthe
Romanov family became displaced
persons during and after the
Bolshevik Revolution in Russia.

The idea that has the world in its
grip tends to make displaced per
sons of everyone. It does so because
it fuels the assault on culture, upon
religion and morality, upon civiliza
tion itself. As these are taken away,
or lose their vitality, men lose even

4Robert K. Massie, Nicholas and Alexandra
(New York: Dell, 1967), p. 515.



1977 WORLD IN THE GRIP OF AN IDEA 23

the means by which they can defend
themselves. In some lands, the dis
placement has been dramatic and
drastic. Refugees from these lands
now reside in new lands and seek to
make places for themselves. In
other lands, the displacement is
more gradual and has not yet as
sumed the guise of direct brutality.
The more thoroughly the idea is ap
plied, however, the more the grip
will tighten.

The Utopian Vision

The world is not, however, simply
in the grip of a general idea. It is in
the grip of variations of the idea
from land to land, as these have
been shaped and applied by a varie
ty of leaders from· different back
grounds. We must turn now to par
ticular developments of the idea. ~

Next: 2. Marxism: Revolutionary
Socialism.

IDEAS ON

LIBERTY

IN ALL PLACES it is visible, that while people talk of a commonwealth,

every man seeks his own wealth; but there, where no man has any pro

perty, all men zealously pursue the good of the public: and, indeed, it is

no wonder to see men act so differently; for in other commonwealths

every man knows that unless he provides for himself, how flourishing

soever the commonwealth may be, he must die of hunger; so that he

sees the necessity of preferring his own concerns to the public; but in

Utopia, where every man has a right to everything, they all know that

if care is taken to keep the public stores full, no private man can want

anything; for among them there is no unequal distribution, so that no

man is poor, none in necessity; and though no man has anything, yet

they are all rich; for what can make a man so rich as to lead a serene and

cheerful life, free from anxieties.

sm THOMAS MORE, Utopia



CAPITALISM
FREEDOM

~ Milton Friedman

To list in full the accomplishments which earned Milton Friedman
the 1976 Nobel Memorial Prize in Economics is impossible here. But
these few excerpts may help to remind readers where he stands. They
are drawn from a series of lectures first delivered in 1956 and now
available in cloth and paperback editions of Capitalism and
Freedom, University of Chicago Press.

© 1962 by The University of Chicago.

* * * *
T HOSE of us who believe in freedom must believe also in the freedom
of individuals to make their own mistakes. If a man knowingly
prefers to live for today, to use his resources for current enjoyment,
deliberately choosing a penurious old age, by what right do we pre
vent him from doing so? We may argue with him, seek to persuade
him that he is wrong, but are we entitled to use coercion to prevent
him from doing what he chooses to do? Is there not always the
possibility that he is right and that we are wrong? Humility is the
distinguishing virtue of the true believer in freedom; arrogance, of
the paternalist.

THE CHIEF characteristic of progress and development over the past
century is that it has freed the masses from backbreaking toil and
has made available to them products and services that were formerly
the monopoly of the upper classes.

ONE of the most striking facts which runs counter to many people's
expectation has to do with the sources of income. The more capitalis-

24
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tic a country is, the smaller the fraction of income paid for the use of
what is generally regarded as capital, and the larger the fraction paid
for human services.

THE POWER to do good is also the power to do harm; those who con
trol the power today may not tomorrow; and, more important, what
one man regards as good, another may regard as harm. The great
tragedy of the drive to centralization, as of the drive to extend the
scope of government in general, is that it is mostly led by men of
good will who will be the first to rue its consequences.

PRICE CONTROLS, whether legal or voluntary, if effectively enforced
would eventually lead to the destruction of the free-enterprise system
and its replacement by a centrally controlled: system. And it would
not even be effective in preventing inflation. History offers ample
evidence that what determines the average level of prices and wages
is the amount of money in the economy and not the greediness of
businessmen or of workers.

IF UNIONS raise wage rates in a particular occupation or industry,
they necessarily make the amount of employment available in that
occupation or industry less than it otherwise would be-just as any
higher price cuts down the amount purchased. The effect is an in
creased number of persons seeking other jobs, which forces down
wages in other occupations.

THE GREATER PART of the new ventures undertaken by government
in the past few decades have failed to achieve their objectives. The
United States has continued to progress; its citizens have become
better fed, better clothed, better housed, and better transported;
class and social distinctions have narrowed; minority groups have
become less disadvantaged; popular culture has advanced by leaps
and bounds. All this has been the product of the initiative and drive
of individuals co-operating through the free market. Government
measures have hampered not helped this development. We have been
able to afford and surmount these measures only because of the ex
traordinary fecundity of the market. The invisible hand has been
more potent for progress than the visible hand for retrogression. ~



Dean Russell

~Foreign Labor

AN EGYPTIAN fellow-student at the
University of Geneva once gave me
a most persuasive argument for us
ing tariffs to protect jobs. "We
Egyptians must impose heavy
duties on American products," he
said, "because our workers are not
as well educated and trained as
yours. And the American workers
have far more capital equipment to
work with than ours. To expect the
Egyptian workers to compete
against yours is like expecting a
man with a shovel to compete
against a man with a bulldozer.
Thus to protect Egyptian jobs, we
have no real choice but to raise
tariffs high enough to equalize the
costs between American and Egyp
tian production. "

His intriguing argument ignores
the fact that most of the world's
~I is Professor of Management, University
of Wisconsin at La Crosse.
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trade occurs only ,because of cost
differences-labor and otherwise
and would largely disappear if costs
were made equal. Even so, my
fellow-student was closer to reality
than are our Congressmen who
claim that high-paid American
workers can't compete against
"cheap foreign labor."

First, let's look at this issue from
the economic viewpoint, Le., labor
cost per unit of output. In that
realistic sense, the typical Ameri
can employee (or farmer) is the
lowest paid worker in the world.
True, his hourly pay is three and
four times that of his Russian
counterpart. But his average hourly
productivity is five and six times as
much. The primary reason for this
high productivity is the constantly
increasing amounts of equipment
the typical American uses in his
work.
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As my Egyptian friend pointed
out, it's true the American worker
is better educated and trained than
his European and African counter
parts. I'm convinced he also works
harder and more effectively, even
when he's doing manual labor. And
he accepts directions better than
his counterpart in other nations.
But in the final analysis, if he didn't
have easy access to machines and
other labor-saving devices, he
wouldn't produce much more than
the Egyptian peasant.

The result of this abundance of
capital is that even at a pay rate of
40 and 50 dollars a day, the
American worker still generally pro
vides the cheapest labor in the
world. For example, a worker in the
capital-intensive United States who
uses his machines to produce 500
"units" for $50 pay is far cheaper
than an Asiatic worker with little
equipment who produces only 25
"units" for $5 pay.

Most American businessmen,
however, continue to use the er
roneous hourly wage comparison
and thus continue to demand pro
tection against cheap foreign labor.
But foreign businessmen them
selves are increasingly showing by
their actions that American labor is
indeed a bargain.

That's why foreign direct invest
ment in the United States is in
creasing at a yearly rate of around
20 percent. The total foreign invest-

ment in productive facilities in the
U.S. is now well in excess of $30
billion and it is climbing steadily.

Among these foreign owners of
American factories and related pro
ductive facilities are such well
known companies as Volkswagen
from Germany, Volvo from Sweden,
Montecatini Edison from Italy,
Hanson Trust a conglomerate from
Britain, Michelin tires from France,
Matsuchita from Japan, and Cana
dian Pacific. Their United States
factories are staffed with American
workers who are usually paid hour
ly wage rates considerably higher
than the rates paid to the workers
of those same companies at home.

While there are many reasons for
this increasing foreign investment,
here are the three that are most
often advanced by the foreign
managers and investors them
selves: Crippling governmental
regulations in their own countries,
low cost of capital in the U.S., and
the chance to increase profits by us
ing the disciplined, highly produc
tive, and relatively cheap labor pro
vided by the American worker.
Cheap, that is, when the total labor
cost per unit of production of the
American worker is compared to
that of his European and Asiatic
counterparts. The fundamental
reason these workers don't have
much is they don't produce much.

As Aldo Cardarelli, head of Euro
pean operations for General
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Telephone and Electronics said, "In
Italy, the costs of labor at our plant
outside Milan are pretty much the
same as at our Huntsville and Albu
querque plants, yet their output in
the U.S. is more competitive." He
concludes, "The answer has to be in
the productivity of the workers. "1

A basic reason advanced by the
management of Britain's Imperial
Chemical Industries for investing
$70 million in a herbicides plant in
Texas is the freedom they have in
the U.S. in hiring, firing, and mov
ing workers from one job to an
other. That essential key to efficien
cy and productivity has now been
pretty well abolished in Great Bri
tain.

The number one French cement
manufacturer, Lafarge, is now in
vesting heavily (with American
partners) to expand production
facilities in the United St~tes. The
reason advanced by Lafarge Chair
man, Olivier Lecerf, is the decreas
ing efficiency and low .profits in
France due to governmental regula
tions on prices, labor policies, and
welfare programs.

Alfred Hartmann, Vice Chairman
of Swiss pharmaceutical maker F.
Hoffmann-La Roche and Company,
a major investor in the U.S., makes
this startling prediction: Because of

1"Why Foreign Companies Are Betting on
the U.S.," Business Week, April 12, 1976,
page 50.

the relatively low costs of American
production, more and more foreign
companies will produce in the
United States for export to other
markets all over the world.

This trend is confirmed by the
Federal Reserve Bank of Chicago
(International Letter, July 23,
1976): "Labor costs in manufactur
ing, as measured by labor cost per
unit of output in terms of domestic
currency, rose sharply in industrial
countries in 1975. The trend has
been the product of substantial in
creases in hourly compensation
rate~ and declining rates of output
per hour." Only one industrial na
tion (Germany) showed a better
record than the United States dur
ing 1975 in this vital economic
measure of costs of production.

Clearly, we've got a good thing
going in the U.S. with our low
capital costs and high wage rates
and the high productivity that goes
with them. To maintain this ad
vantage, our business, labor, and
government leaders would be well
advised to have always before them
this question: Is the proposed law
or policy likely to increase or
decrease productivity? If decrease,
reject it. If increase, support it and
feel sorry for those disadvantaged
foreign workers who earn such low
wages that they believe they must
hide behind tariffs to protect their
jobs. ,



Rule

Edmund A. Opitz

T HE PUBLISHER of the London Times
came to this country a few years
after World War 1. A banquet in his
honor was held in New York City,
and at the appropriate time Lord
Northcliffe rose to his feet to pro
pose a toast. Prohibition was in ef
fect, you will recall, and the bever
age customarily drunk by North
cliffe in his homeland was not
available here. So Northcliffe raised
his glass of water and said: "Here's
to America, where you do as you
please. And if you don't, they make
you!"

Here, in this land of the free,
"we" as voters had amended the

The Reverend Mr. Opitz is a member of the staff of
the Foundation for Economic Education, a seminar
lecturer, and author of the book, Religion and
Capitalism: Allies, Not Enemies.

Constitution to punish conduct
which "we"-as consumers-had
been enjoying. If you point out that
the Eighteenth Amendment had
been inserted into the Constitution
by majority vote, and that
therefore "we" had done it to
"ourselves," you need to be
reminded that the "we" who did it
were not the same people as the
"ourselves" to whom it was done!

The Eighteenth Amendment was
annulled in 1933. Shortly thereafter
another prohibition law was passed,
this one a prohibition against own
ing gold. Under the earlier dispensa
tion you could walk down the street
with a pocketful of gold coins
without breaking the law; but if you
were caught carrying a bottle of
whiskey you might be arrested.

29
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Then the rules were changed, and
you could carryall the whiskey you
wanted, but if you had any gold in
your pocket you could be thrown in
jail!

Our scientists are exploring outer
space looking for intelligent life on
other planets. I hope they find
some, because there's none to spare
on planet earth! With how little
wisdom do we organize our lives,
especially in the areas of govern
ment and the economy!

The fundamental issue in political
philosophy is the limitation of
governmental power; it is to deter
mine the role of law, the functions
appropriate to the political agency.
The basic question may be phrased
in a variety of ways: What things
belong in the public domain? and
What things are private? What
tasks should be assigned to
Washington or some lesser govern
mental agency, and in what sectors
of life should people be free to pur
sue their own goals? When should
legal coercion be used to force a per
son to do something against his
will? In view of government's
nature, what is its competence?
What are the criteria which enable
us to distinguish a just law from an
unjust law?

These are questions we cannot
avoid. It is true that we don't have
to debate them, or even think about
them; but we cannot help acting on
them. Some theory about govern-

ment is the hidden premise of all
political action, and we'll improve
our action only as we refine our
theory.

What Functions Are Appropriate?

In the light of government's
nature, what functions may we ap
propriately assign to it? This is the
question, and there are two ways to
approach it. The approach favored
today is to count noses-find out
what a majority of the people want
from government, and then elect
politicians who will give it to them!
And believe me, they've been giving
it to us! The party that wins an elec
tion is "swept into office on a
ground swell of public opinion," as
popular mythology has it; and of
course the winners have "a man
date from the people." That's
spelled Peepul.

I do not accept this approach to
political philosophy, and will offer
some reasons for rejecting it.
Neither did our forebears accept
this approach. Every political
thinker in the West from Plato
down to modern times has taken a
different tack. Now the mere fact
that something is enshrined by
tradition is no reason for accepting
it; we accept something because we
believe it to be true. But anything
which is both tried and true has a
lot going for it. Let me try to sketch
briefly the way our forebears went
about the intellectual and moral
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. problem of trying to figure out what
government should do, and how we
determine whether or not a law is
just.

The backbone of any legal system
is a set of prohibitions. The law for
bids certain actions and punishes
those who do them anyway. The
solid core of any legal system,
therefore, is the moral code, which,
in our culture is conveyed to us by
the Mosaic Law. The Sixth Com
mandment of The Decalogue says:
"Thou shalt not commit murder,"
and this moral imperative is built
into every statute which prescribes
punishment for homicide. The
Eighth Commandment forbids
stealing, and this moral norm gives
rise to laws punishing theft.

There is a moral law against
murder because each human life is
precious; and there is a moral law
against theft because rightful pro
perty is an extension of the person.
"A possession," Aristotle writes,
"is an instrument for maintaining
life. " Deprive a person of the right·
to own property and he becomes
something less than a person; he
becomes someone else's man. A
man to whom we deny the rights of
ownership must be owned by some
one else; he becomes another man's
creature-a slave. The master-slave
relation is a violation of the rightful
order of things, that is, a violation
of individual liberty and voluntary
association.

The Gift of Life
Each human being has the gift of

life and is charged with the respon
sibility of bringing his life to com
pletion. He is also a steward of the
earth's scarce resources, which he
must use wisely and economically.
Man is a responsible being, but no
person can be held responsible for
the way he lives his life and con
serves his property unless he is free.
Liberty, therefore, is a necessary
corollary to. Life and Property. Our
forebears regarded Life, Liberty
and Property as natural rights, and
the importance of these basic rights
was stressed again and again in the
oratory, the preaching, and the
writings of the Eighteenth Century.
"Life, Liberty and Property are the
gifts of the Creator," declared the
Reverend Daniel Shute in 1767
from the pulpit which I occupied
some 200 years later. Life, Liberty
and Property are the ideas of more
than antiquarian interest; they are
potent ideas because they
transcribe into words an important
aspect of the way things are.

Our ancestors intended to ground
their legal and moral codes on the
nature of things, just as students of
the natural sciences intend their
laws to be a transcription of the
way things behave. For example:
physical bodies throughout the
universe attract each other, increas
ing with the mass of the attracting
body and diminishing with the
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square of the distance. Sir Isaac
Newton made some observations
along these lines and gave us the
law of gravity. How come gravita
tional attraction varies as the
inverse-square of the distance, and
not as the inverse-cube? One is as
thinkable as the other, but it just
happens that the universe is pre
judiced in favor of the inverse
square in this instance; just as the
universe is prejudiced against
murder, has a strong bias in favor
of property, and wills men to be
free.

Immanuel Kant echoed an an
cient sentiment when he declared
that two thhigs filled him with awe;
the starry·heavens without, and the
moral law within. The precision and
order in nature manifest the Author
of nature. The Creator is also the
Author of our being and requires
certain duties of us, his creatures.
There is, thus, an outer reality
joined to the reality within, and this
twofold reality has an intelligible
pattern, a coherent structure.

This dual arrangement is not
made by human hands; it's un
changeable, it's not affected by our
wishes, and it can't be tampered
with. It can, however, be misinter
preted, and it can be disobeyed. We
consult certain portions of this pat
tern and draw up blueprints for
building a bridge. If we misinter
pret, the bridge collapses. And a
society disintegrates if its members

disobey the configuration laid down
in the nature of things for our
guidance. This configuration is the
moral order, as interpreted by
reason and tradition.

We're in fairly deep water here,
and this is as far into theology as I
shall venture. The point, simply
put, is that our forebears, when
they wanted to get some clues for
the regulating of their private and
public lives, sought for answers in a
reality beyond society. They
believed in a sacred order which
transcends the world, an order of
creation, and believed thatour
duties within society reflect the
mandates of this divine order.

Take a Poll

This view of one's duty is quite in
contrast to the method currently
popular for determining what we
should do; which is to conduct an
opinion poll. Find out what the
crowd wants, and then say "Me
too!" This is what the advice of cer-

. tain political scientists boils down
to. Here is Professor James
MacGregor Burns, a certified
liberal and the author of several
highly touted books, such as The
Deadlock of Democracy and a
biography of John F. Kennedy.
Liberals play what Burns calls "the
numbers game."'" As a liberal I
believe in majority rule," he writes.
"I believe that the great decisions
should be made by numbers." .In
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other words, don't think; count!
"What does a majority have a right
to do?" he asks. And he answers his
own question. "A majority has the
right to do anything in the
economic and social arena that is
relevant to our national problems
and national purposes." And then,
realizing the enormity of what he
has just said, he backs off: " ... ex
cept to change the basic rules of the
game."

Burns' final disclaimer sounds
much like an afterthought, for s~me
of his liberal cohorts support the
idea of unqualified majority rule.
The late Herman Finer, in his anti
Hayek book entitled Road to
Reaction, declares "For in a
democracy, right is what the ma
jority makes it to be." (p. 60.) What
we have here is an updating of the
ancient "might makes right" doc
trine. The majority does have more
muscle than the minority, it has the
power to carry out its will, and thus
it is entitled to have its own way. If
right is whatever the maJority says
it is, then whatever the majority
does is O.K., by definition.
Farewell, then to individual rights,
and farewell to the rights of the
minorities; the majority is the
group that has made it to the top,
and the name of the game is winner
take all.

The dictionary definition of a ma
jority is 500/0 plus 1. But if you were
to draw up an equation to diagram

modern majoritarianism it would
read:

500/0 + 1 = 1000/0;

500/0 - 1 = ZERO!

Amusing confirmation comes
from a professor at Rutgers Uni
versity, writing a letter to the
Times. Several years ago consider
able criticism was generated by the
appointment of a certain man to a
position in the national govern
ment. Such criticism is unwar
ranted, writes our political scien
tist, because the critics comprise" a
public which, by virtue of having
lost· the last election, has no
business approving or disapproving
appointments by those who won."
This is a modern version of the old
adage, "To the victor belong the
spoils." This Rutgers- professor
goes on to say, "Contrary to Presi
dent Lincoln's famous but mislead
ing phrase, ours is not a govern
ment by the people, but govern
ment by government." So there!

The Nature of Government

What functions may we appro
priately assign to the political
agency? VVhat should government
do? Today's answer is that govern
ment should do whatever a majori
ty wants a government to do; find
out what the Peepul want from
government, and then give it to
them. The older and truer answer is
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based upon the belief that the rules
for living together in society may be
discovered if we think hard and
clearly about the matter, and the
corollary that we can conform our
lives to these rules if we resolve to
do so. But I have said nothing so far
about the nature or essence of
government.

Americans are justly proud of our
nation, but this pride sometimes
blinds us to reality. How often have
you heard someone declare, "In
America, 'We' are the govern
ment. " This assertion is demon
strably untrue; "We" are the socie
ty, all 215 million of us; but society
and government are not at all the
same entity. Society is all-of-us,
whereas government is only some
of-us. The some-of-us who comprise
government would begin with the
President, Vice-President, and
Cabinet; it would include Congress
and the bureaucracy; it would des
cend through governors, mayors
and lesser officials, down to sheriffs
and the cop on the beat.

A Unique Institution

Government is unique among the
institutions of society, in that socie
ty has bestowed upon this one agen
cy exclusive legal control over the
weaponry, from ch.\bs to hydrogen
bombs. Governments do use per
suasion, and they do rely on
authority, legitimacy and tradi
tion-but so do other institutions

like the Church and the School. But
only one agency has the power to
tax, the authority to operate the
system of courts and j ails, and a
warrant for· mobilizing the machin
ery for making war; that is govern
ment, the power structure. Govern
mental action is what it is, no mat
ter what sanction might be offered
to justify what it does. Government
always acts with power; in the last
resort government uses force to
back up its decrees.

Society's Power Structure

When I remind you that the
government of a society is that
society's power structure, I am not
offering you a novel theory, nor a
fanciful political notion of my own.
It is a truism that government is
society's legal agency of compul
sion. Virtually every statesman and
every political scientist-whether
Left or Right- takes this for
granted and does his theorizing
from this as a base. "Government is
not reason, it is not eloquence;"
wrote George Washington, "it is
force." Bertrand Russell, in a 1916
book, said, "The essence of the
State is that it is the repository of
the collective force of its citizens."
Ten years later, the Columbia
University professor, R.M.
Maclver spoke of the state as "the
authority which alone has com
pulsive power." The English writer,
Alfred Cobban, says that "the
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essence of the state, and of all
political organizations, is power."

But why labor the obvious except
for the fact that so many of our
contemporaries-those who say
"we are the government"
overlook it? What we are talking
about is the power of man over man;
government is the legal authoriza
tion which permits some men to use
force on others. When we advocate
a law to accomplish a certain goal,
we advertise our inability to per
suade people to act in the manner
we recommend; so we're going to
force them to conform! As Sargent
Shriver once put it, "In a
democracy you don't compel people
to do something unless you are sure
they won't do it."

In the liberal mythology of this
century, government is all things to
all men. Liberals think that govern
ment assumes whatever character
istics people wish upon it-like Pro
teus in Greek mythology who took
on one shape after another, depen
ding on the circumstances. But
government is not an all-purpose
tool; it has a specific nature, and its
nature determines what govern
ment can accomplish. When proper
ly limited, government serves a
social end no other agency can
achieve; its use of force is construc
tive. The alternatives here are law
and tyranny-as the Greeks put it.
This is how the playwright,
Aeschylus, saw it in The

Eumenides: "Let no man 'live un
curbed by law, nor curbed by tyran
ny."

The Moral Code

If government is to serve a moral
end it must not violate the moral
code. The moral code tells us that
human life is sacred, that liberty is
precious, and that ownership of pro
perty is good. And by· the same
token, this moral code supplies a
definition of criminal action;
murder is a crime, theft is a crime,
and it is criminal to abridge any per
son's lawful freedom. It becomes a
function of the law, then, in har
mony with the moral code, to use
force against criminal actions in
order that peaceful citizens may go
about their business. The use of
legal force against criminals for the
protection of the innocent is the ear
mark of a properly limited govern
ment.

This is an utterly different kind of
procedure than the use of govern
ment force on peaceful citizens
whatever the excuse or rationaliza
tion. People should not be forced in
to conformity with any social
blueprint; their private plans
should not be overridden in the in
terests of some national plan or
social goal. Government-the
public power-should not be used
for private advantage; it should not
be .used to protect people from
themselves.
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Well, what should the law do to
peaceful, innocent citizens? It
should let them alone! When
government lets John Doe alone,
and punishes anyone who refuses to
let him alone, then John Doe is a
freeman.

In this country we have a
republican form of government. The
word "republic" is from the Latin
words, res and publica, meaning the
things or affairs which are common
to all of us, the affairs which are in
the public domain, in sharp con
trast to matters which are private.
Government, then, is "the public
thing," and this strong emphasis on
public serves to delimit and set
boundaries to governmental power,
in the interest of preserving the in
tegrity of the private domain.

What's in a name? you might be
thinking. Well, in this case, in the
case of republic, a lot. The word
"republic" encapsulates a political
philosophy; it connotes the
philosophy of government which
would limit government to the
defense of life, liberty and property
in order to serve the ends of justice.
There's no such connotation in the
word "monarchy," for example; or
in aristocracy or oligarchy.

A monarch is the sole, supreme
ruler of a country, and there is
theoretically no area in the life of
his citizens over which he may not
hold sway. The king owns the coun
try and his people belong to him.

Monarchical practice pretty well
coincided with theory in what is
called "Oriental Despotism," but in
Christendom the power of the kings
was limited by the nobility on the
one hand, and the Emperor on the
other; and all secular rulers had to
take account of the power of the
Papacy. Power was played off
against power, to the advantage of
the populace.

Individual Liberty

The most important social value
in Western civilization is individual
liberty. The human person is looked
upon as God's creature, gifted with
free will which endows him with the
capacity to choose what he will
make of his life. Our inner, spiritual
freedom must be matched by an
outer and social liberty if man is to
fulfill his duty toward his Maker.
Creatures of the state cannot
achieve their destiny as human be
ings; therefore, government must
be limited to securing and preserv
ing freedom· of personal action,
within the rules for maximizing
liberty and opportunity for
everyone.

Unless we are persuaded of the
importance of freedom to the in
dividual, it is obvious that we will
not structure government around
him to protect his private domain
and secure his rights. The idea of in
dividual liberty is old, but it was
given a tremendous boost in the six-
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teenth century by the Reformation
and the Renaissance.

The earliest manifestation of this
renewed idea of liberty was in the
area of religion, issuing in the con
viction that a person should be
allowed to worship God in his own
way. This religious ferment in
England gave us Puritanism, and
early in the seventeenth century
Puritanism projected a political
movement whose members were
contemptuously called Whigga
mores-later shortened to
Whigs-a word roughly equivalent
to "cattle thieves." The king's men
were called Tories-"highway rob
bers." The Whigs worked for in
dividual liberty and progress; the
Tories defended the old order of the
king, the landed aristocracy, and
the established church.

One of the great writers and
thinkers in the Puritan and Whig
tradition was John Milton, who
wrote his celebrated plea for the
abolition of Parliamentary cen
sorship of printed material in 1644,
Areopagitica. Many skirmishes had
to be fought before freedom of the
press was finally accepted as one of
the earmarks of a free society. Free
speech is a corollary of press
freedom, and I remind you of the
statement attributed to Voltaire: "I
disagree with everything you say;
but I will defend with my life your
right to say it."

Adam Smith extended freedom to

the economic order, with The
Wealth of Nations, published in
1776 and warmly received in the
thirteen colonies. Our population
numbered about 3 million at this
time; roughly one third of these
were Loyalists, that is, Tory in
outlook, and besides, there was a
war on. Despite these cir
cumstances 2,500 sets of The
Wealth of Nations were sold in the
colonies within five years of its
publication. The colonists had been
practicing economic liberty for a
long time, simply because their
governments were too busy with
other things to interfere-or too
inefficient-and Adam Smith gave
them a rationale.

The Bill of Rights

Ten amendments to the Constitu
tion were adopted in 1791. Article
the First reads.: "Congress shall
make no law respecting the
establishment of religion, or pro
hibiting the free exercise thereof
..." The separation of Church and
State enunciated here was a
momentous first step in world
history. Religious liberty, freedom
of the press, free speech and the free
economy are four departments of
the same liberating trend-the
Whig movement.

The men we refer to as the Found
ing Fathers would have called
themselves Whigs. Edmund Burke
was the chief spokesman for a
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group in Parliament known as The
Rockingham ,Whigs. In 1832 the
Whig Party in England changed its
name to one which more aptly
described its emphasis on liberty. It
became the Liberal Party, standing
for free trade, religious liberty, the
abolition of slavery, extension of
the franchise, and other reforms.

Classical Liberalism is not to be
confused with the thing called
"liberalism" in our time! Today's
"liberalism" is the exact opposite of
historical Liberalism-which came
out of the eighteenth-century
Whiggism-which came out of the
seventeenth-century Puritanism.
The labels are the same; the
realities are utterly different. Pre
sent day liberals have trouble with
ideas, as ideas, so they try to
dispose of uncomfortable thoughts
by pigeonholing them in a time slot.
The ideas of individual liberty, in
herent rights, limited government
and the free economy are, they say,
eighteenth-century ideas. What a
dumb comment! The proper test of
an idea is not the test of time but
the test of truth!

You may be wondering why I
have not yet used the word
"democracy," although I've spoken
of monarchy, oligarchy, and
liberalism. Well, I'll tell you. Our
discussion has focused on the
nature of government, and we have
discovered that the essence of
government is power, legal force.

Once this truth sinks in we take the
next step, which is to figure out
what functions may appropriately
be assigned to the one social agency
authorized to use force. This brings
us back to the moral code and the
primary values of life, liberty and
property. It is the function of the
law to protect the life, liberty and
property of all persons alike in order
that the human person may achieve
his proper destiny.

Voting Is Appropriate for
Choosing Office-Holders

There's another question to
resolve, tied in with the basic one,
but much less important: How do
you choose personnel for public of
fice? After you have employed the
relevant intellectual and moral
criteria and confined public things
to the public sector, leaving the ma
jorconcerns of life in the private
sector ... once you've done this
there's still the matter of choosing
people for office.

One method is choice by blood
line. If your father is king, and if
you are the eldest son, why you'll be
king when the old man dies. Limited
monarchy still has its advocates,
and kingship will work if a people
embrace the monarchical ideology.
Monarchy hasn't always worked
smoothly, however, else what would
Shakespeare have done for his
plays? Sometimes your mother's
lover will bump off the old man, or
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your kid brother might try to
poison you.

There's a better way to choose
personnel for public office; let the
people vote. Confine government
within the limits dictated by reason
and morals, lay down appropriate
requirements, and then let voters
go to the polls. The candidate who
gets the majority of votes gets~the

job. This is .democracy, and this is
the right place for majority action.
As Pericles put it 2,500 years ago,
democracy is where the many par
ticipate in rule.

Voting is little more than a
popularity contest, and the most
popular man is not necessarily the
best man, just as the most popular
idea is not always the soundest
idea. It is obvious, then, that
balloting-or counting noses or tak
ing a sampling of public opinion-is
not the way to get at the fundamen
tal question. of the proper role of
government within a society. We
have to think hard about this one,
which means we have to assemble
the evidence; weigh, sift, and
criticize it; compare notes with col
leagues, and so on. In other words,
this is an educational endeavor, a
matter for the classroom, the study,
the podium, the pulpit, the forum,
the press. To count noses at this
point is a cop out; there's no place
here for a Gallup Poll.

To summarize: The fundamental
question has to do with the scope

and functions of the political agen
cy, and only hard thinking
education in the broad sense-can
resolve this question. The lesser
question has to do with the choice
of personnel; and majority action
democratic decision-is the way to
deal with it. But if we approach the
first question with the mechanics
appropriate to the second, we have
confused the categories and we're in
for trouble.

"Democratic Despotism"

We began to confuse the cate
gories more than 140 years ago, as
Alexis de Tocqueville observed. His
book, Democracy in A merica,
warned us about the emergence
here of what he called "democratic
despotism, " which would "degrade
men without tormenting them." We
were warned again in 1859 by a pro
fessor at Columbia University,
Francis Lieber, in his book, On Civil
Liberty and Self-Government:
"Woe to the country in which
political hypocrisy first calls the
people almighty, then teaches that
the voice of the people is divine,
then pretends to take a mere clamor
for the true voice of the people, and
lastly gets up the desired clamor."
Getting up the desired clamor is
what we call "social engineering,"
or "the engineering of consent."

What is called "a majority" in
contemporary politics is almost in
variably a numerical minority,
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whipped up by an even smaller
minority of determined and
sometimes unscrupulous men.
There's not a single plank in the
platform of the welfare state that
was put there because of a genuine
demand by a genuine majority. A
welfarist government is always up
for grabs, and various factions,
pressure groups, special interests,
causes, ideologies seize the levers of
government in order to impose their
programs on the rest of the nation.

Let's assume that we don't like
what's going on today in this and
other countries; we don't like it
because people are being violated,
as well as principles. We know the
government is off the track, and we
want to get it back on; but we know
in our bones that Edmund Burke
was right when he said, "There
never was, for any. long time . . . a
mean, sluggish, careless people that
ever had a good government of any
form. " Politics, in other words,
reflects the character of a people,

and you cannot improve the tone of
politics except as you elevate the
character of a significant number of
persons. The improvement of char
acter is the hard task of religion,
ethics, art, and education. When we
do our work properly in these areas,
our public life will automatically
respond.

Large numbers are not required.
A small number of men and women
whose convictions are sound and
clearly thought out, who can pre-·
sent their philosophy persuasively,
and who manifest their ideas by the
quality of their lives, can inspire the
multitude whose ideas are too
vague to generate convictions of
any sort. A little leaven raises the
entire lump of dough; a tiny flame
starts a mighty conflagration; a
small rudder turns a huge ship. And
a handful of people possessed of
ideas and a dream can change a
nation-especially when that nation
is searching for new answers and a
new direction. i

IDEAS O~

LIBERTY

Ralph Waldo Emerson

G IVB NO BOUNTlBS. make equal laws, secure life and property, and you
will not need to give alms. Open the doors of opportunity to talent and
virtue, and they will do themselves justice and property will not be in
bad hands. In a free and just commonwealth, property rushes from the
idle and imbecile to the industrious, brave, and persevering. The level
of the sea is not more surely kept than is the equilibrium of value in
society by demand and supply; and artifice and legislation punish
themselves by reactions, gluts, and bankruptcies.



Henry Hazlitt

DURING every great inflation there
is a striking decline in both public
and private morality. Let us look at
two outstanding historic examples.

The first is the French assignat
inflation from 1790 to 1796. The
moral consequences of this have
been vividly depicted by Andrew
Dickson White in his little book,
Fiat Money Inflation in France,
which grew out of a lecture he first
delivered in 1876. 1

With prices soaring and the value
of money savings rapidly diminish
ing, an early effect was the oblitera
tion of thrift. Accompanying this

Henry Hazlitt, noted economist, author, editor,
reviewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Bar.
ron's, Human Events and many others. Best known
of his books are Economics in One L.esson, The
Failure of the "New Ecc)Romics," The Foundations
of Morality, and What You Should Know About Infla
tion.

1Published, with an Introduction by the
present writer, by The Foundation for Eco
nomic Education, 1959.

was a cancerous increase in specula
tion and gambling. Stockjobbing
became rife. More and more people
began to see the advantages of bor
rowing and later paying off in
depreciated money. A great debtor
class grew up whose interest was to
keep the inflation going. Workers,
finding themselves with less and
less real pay in terms of what their
wages would buy, while others grew
rich by gambling, began to lose in
terest in steady work. The evapora
tion of the incomes and savings of
the lower and middle classes, and
the sudden enrichment of specu
lators, with their ostentatious lux
ury, led to mounting social resent
ment and unrest. Cynicism and cor
ruption set in. Even Mirabeau, who
only a few months before had risked
imprisonment and even death to
establish constitutional govern
ment, began secretly receiving
heavy bribes. The evidence of the
general spread of corruption led to

41
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widespread distrust and a loss of
faith in patriotism or virtue.

The politicians responsible for the
inflation sought to throw the blame,
then as now, not only on "the
speculators" but on the sellers who
were forced to raise their prices.
One result was that on February 28,
1793, at eight o'clock in the even
ing, a mob of men and women in
disguise began plundering the
stores and shops of Paris. At first
they demanded only bread; soon
they insisted on coffee, rice and
sugar; at last they seized every
thing on which they could lay their
hands. Hundreds of places were
plundered. This was endured for six
hours. Finally order was restored
only by a grant of seven million
francs to buy off the mob. When the
plundered merchants had the tem
erity to protest at the City Hall of
Paris, they were informed that
"shopkeepers were only giving back
to the people what they had hither
to robbed them of."

All this was followed by forced
loans, price-controls, increased
resort to the guillotine, repudiation
of the currency, and a final turning
to a "man on horseback"
Napoleon.

The German Experience

I t is amazing how closely this pat
tern was followed in the great Ger
man hyperinflation of 1920 to 1923.
We find the same·moral and social

retrogression: the discouragement
and final obliteration of thrift; the
rise in borrowing and prodigal
spending; the increase in specula
tion and gambling; the declining ap
plication to steady work; the wan
ton redistribution of income; the
consequent growth of cynicism and
corruption, of social unrest, bit
terness and hatred, and finally of
crime. But the details are worth
closer inspection. 2

The inflation was an unsettling
and revolutionary influence. During
most of its course, it lowered the
real income of the workers; it im
poverished the old middle class of
investors, and many of those who
had made their fortunes from pro
duction; it enriched a new small
class of inflation profiteers whose
money came from speculation.
Under the appearance of feverish
activity the country was producing
less, and most people were poorer.
Goods passed from one speculator
to another, through a long chain of
middlemen. Some got rich by spec
ulating in foreign exchange; but
savings-bank depositors and bond
holders were all but wiped out, and
even most holders of industrial
securities ended with barely a
fourth of their original investment.
On net balance, in sum, the main

2For a fuller account, see Costantino
Bresciani-Turroni, The Economics of Inflation
(London: George Allen & Unwin, 1937).
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profiteers from the inflation were
successful speculators rather than
producers; this implied an impor
tant distinction between the new
rich and the old rich.

"It is no exaggeration to state,"
writes Bresciani-Turroni, "that the
depreciaton of the currency caused
in Germany the vastest expropria
tion of some classes of society that
has ever been effected in time of
peace." The annihilation of the
value of the mark meant the con
fiscation of the lender's wealth to
the gain of the borrower. Land
owners, for example, were thus able
to free their lands from mortgage.
Owners of houses, of course, were
able to do the same; but in their
case this advantage was usually
more than offset by the decline in
real rents, which soon did not cover
even maintenance expenses, so that
many owners were forced to sell.

Pensioners and others who lived
on fixed money incomes were
reduced to abject poverty. So, in
fact, were most of those in the pro
fessional and academic classes:
students, tutors, writers, artists,
scholars. These and similar changes
were reflected in the statistics of
the condition of children-mal
nutrition, underweight, rickets. The
general mortality rate from pul
monary tuberculosis greatly in
creased between 1921 and 1923.

Property rights were in fact, if
not in form, obliterated. The

"revaluation" decrees of February
1924 and July 1925 made only a
paltry fractional restitution, and of
course could not undo the millions
of personal injustices and depriva
tions suffered while the inflation
was in progress.

It is no coincidence that crime
rose sharply during the German in
flation. On the basis of 1882= 100,
the crime rate, which stood at an in
dex number of 117 in 1913, rose to
136 in 1921 and 170 in 1923. It
declined again in 1925, when the in
flation was over, to 122.

A World-Wide Condition

What shall we say of conditions in
nearly every country today?
Thanks to Keynesian ideology and
spending policies, the universal
abandonment of the gold standard,
and the workings of the Interna
tional Monetary Fund, we find in
flation practically everywhere; and
we find a corresponding social un
rest, disorder, and moral decay.

The steadily rising crime in the
U.S. is an outstanding example.
Between 1960 and 1970 our crime
rate per 100,000 population in
creased an average of 8 per cent per
year, and between 1970 and 1973, 4
per cent per year. The total increase
between 1960 and 1973 was 120 per
cent. But crime increase in the last
sixteen years has not been confined
to the United States; it is reported
from most other countries.
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Another symptom of moral decay
is the increasing frequency of scan
dal and corruption in government
circles. One of the saddest illustra
tions of this is Great Britain, which
during most of the nineteenth and
early twentieth centuries stood out
among nations for the comparative
integrity and incorruptibility of its
civil servants and political leaders.

Government Sets Example

The chain of causation, from infla
tion to corruption to crime, is
direct. In a free enterprise system,
with an honest and stable money,
there is dominantly a close link be
tween effort and productivity, on
the one hand, and economic reward
on the other. Inflation severs this
link. Reward comes to depend less
and less on effort and production,
and more and more on successful
gambling and luck. For some, gam
bling finally comes to seem too
chancy, and corruption or crime a
surer path to quick reward.

It is not merely that inflation
breeds dishonesty in a nation. Infla
tion is itself a dishonest act on the
part of government, and sets the ex
ample for private citizens. When
modern governments inflate by in
creasing the paper-money supply,
directly or indirectly, they do in
principle what kings once did when

they clipped the coins. Diluting the
money supply with paper is the
moral equivalent of diluting th~

milk supply with water. Notwith
standing all the pious pretenses of
governments that inflation is some
evil visitation from without, infla
tion is practically always the result
of deliberate governmental policy.

This was recognized by Adam
Smith in The Wealth of Nations, in
a passage that bears repeating:
"When national debts have once
been accumulated to a certain
degree, there is scarce, I believe, a
single instance of their having been
fairly and completely paid. The
liberation of the public revenue, if it
has ever been brought about at all,
has always been brought about by a
bankruptcy; sometimes by an
avowed one, but always by a real
one, though frequently by a
pretended payment."

The pretended payment was ef
fected by inflation. The U.S.
government today is paying off in
24-cent dollars the debts it con
tracted in 1940. Adam Smith went
on: "The honor of a state is surely
very poorly provided for, when, in
order to cover the disgrace of a real
bankruptcy, it has recourse to a
juggling trick of this kind, so easily
seen through, and at the same time
so extremely pernicious. " ~



The Powers of '

Bernard H. Siegan

THE U.S. SUPREME COURT, in the case
of Yick Wo v. Hopkins, 1 decided in
1886, struck down one of the first
zoning ordinances introduced in
this country. This decision deserves
our serious attention today because
it revealed much about the inherent
nature of zoning which more recent
cases unfortunately have forgotten.

The city of San Francisco had
adopted an ordinance making it
unlawful for any person to operate a
laundry business in a wooden
building without having first ob
tained permission of the city's
Board of Supervisors. Though
clothed in public welfare rhetoric,
the real purpose of the ordinance
became clear in the manner of its

Copyright 1976 by Bernard H. Siegan.
Mr. Siegan is Distinguished Professor of Law,
University of San Diego School of Law, and author of
Land Use Without Zoning and Other People's Pro·
perty, both published by Heath & Company.

administration. Permits were
granted to Caucasian applicants
but denied to those who were
Chinese.

The Supreme Court ruled the law
violated the equal protection clause
of the Fourteenth Amendment of
the U.S. Constitution, as of course
it did by favoring Caucasians over
Chinese. This part of the opinion is
familiar to lawyers because many
constitutional law textbooks have
devoted much space to it.

The experts have tended to ignore
the second but equally important
part of the opinion. 2 Yet the second
part spells out doctrine that is fully
as cogent to a free society and is

1118 U.S. 356 (1886).

2Professor Norman Karlin of Southwestern
Law School brought this point to my atten
tion. He expands on it in his excellent article,
"Land Use Controls: The Power to Exclude"
in 5 Environmental Law 529 (1975).
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something that most people, in
cluding even its obvious violators,
would readily accept when stated in
an abstract and non-specific form.

I refer to that part of the opinion
which asserts that the San Fran
cisco ordinance was unconstitu
tional because it "intended to con
fer ... not a discretion to be exer
cised upon a consideration of the
circumstances of each case, but a
naked and arbitrary power to give
or withhold consent, not only as to
places, but as to persons."

To the court of that day, such
power was repugnant in a society
governed by the force of laws rather
than the will of men: "The very idea
that one man may be compelled to
hold his life or the means of living,
or any material right essential to
the enjoyment of life, at the mere
will of another, seems to be in
tolerable in any country where
freedom prevails, as being the
essence of slavery itself."

Almost anyone who has ever
appeared before a regulatory board
must recognize how simple it is for
the regulators to violate this stan
dard. Members of these boards
usually have enormous discretion to
reach their decisions, and may do so
for reasons known only to
themselves and which they can hide
with lofty verbiage. Nor are these
bodies often overruled by the
courts. As a result, the regulators

have immense and growing power
over the lives of people.

Consider the procedures in zon
ing. For the owner or developer who
has invested months of time and
thousands of dollars on a proposed
project, there are few more impor
tant matters in life than the deci
sion that a relatively minute group
of people who hold the zoning power
will make.

Having personally experienced
these situations, I can assure the
reader that almost regardless of the
facts and the law, it is extremely
difficult to predict the outcome of
such hearings. There are innumer
able personal factors that enter into
the decision-making process. Some
members may study the matter
diligently and try to vote strictly on
what they deem to be the merits of
the case.

Perhaps just as often, however,
other members will be swayed by
various extraneous elements, in
cluding self-interest, ideology and
personal likes or dislikes for the
petitioners, their opponents or what
is proposed. I t is not an occasion to
glory in the dignity of the in
dividual. Citizens in these pro
ceedings find themselves as
beholden to government officials as
they once were to the absolute
rulers of earlier ages.

The trend to slow growth and
down-zoning has further
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augmented the problem. When
Boards have authority to limit the
number of building permits as they
do, for example, in Petaluma,
California, they can decide with lit
tle impunity what will be built and
who will build it.;) This kind of wide
latitude can lead to graft and cor
ruption, but neither need enter to
create the equally distasteful spec
.tacle of substantial, if not complete
power exercised by one group over
another.

Reading that old Yick Wo case

3See Construction Industry v. Petaluma,
522 F.2d 897 (9th eire. 1975).

poses issues which our modern ac
ceptance of regulation has tended
to obscure. Analogous to the Cauca
sians who benefited under the San
Francisco laundry ordinance, today
we have local pressure groups or
"right" lawyers or politicians who
wield influence with the authorities.
The rights of the various people
who appear before these boards are
far from equal.

Such are the fundamental ine
quities of regulation which for
many of us who should be loudly
protesting, have instead regretta
bly been blotted out by the expe
diencies of modern life. ,

IDEAS ON

LIBERTY

Principles of a Free Society

THE POSITIVE ASPECTS of personal freedom must be defined in terms of
knowledge and power-the powers which nature has given men, and
which men have used in turn to increase their understanding and conse
quently their control of themselves, nature, and events. The in
vestigators who discovered the principles of electricity and the other
secrets of nature, and the businessmen who translated this knowledge
into real physical power, put humanity in a position to reach its present
status of freedom. The function of the state is to make sure that all men
are free to use the powers which nature has given them and which they
have improved. The methods perfected by free societies to fulfill this
function are the principles of private property and freedom of
contract-the basic and most important working principles of any free
society.

SYLVESTER PETRO, The Labor Policy of The Free Society



Savings, Tools,

and Production
Bettina Bien Greaves

LIFE IS UNCERTAIN, especially for
primitive peoples who have only
their own hands, wits and human
energy to use in providing for
themselves and their families.
Sooner or later, if they are able,
they will start accumulating some
reserves for "rainy days."
Prehistoric men who lived in caves
must have known from bitter ex
perience that there were times when
they would be cold, hungry, sick
and helpless. If they could manage
in "good" times to consume
somewhat less than they produced,
then they would have some supplies
left to tide them over bad times.
Aesop's story of "The Ant and the
Grasshopper" illustrates this point:

On a cold frosty day an Ant was drag
ging out some of the corn which he had
laid up in summer time, to dry it. A
Grasshopper, half-perished with hunger,
besought the Ant to give him a morsel
of it to preserve his life. "What were you
doing," said the Ant, "this last sum
mer?" "Oh," said the Grasshopper, "I

Mrs. Greaves is a member of the senior staff of The
Foundation for Economic Education.
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was not idle. I kept singing all the sum
mer long." Said the Ant, laughing and
shutting up his granary, "Since you
could sing all summer, you may dance
all winter."

There is a little grasshopper in
each of us; we all consume some
part of what we produce today-as
a matter of fact we must consume
something today in order to sur
vive. But most of us also have some
of the ant's "time preference"; we
set aside a part of what we have for
tomorrow, next week, next winter
or next year-for the "rainy days"
that are bound to come from time to
time. Rainy day savings consist of
stocks of consumers' goods-food,
clothing and shelter-that indivi
duals produce, do not consume im
mediately, but set aside to eat, use
and wear later.

To survive change and uncertain
ty may be difficult if one has no
surplus stocks of consumers' goods
to fall back on. Therefore, men
reasoned, some reserves might be
helpful to tide them over difficult
times. And they began to make con
scious efforts to prepare for "rainy
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days." Thus, reason and the drive
to relieve "felt uneasinesses" and
attain ends induce men to adopt the
time preference of Aesop's ant.
Rainy-day savings, therefore, are
the outcome of conscious, rational
and purposive actions. Among ra
tional, thinking human beings, the
time preference which leads to
restraint in consumption is streng
thened by reason, logic and the ex
pectation that saving some things
to consume later will enable them to
cope more successfully with the
uncertainties the future is likely to
bring.

Those most likely to make the
effort to save for "rainy days" are
those who have confidence that
they and their loved ones will be
able to reap the potential advan
tages of any savings by being bet
ter able, as a result, to cope with
"rainy days" when they arrive. For
the ant-like time preference to exist
and have a significant impact on the
actions of men, their rights to own
private property and to hold, ac
cumulate and dispose of it as they
wish must be recognized and
safeguarded.

On the other hand, the grasshop
per-like time preference is bound to
prevail among men who have little
hope of benefiting from putting
forth greater effort to produce and
from demonstrating greater re
straint in consumption. Had
Aesop's grasshopper succeeded in

forcing his demands on the ant, or
had the other barnyard creatures
ganged up on the Little Red Hen
and taken her production by' force,
neither ant nor Little Red Hen
would have been likely to work so
hard another time. They would not
have postponed consumption in the
expectation of reaping later
benefits" but would have consumed
their entire production "today."
People among whom a grasshop
per-like time preference prevails,
therefore, inevitably consume
almost immediately practically
everything they produce and find
themselves .poorly provided for
later when "rainy days" or "bad
times" come.

Pure manual labor is hard, tiring
and not very productive. Thus men
quite logically look around for ways
to make their efforts less tiring and
more effective. Sooner or later, even
among primitive peoples, someone
will have an idea for using some ob
ject to make hunting, fishing or
foraging a bit easier and more effi
cient. Someone might try using a
large stick as a club, a log as a float,
a stone as a missile. Once a person
recognizes an object to be useful for
a purpose, he has a "tooL"

The starting point of any tool is
an idea. But the development of
tools also requires the earlier ac
cumulation of "rainy day savings"
so that some persons may spend
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their time and energy to develop the
idea into tools. Tools save time and
effort. But their main advantage is
that they enable the user to in
crease production. As more is pro
duced more will be available to con
sume. Also as more is produced, it
becomes easier to set aside still
more reserves for later "rainy
days."

If people produce increased
reserves of consumers' goods, large
enough not only to tide them over
"rainy days" but also to last while
they devote more time and energy
to implementing new ideas for
developing still better tools, their
next logical step is to start ac
cumulating reserves of tools. Pur
posive saving for the production of
tools, that is, for the production of
producers' goods or factors of pro
duction, is "capitalist saving."

These "capitalist savings" may
then be employed by producers who
specialize in making still more and
better tools. Today's very complex
and sophisticated machines and
production methods are merely the
outcome of this simple sequence. As
production increased over the cen
turies step-by-step improvements
were made in tools. With more and
better tools available, it became
possible to produce even more, per
mitting the development of still
more and better tools. And so the
process continued down to modern
times.

Entrepreneurs and Property
The entrepreneur "gets it all

together. " As he pays for things in
the course of carrying out his pro
ject on the' market, he acquires
ownership, step-by-step, of the fac
tors of production. With the owner
ship of these factors of production
comes also the right of control, i.e.
the opportunity to decide how they
shall be used. Therefore, the pro
ducts which are made from an en
trepreneur's resources-with the
aid of savings he has assembled or
borrowed, the voluntary coopera
tion of many persons with whom he
made arrangements and his ideas
and planning-are his and his alone
once he has fulfilled all previous
commitments.

If we consider the products of any
specific private enterprise from this
angle, it is easy to understand why
and how they become the private
property of the entrepreneur who
took the risk. His right to the out
put of his project depends, of
course, on his having contracted for
and paid in advance for all the
goods and services which were used
in the process. Under capitalism,
therefore, the person to whom the
final products belong has acquired
legal and effective title to them by
having previously acquired and
paid for everything used in their
production.

In primitive societies, when in
dividuals were first able to keep for
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themselves and their families some
of their own production, over and
above what was needed for im
mediate consumption, no matter
how little that might be, they could
feel a bit more free and indepen
dent. Without property rights all
the material things they have and
even their lives are at the mercy not
only of nature, but also of the com
munity "strong man," king, ruler,
dictator, gangster, or anyone who
proves physically more powerful,
more ruthless or more persistent in
compelling others to do his bidding.
The opportunity to own private pro
perty and to control its use, there
fore, fosters individual freedom and
independence even in primitive
societies.

The right to own and control pro
perty is probably even more impor
tant in a specialized, division of
labor, capitalistic economy. Per
sonal freedom, independence and
economic survival depend on that
right. If property rights are pro
tected and a person's private home
is "his castle," a place to which he
may retire in peace, he may be confi
dent that he, the members of his
family, his papers and effects will be
safe there from unwelcome intru
sions, "from unreasonable searches
and seizures."

Moreover, the right to own and
control private property is impor
tant to entrepreneurs and pro-

ducers in a complex capitalistic
market economy. But it is impor
tant not only to them. It is perhaps
even more important to all the rest
of us. As a matter of fact, most of
us living today would not even be
alive if producers had not been
relatively free in the past to use
their private property as they chose
in the hope of earning profits. It is
only because the property rights of
producers, would-be producers,
savers, investors, entrepreneurs, in
ventors, innovators, etc., have been
respected and protected that they
were willing and able to cooperate
in expanding production. As a
result, life expectancy has leng
thened, death rates declined, pop
ulation increased and people
throughout the market economy
now live longer, healthier lives and
have a much greater quantity and
variety of food, clothing, shelter,
luxury goods and leisure than ever
before.

Property owners are interested in
using their resources to serve their
own ends. They find that the surest
way to attain their various ends
under capitalism is by providing
consumers with the various goods
and services they want. As a result,
property owners are challenged
under capitalism to try to serve con
sumers. When they succeed in do
ing this, they can earn not only the
psychic profit which comes from
knowing they are helping others,
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but they will also be rewarded with
monetary profits for themselves.

To use their property to best ad
vantage, property owners must be
free to make their own decisions.
Flexibility is most important. What
kinds of tools are developed, what
form capitalist savings will take,
and what will be produced will de
pend on the ideas and actions of
specific entrepreneurs in the light of
their understanding of conditions
and their future expectations.

The entrepreneur contemplates
an ever-changing "half-baked
cake," a smorgasbord of "rainy
day" savings, Le., stores of
available consumers' goods, plus
capitalist savings in the form of
potentially productive factors of
production. He tries to juggle
things around, reassemble them,
and make them more productive. To
do this, he must study consumer
purchases and refusals to purchase,
analyze available resources, con
sider market prices of the very re-

cent past and try to anticipate
future conditions-all difficult
tasks at best. If, as a result of his ef
forts, he can alter the various fac
tors of production so as to serve
consumers better and/or cheaper
than before, they will become more
valuable on the market.

The more freedom and flexibility
he has to act in accordance with his
own best judgment, the better his
chances are. The safer property is
expected to be, the more capitalist
savings he can expect to attract for
investing in his enterprise. The
more assurance entrepreneurs and
investors have of being able to keep
what they earn through the enter
prise, the more incentive they will
have to continue saving, investing,
producing and serving consumers.
Any outside interference that
deters such enterprises will hamper
their plans for production, reduce
the amount of goods and services,
and so cut down on the number of
voluntary transactions possible. ~



Capital Is in the Eye
of the Beholder
Brian Summers

W HEN I WAS A BOY my older brother's
slide rule was a marvelous toy.
When I went to college that slide
rule became a useful tool. Today,
with the advent of pocket calcula
tors, I view that very same slide
rule as a relic.

Clearly, the slide rule has re
mained the same; it is I who have
changed. When I thought of the
slide rule as a toy, it was a toy.
When I thought of it as a tool, it
was a tool. Now that I think of it as
a relic, it is a relic. At least, to me it
is.

My estimate of the slide rule's
value has also changed. When I was
preparing to go to college, its value
to me increased. As my college days
were coming to a close, and I saw
little further use for the slide rule,
the value I placed on it declined.

Why this variation in the slide
rule's value to me? Obviously, the
slide rule didn' t change. Neither did
the price paid for it nor the work

Mr. Summers is a member of the staff of the Founda
tion for Economic Education.

that went into producing it. The on
ly thing that changed was my
evaluation of the slide rule' s future
usefulness to me. The slide rule's
future usefulness is what deter
mined its value to me.

What is true for a slide rule is true
for any material object-its
usefulness, and hence its value, is in
the eye of the beholder. In par
ticular, an object is a tool-a capital
good-only to someone who per
ceives it as a tool. The value an in
dividual places on a capital good is
determined by his estimate of its
future usefulness to him.

This simple observation-capital
is in the eye of the beholder-has
profound consequences because it
helps one choose between free enter
prise, in which capital goods are
controlled by individuals, and
socialism, in which capital goods
are controlled by the government.

In a free enterprise economy,
businessmen seek profits. Thus, an
object is a useful capital good only
to those businessmen who believe it,
can help them earn profits. This is

53
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true for large corporations as well
as small businesses. The division
manager of a large corporation has
a single mandate: Earn profits. His
job depends on how well he fulfills
this mandate from the corpora
tion's stockholders. Hence, he
evaluates factors of production
land, labor, and capital goods
according to his estimate of their
future usefulness in earning profits.

But what is the nature of profits?
Are they something plundered from
consumers? Or are they the rewards
of efficient production?

A businessman's profits or losses
are the difference between his costs
of production and the selling price
of his products. Let us look at each
in turn.

When a businessman is planning
a project, he hopes to keep his pro
duction costs at a minimum by
making efficient use of his factors
of production. This involves much
foresight and careful prior arrange
ment. When the businessman im
plements his plan and engages land,
buildings, machines, and labor, he
tallies up his production costs as
the bills come in. By the time his
product is finished, the production
costs are already paid or contracted
to be paid. They are ..water under
the bridge."

When the businessman tries to
sell his product, he hopes that the
price will be high-at least as high
as his costs of production. But there

isn't much the businessman can do
about the price except try to live
with it. He would like to sell for
more, but he would lose customers
to his competitors, leaving some of
his products unsold. There is little
he can do at this stage of his opera
tion except advertise his wares and
hope that consumers will buy.

Thus, a businessman has little in
fluence over his profits or losses
once he has committed his
resources to a course of production.
If his production process is effi
cient, he will keep his production
costs low and, hopefully, earn a pro
fit when the time comes for him to
sell his wares.

In the final analysis, it is
foresight and planning that earn
profits. For hundreds of years peo
ple were aware of the existence of
crude oil, but saw limited applica
tions. It was only when men of vi
sion perceived new uses for oil and
carefully planned its extraction and
refinement that the public enjoyed
those uses, and the most efficient
oil companies earned profits.

What about socialism?
Under socialism, capital is still in

the eye of the beholder. The
manager of a nationalized enter
prise still evaluates a capital good
according to its future usefulness to
him. But, usefulness for what? In
free enterprise a capital good is
useful because it helps earn profits
by making production more effi-
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cient. However, a nationalized in
dustry is a monopoly. There is little
incentive to cut costs of production
because the nationalized industry
can pay its bills simply by raising
its prices (there are no competitors
to whom consumers can turn) or ob
taining a subsidy from the govern
ment. Witness the Post Office.

Moreover, under complete social
ism, in which the government con
trols all factors of production, costs
of production lose all meaning. In
free enterprise, the prices of factors
of production are determined by the
bids of competing businessmen who
hope to use these factors to make
products that consumers will
reward with selling prices that ex
ceed costs of production. If the
businessman bids correctly,
customers reward him with profits;
if he bids incorrectly-wastes
scarce resources-he loses money.
Hence, in free enterprise the prices
of factors of production are
ultimately determined by the buy
ing public, with businessmen acting
as intermediaries. But under
socialism there is no competitive
bidding for factors of production so
prices must be set arbitrarily by the
government.

How then does the manager of a
nationalized enterprise evaluate the
usefulness of a capital good? He
evalua tes it according to its
usefulness in helping him carry out
production orders issued by his

superiors. For instance, in the
Soviet Union, when the manager of
a nail factory was ordered to pro
duce a certain number of nails, he
made small nails. When he was told
to produce nails by the ton, he made
large nails. At no time did he con
sider consumers' preferences for
large or-small nails because his job
was not to earn profits. His job was
to fill production quotas.

To summarize, in free enterprise
capital is used by businessmen to
earn profits by efficiently produc
ing goods and services of use to con
sumers. If a businessman is not effi
cient, the selling price of his pro
duct probably will not cover its cost
of production. In contrast, in a na
tionalized industry capital is used
by production managers to carry
out orders from their bureaucratic
superiors. Whether or not this
makes for efficient production is
largely incidental because the dif
ference can always be made up at
the Federal Treasury or with a
higher monopoly price. Finally,
under complete socialism it
becomes impossible to measure effi
ciency because, with the market in
chains, the government must ar
bitrarily decide what to produce,
how much to produce, as well as
guess the costs of production. In
stead of responding to the ever
changing evaluations of consumers,
production is set according to the
eye of the official in power. ~
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Harry Lee Smith

No EPITHET seems more satisfying to
socialists than the word "reac
tionary." It is applied without
restraint to those who espouse cap
italism, free enterprise, or "rugged"
individualism.

The dictionary defines a reac
tionary as one who advocates:

1. An opposing action, force, or
influence, and

2. A movement back in time to a
former or less advanced condition.

In this century we are experienc
ing a reaction against the world's
first successful private property
system. This capitalistic private
property order is in contrast to the
old public property order in which
all land or real estate was owned by
ruling classes. Since land and its

Mr. Smith is a businessman in California.
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products provide the sustenance for
survival, control over property
means control over men. The public
ownership of land and the public
control of property has been essen
tial to the maintenance of ruling
classes. These tiny but powerful
elites produced nothing and lived
by taxing their vassals. They bound
their subjects to the soil in order to
keep them from challenging the
wealth, political power, and social
prestige of the nobility.

Only during the past two hundred
years has a private property order
found wide acceptance. The conven
tion under this system allows in
dividuals to acquire property non
coercively and dispose of it in
peaceful trade. Governments sup
posedly have been instituted to pro
tect this right.
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In the United States during the
nineteenth century it was national
policy to transfer as much land as
possible to the private sector.
Today, about sixty per cent of the
land is privately held. But the pro
,cess is reversing and there are
powerful forces at work trying to
establish a public property order
once again. This reaction is gaining
strength despite the incredible suc
cess of the private property system
in emancipating the peasants. Dur
ing the past two hundred years the
process has transformed a third of
the world into developed or rich na
tions in which most of the popula
tion live better than the former rul
ing classes. Under former regimes
the civilized world remained in vir
tual economic stagnation for 10,000
years.

The public property system is a
primitive institution commencing
with tribalism and persisting
through medieval feudalism. The
American Indian, for instance, had
no concept of private land owner
ship.

The twentieth century reaction
against capitalism has been the
most violent upheaval in history.
We live in the bloodiest century the
world has ever known.

World War I was a last ditch
stand of the old public property
order in which four leading
dynasties lost their power and

lands-the Hapsburgs, the Hohen
zollerns, the Romanovs, and the
Osmanlis. World War II saw the
reaction against economic in
dividualism of both old and new
public property orders-the old
represented by Japanese warlords,
and the new by fascists. Fascism is
a form of socialism which permits a
private property system to exist
under state control. It is a first step
back toward a public property
order. This accounts for the close
alliance between Stalin and Hitler
in the early days of World War I I.
Strictly speaking, the United
States has become increasingly
fascist since the New Deal.

Finally the Korean and Viet
namese conflicts represent reac
tions against emerging capitalism
by the new public property order
composed of communists and
socialists. Probably the most
devastating reaction against
private property has taken the form
of internal persecutions in the
Soviet Union and in The People's
Republic of China.

In China and in Russia the ar
chaic public property order per
sists. The populace is bound to the
soil of their homeland. They may
not leave under penalty of death.
Communist regimes perpetuate
themselves after usurping power
coercively. In communist countries
tiny ruling elites which produce
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nothing live "by taxing the peasants.
The ardor with which they claim
their actions benefit the populace is
only met by similar claims of former
monarchs. So what has changed?
The old and the new public property
orders have only ch~nged faces and
names. The kings and the com
missars are hard to tell apart.

By dictionary definition the true
reactionaries of this century are the
socialists and communists. I t is the
socialists who advocate an oppos
ing action to the capitalism which

has emancipated the peasants for
the first time in history. It is the
socialists who advocate a return in
time to a less advanced public prop
erty system such as that which held
the masses in egalitarian squalor
and serfdom for thousands of years.
The huge slave states of China and
Russia have all the basic coercive
institutions of discredited ruling
elites of the past. The socialists are
the reactionaries who have in
herited archaic elitist attitudes. It's
time we set the record straight. ~

IDEAS ON

LIBERTY

To Safeguard Freedom

THE PURPOSE of all modern political and judicial institutions is to
safeguard the individuals' freedom against encroachments on the part
of the government. Representative government and the rule of law, the
independence of courts and tribunals from interference on the part of
administrative agencies, habeas corpus, judicial examination and
redress of acts of the administration, freedom of speech and the press,
separation of state and church, and many other institutions aimed at
one end only: to restrain the discretion of the officeholders and to
render the individuals free from their arbitrariness. The age of
capitalism has abolished all vestiges of slavery and serfdom. It has put
an end to cruel punishments and has reduced the penalty for crimes
commi~ted to the minimum indispensable for discouraging offenders. It
has done away with torture and other objectionable methods of dealing
with suspects and law breakers. It has repealed all privileges and pro
mulgated equality of all men under the law. It has transformed the sub
jects of tyranny into free citizens.

LUDWIG von MISES, The Anti-Capitalistic Mentality



A REVIEWER'S NOTEBOOK

THE COllAPSE

JOHN CHAMBERLAIN

OF DEMOCRACY

THERE are so many facets to Robert
Moss's The Collapse of Democracy
(Arlington House, $8.95) that one
hardly knows where to begin a re
view. The chapter that follows a
brilliant introductory discussion of
Walter Lippmann's idea of the
"public philosophy" is Orwellian
fantasy in the form of a letter writ
ten from the England of 1985. But
Mr. Moss did not have to invent
much. His vision of 1985 Britain is
simply a projection of trends that
have become all too oppressively
familiar over most of the earth.

What informs Mr. Moss's extra
polation with such a terrifying
authenticity is his detailed

knowledge of what happened in
Berlin in 1933, in Prague in 1948, in
Chile in 1970, and in Portugal just
the other day. Outside of Russia,
which was a special case, totalitar
ians of the Right and the Left in the
West have always relied on what
Garet Garrett used to call a "revo
lution within the form." The trick is
to march on Rome. with the permis
sion of the king, or to take power
through a legal election and then
stage a phony fire that justifies the
outlawing of lesser parties, or to
wreck the economy by spreading in
flation ("the disease of money") as a
prerequisite to declaring a crisis
that requires suspension of the or-
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dinary rules. Thus we have the
"peaceful road" to socialism, which
is peaceful only to the extent that it
fills the jails without much blood
shed in the streets.

As foreign editor of the London,
Economist, Mr. Moss has done
more than his share of traveling. He
also happens to be as thoroughly
grounded in the political theory of
his own tradition as any stay-at
home don. The British tradition
calls for a tacit recognition that
there are many things beyond poli
tics. I t is not permissible in this
tradition to use democracy to de
stroy democracy. The family must
be respected. Fathers and mothers
must be allowed to exercise their in
dividual choices in educating their
children, in going to church, and in
disposing of their property. There

. must be pluralism in both economic
ownership and in political represen
tation.

No Effective Resistance

Well, England has the tradition,
but Mr. Moss's travels have con
vinced him that other nations, not
so well grounded in theory, have
had better "objective" conditions
to support a resistance to totalitar
ian takeover. In Britain there is no
big counter pressure group that is
capable of standing up to the labor
unions. France has an agrarian in
terest and a shopkeeping class that
h~s known how to sidestep inflation

(by burying coins) and how to avoid
taxes. England was once a nation of
shopkeepers, skilled in competition,
but, for reasons of 'a misapplied
sense of decency, the English mid
dle class has declined to make labor
monopolies illegal. This trust has
been badly repaid. Using the threat
of strikes, the unions have had their
way. Only the strength of the
tradition has saved England from
becoming an Orwellian socialist dic
tatorship long before this.

As a warning to his countrymen,
Moss goes over the ground of what
happened in Weimar Germany
(where the inflation set the stage for
Hitler), in Prague (where Commun
ists infiltrated the existing
democratic institutions), in Chile
(where a minority President, Salva
dor Allende, tried to cheat his way
to total power), and in Portugal
(where the issue was still in the
balance when Moss was writing his
book). It took a world convulsion to
get rid of Hitler. The Czechs, with
Russian tanks always at the ready
to move in, are still enslaved. But
Mr. Moss takes heart from what
happened in Chile, even though he
doesn't like to contemplate an eter
nity of military authoritarianism
anywhere.

A Lesson from Chile

In Chile the socialist President
Allende tried to foist Communism
on his country by hypocritical
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means. He "intervened" in
businesses by declaring even the
middle-sized companies to be
monopolies and hence legally liable
to State control. He wiped out
unemployment by loading indus
tries and banks with unnecessary
personnel. He pushed agrarian
"reform," but didn't let a new pea
sant class have property rights in
land. The roaring inflation that
resulted from inefficient businesses,
lack of food and a necessity to
import practically everything
needed to sustain life created a
revolutionary situation. But the
truck-owners (small businessmen),
the housewives and the Christian
Democratic Party weren't ready to
capitulate. When the courts held
Allende had stretched the law
beyond recognition, the military
decided it had had enough. It
moved in, suspended normal
politics, and now rules with the
tacit consent of a majority.

Break Union Grip

Mr. Moss doesn't want to see the
Chilean experience repeated in
England. But the "logic of
breakdown" could bring the British
to the verge of asking for authori
tarian rule. To prevent this, Moss
suggests that the union grip on the
country must be broken. There
should be a new British Bill of
Rights to codify the traditional
liberties that are now menaced by

the tide of socialist legislation. The
power of the Commons must be
checked·by a Supreme Court or a
"people's veto"-say, a referendum
on life-or-death issues. (Such a
referendum has already been used
to put England into the Common
Market.) And the right to strike
should be made far less absolute
than it happens at the moment to
be.

Like any normal Englishman, Mr.
Moss would prefer to depend on
sanity and good will. But he thinks
democratic governments are justi
fied in using "the minimal force
that is necessary" to combat sub
version and terrorism. Political con
cessions should never be made to
terrorists-"the personal back
ground and the ideological claims of
a terrorist are secondary to the fact
that he is waging a war on society."

Mr. Moss believes in tolerance.
But he thinks we should limit our
tolerance to the expression of opin
ion. Once a subversive opinion has
moved spmebody to action, the
crackdowh should be swift and con
clusive.

But the very definite subversion
that is practiced by legitimate
governments to produce inflation is
a real poser. Modern governments
have found ways of clipping the
coinage without ever calling it in.
Mr. Moss confesses that he has
"nothing original to contribute on
this subject," but maybe originality
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is not needed. His call to return to
the "external discipline of gold"
would take the possibilities of
subversion out of the politico's
hands.

~CONGRESS AND THE NEW
INTERNATIONAL ECONOMIC
ORDER by E.J. Feulner, Jr.
(Heritage Foundation: Washington,
D.C. 1976) 86 pp. $3.00.

Reviewed by Amy S. Mann

MASSIVE SUBSIDIES of capital,
technology, expertise, food, fin
ished goods, and even military
hardware have been given by the
United States and the industrial
ized nations of Western Europe to
the "developing countries," but all
over the Third World the signs say
"Yankee Go Home."

How did we get saddled with
nearly $300 billion of post-war
obligations? Have any net benefits
accrued to the recipient nations as a
result of so many years of foreign
aid programs? Are such programs
likely to benefit those nations in the
future?

This monograph deals admirably
with these and other questions. Mr.
Feulner is a senior staff assistant in
the U.S. House of Representatives.
Formerly on the staff of the
Secretary of Defense, he has done
research at Stanford's Hoover In-

stitution and the Center for
Strategic and International Studies
at Georgetown University.

Foreign aid has been with us since
the post-World War II Marshall
Plan. About a dozen years ago the
aid program escalated into the con
cept of a plan to redistribute the
world's wealth and thus close the
gap between the developed and the
underdeveloped countries.

The crucial years seem to. have
been 1974 and 1975, when the foun
dation for the New International
Economic Order (NIEO) was laid at
the Sixth and Seventh Special Ses
sions of the United Nations. NIEO,
it should be noted, is not one coher
ent program, but rather a number
of diverse proposals presented at
different meetings, ostensibly
designed to aid the less-developed
countries (LDC's).

One such program is the Charter
of Economic Rights and Duties
(CERDS). Adopted without debate
at the Sixth Special Session, this
charter gives LDC's the "right" to
nationalize foreign-owned property
and to make restitution, if any, ac
cording to their own laws.

Mr. Feulner offers an expert an
alysis of the problems involved, and
also cites the. definitive studies of
Professor Peter T. Bauer of the
London School of Economics.
Bauer deftly demolishes the "ex
ploitation" theory. Several conclu
sions emerge:
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1. One nation's wealth is not
gained at the expense of another.
The first beneficiaries of multina
tional corporations are the host
countries (LDC's) themselves.

2. The LDC's which have made
the greatest economic progress to
date are those which have welcomed
and encouraged private capital in
vestment (e.g., Taiwan, Brazil,
Singapore, the Ivory Coast).

3. Transfer of wealth from gov
ernments of developed nations to
those of the LDC's is not likely to
reduce poverty or promote econom
ic development. Aid programs may,
on the contrary, discourage local in
centive and productivity. Subsidies
may be used by ruling elites to
enhance their political position,
maintain their high standards of
living, and entrench them in power.

4. In the long run, capital invest
ment and productivity are neces
sary for the advancement of any na
tion. The proof, once again, is seen
in the success of those few Third
World countries which have relied
primarily on private enterprise.

"The proponents of NIEO," con
cludes Feulner, "tend to see
themselves as arguing for human
dignity when they demand 'equali
ty' .... Really, what is being
demanded is unequal preferential
treatment toward the LDC's so as
to redistribute wealth international
ly .... Were the LDC's actually
demanding equal rights and treat-

ment, they would insist on the
removal of trade barriers and the
operation of unrestricted interna
tional markets, and the elimination
of international cartels."

Is it not time for a change of
policy toward the Third WorId? Mr.
Feulner provides a convincing
answer in the affirmative.

~ THE ANTIillMMUNIST BLACKOtIT
IN AMERICA, by Dr. Clarence B.
Carson (New Rochelle, New York
10801: America's Future, 1976) 23
pp., 25c.

Reviewed by Bettina Bien Greaves

IN this exceptional pamphlet, Dr.
Carson reports and interprets many
events important for a clear under
standing of Communism.

In almost 60 years since the Com
munists gained power in Russia,
they have pressed every advantage,
used every opportunity to gain
their· dreadful goals. Many coun
tries have been forced under their
sway. Others have come into their
sphere of influence by default. But
even more important for our situa
tion is their success in the field of
ideas. Anti-communism has been
effectively discredited in the
popular view. Ideological com
munists exert inordinate influence
over practically all our means of
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communication and education and
over the major political parties. All
this in spite of the documented
record of Communism as a system
of force, violence, cruelty and
destruction. And all this also in
spite of the fact that the idea of
freedom which it displaces is far
superior in every way.

Dr. Carson says little about why
the communist ideology has gained
such an upper hand. To venture an
explanation, I would say that the
emotional appeal of freedom, the
generous nature of people who want
to help the less fortunate, and the
increasing tolerance for the views. of
others have undoubtedly played a
role. The fact that many persons are
motivated in part by personal feel
ings of envy, guilt and the desire for
"something for nothing" at the ex
pense of others who are richer has
also helped. Yet the overriding
reason must be the widespread lack
of a firm understanding of basic
economic principles, of the im
portance of private property, and of
the advantages of peaceful, social
cooperation. But whatever the

reason, the fact remains that many
people are now vulnerable to Com
munist propaganda. And as Dr.
Carson's vivid account reminds us,
Communist propaganda is just
that: pure propaganda, completely
unrelated to truth.

I would quibble a bit over Car
son's use of the word "liberal."
Why refer, without quotation
marks, to modern, socialist-com
munist-minded thinkers as "lib-
erals' '? I do not want to relinquish
without a fight such a suitable word
for describing those who speak out
for free markets, private property,
and individual rights.

However, Dr. Carson's pamphlet
is excellent on the whole. He
spotlights many events we are apt
to forget or ignore and he explains
their significance for present
trends. He furnishes substantial in
sight into the way Communists
have gained such a stranglehold on
the thinking of so many people.
And he writes well. This pamphlet
is well worth reading yourself and
recommending to friends. t)
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Davis E. Keeler

(11
AMERICAN LAW is drifting in a new they are rights of a curious sort.
and disturbing direction. With only They are such rights as a "right to a
minor exceptions, its course is job," a "right to decent housing," a
hostile· to individual freedom. The "right to welfare." Yet a right to a
domain of free choice is constantly job must mean that someone is
whittled away by the law-making compelled to hire you. A right to de
and rule-making functions of gov- cent housing (or any housing, for
ernment at all levels. In case after that matter) must mean that some
case, the private concerns of the one is compelled to save, invest, and
citizen are being made the public build such housing. A right to
concerns of the government. welfare must mean that someone is

Even laws which supposedly ben- compelled to work to create the
efit .particular classes seem in- wealth from which that welfare is to
variably to proceed by abrogating be paid.
the freedom of their purported The law is ceasing to serve as a
beneficiaries. The borrower is pro- means for protecting. the rights of
tected by denying him credit, the individuals and turning more and
consumer by restricting his choices more to serve as a vehicle by which
of consumption. the politically stronger live off the

New rights are being created, but politically weaker. The use of
government taxing power to redis-

Mr. Keeler is Director of the Law,and Liberty Project, t·b t lth . Ii . I
Institute for Humane Studies, 1177 University Drive, n u e wea . IS now an e~p CIt y
Menlo Park, California 94025. avowed program of political can~
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didates. Politically favored groups
now enjoy quotas of public and
private jobs. The power of the
government, particularly as it af
fects property rights, appears
limited only by the imagination.

The law has not always been this
way. In 1795, Justice Patterson of
the U.S. Supreme Court had this to
say about laws and rights:

... it is evident that the right of acquir
ing and possessing property and having
it protected, is one of the natural, in
herent, and inalienable rights of man.
The legislature therefore had no authori
ty to make an act divesting one citizen
of his freehold, and vesting it in another,
without just compensation. It is in
consistent with the principles of reason,
justice, and moral rectitude.

Similarly, in 1798, Justice Chase
of that court had this to say of the
proper function of the law:

I cannot subscribe to the omnipotence
of a state legislature or that it is ab
solute and without control; ... the
legislators may enjoin, permit, prohibit,
and punish; they may declare new
crimes; and establish rules of conduct
for· all its citizens in future cases; they
may command what is right and pro
hibit what is wrong; but they cannot
change innocence into guilt.

Thomas Jefferson had this to say
of the laws and law-making func
tion:

Our legislators are not sufficiently ap
praised of the rightful limits of their
power, that their true office is to declare

and enforce only our natural rights and
duties and take none of them from us.

Or again, in his first inaugural ad
dress:

Still one more thing, fellow citizens, a
wise and frugal government, which shall
restrain men from injuring one another,
shall leave them otherwise free to
regulate their own pursuits of industry
and improvement and shall not take
from the mouth of labour the bread it
has earned.

Natural Rights

These men, in common with most
others of their day, held the belief
that human rights were a fact of
nature, prior to and independent of
any man-macie laws or constitu
tions. The legislative function, as
these men saw it, was not to create
laws or rights of their own design
ing, but merely to "declare and en
force only our natural rights and
duties and take none of them from
us." The government they created
was intended to protect these rights
of the individual, not destroy them.
They had not fought a long war just
to replace a distant tyrant with a
nearer one.

Their view of government, the
government they envisioned in
their Constitution, was one along
the lines described by Locke and
others. Under this view, govern
ments were created for the conve
nience of free men to articulate their
natural rights, to provide disinter-
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ested judges, and to provide the
power to enforce decisions thus
given.

Under this view there was no
need to set out in a constitution
(which was merely a description of
how the government was supposed
to work) a list of the rights of the
people, for these rights were dic
tated by man's nature. Such a list
would serve no purpose, since
human rights could be neither
enacted nor repealed. Furthermore,
it was feared by some· that, as no
list of rights could be complete, the
listing of some would be taken as
the denial of others. This was the
position of Alexander Hamilton and
others who opposed the Bill of
Rights.

In recognition of this problem,
the Ninth Amendment provides:

The enumeration in the Constitution
of certain rights, shall not be construed
to deny or disparage others retained by
the people.

As Lysander Spooner, a Nine
teenth Century legal scholar, com
mented:

What then were these "other rights,"
that had not been "enumerated"; but
which were nevertheless "retained by
the people"?

Plainly these are men's natural rights;
for these are the only "rights" that "the
people" ever had, or consequently, that
they could "retain."

And, as no attempt is made to enum
erate all these other rights ... and as no

exceptions are made of any of them, the
necessary, the legal, the inevitable in
ference is that they were all retained,
and that Congress should have no power'
to violate any of them.

The Changing View

Time passed and ideas changed.
The Constitution proved a workable
and admirable device, and was
rightly venerated by the people.
But new notions of politics and
sovereignty became popular and
people came to regard the Constitu
tion and Bill of Rights as the source
of those rights, rather than merely
as a statement of pre-existing
human rights. Once that change
was made, the rights of man ceased
to be something beyond the reach of
governments and became, instead,
a matter for lawyers haggling over
the meanings of words in a chang
ing language. Freed from the im
plicit restraints of natural rights,
the explicit governmental powers to
tax, to regulate commerce, and to
wage war became a carte blanche
for increasingly powerful and ar
bitrary government.

While the fundamental, natural
rights explicitly retained by the
Ninth Amendment have been large
ly ignored, they have not been com
pletely forgotten. There is a slow
and fitful reawakening of interest in
the Ninth Amendment and the con
cept it speaks for. In one of its rare
modern invocations, Justice Gold-
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berg had this to say in the 1965 case
of Griswold us. Connecticut:

Rather as the Ninth Amendment ex
pressly recognizes, there are fundamen
tal personal rights, such as this one
[marital privacy], which are protected
from abridgement by· the government
though not specifically mentioned in the
Constitution.

Without a concept of human
rights prior to, and independent of,
any government or constitution,
there is no way to prevent· the law
from becoming a tool for the oppres
sion of the weaker by the stronger.
Democracy· does not change this
fact, it merely redistributes the
power to oppress. Unless you ac
cept this principle you must accept
a view of law-and of human
rights-which validates the geno
cide of the Nazis and the .depreda
tions of every modern tyranny
which blesses its outrages under the
cloak of law.

The concept of human rights
superior to the will of any govern-

The Threat of Paternalism

ment is neither new nor unique. It is
an idea almost as old as western
philosophy and was the common in
tellectual heritage of the founders
of this country. For various
reasons, this concept has been in
eclipse for many years, a victim of
newer concepts of "justice" and
"social good." Its antithesis-the
belief that rights flow from the
government-has been ·in the as
cendency and brought with it suf
fering, genocide, breakdown of civil
order, wars, and oppressions on an
appalling scale.

The American constitutional
form of government was designed
as a.vehicle for the protection of our
fundamental, natural rights. De
spite the generations of sophistry
and misinterpretation, it.· is still
there, Ninth Amendment intact.
Aided by the natural rights inter
pretation, it can be restored as a
viable and humane structure of free
and just government. ~

IDEAS ON

LIBERTY

THE GREATEST THREAT to the future of our nation-to our freedom-is
not foreign military aggression or internal communistic subversion but
the growing dependence of the people on a paternalistic government. A
nation is no stronger than its people and the· best measure of their
strength is how they accept responsibility. There will never be a great
society unless the materialism of the welfare state is replaced by indi
vidual initiative and responsibility.

CHARLES B. SHUMAN



Whatever Happened

...... to

Self-Government?

Joan Marie Leonard

THE PREVAILING VIEW seems to be
that everything in life must be
perfect with everyone perfectly
employed, perfectly healthy,
perfectly happy, perfectly prosper
ous, perfectly carefree-free from
the necessity of planning, providing
or thinking. And only the imperfec
tion of government officials keeps
the world from being perfect for us.
Shades of Mother Goose!

The search for the perfect
purveyors of prosperity and
political purity would seem to be
elusive. Not so. Many are they who
loudly proclaim their willingness
and ability to perform these mighty
deeds. But meeting the demands of
perfection can be as difficult as
spinning thread into gold or feeling
the bulge of· a pea under a pile of
mattresses.

Miss Leonard is a free-lance writer.

When a mistake is made, it has to
be denied. Perfect politicians don't
make mistakes. The use of common
language could lose an election.
Repeating an unsavory joke can
cost your job. Mispronouncing the
name of an ethnic group is political
ly fatal. Referring to billions of
dollars in aid and equipment to
Israel as "a burden" is an "ethnic
slur" that brings demands for the
dismissal of the offender. Religious
beliefs are only safe if not too
divergent from the majority's or
thodoxy. No views, in fact, should
be unlike anyone else's. Politicians
must like Swedish meatballs as well
as pizza. Yankee pot roast gets
hardly any votes at all. A slight
stammer or small bead of perspira
tion while speaking is highly
suspect and sends polls plum
meting. A facial twitch causes
jubilation in the camp of the oppos-
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ing perfectionist. And, of course,
politicians must never trip on a
stair or slip on wet pavement as the
rest of us do. And a slip of the
tongue? It can bring down the
whole fragile structure of perfec
tionist government.

Those in political office are ex
pected to be all-wise, all-good, all
graceful, all-truthful-all-every
thing but human.

A candidate is not allowed to be
offensive, but of course, everyone is
offensive to some in some ways.
How could it be otherwise? So, after
an exercise in dramatics and subter
fuge, we end up with those who
aren't caught offending the com
mon denominator in society. And
since press and publicists control
notoriety, it is they who wield ex
tensive control over political offices
by deciding who they will blow the
whistle on. This power is handed to
them by our' demands for perfec
tion.

We have unreal expectations of
politicians because we have unreal
ideas of government, and matching
these unreal expectations are the
unreal amounts of dollars and
energy we expend. in trying to
achieve them.

Campaign Expenditures

Presidential candidates of 1976
spent almost $44 million in tax
money in addition to all the dollars
and man-hours in contributions.

The cost of travel and security
alone could run many companies for
a year. All this, even though
today's communications have the
candidates and their views before
the whole nation daily on the news
and on television.

When you add and multiply polit
ical costs by all candidates running
in all national,. state, city and coun
ty offices in primaries and then
general elections everyone, two and
four years, the costs mushroom to
astronomical proportions.

Consider the time and space,
printing and production, travel and
lodging, protection and precau
tions, words and thoughts, ma
chines and skills all devoted just to
political campaigns and related ac
tivities.

Consider the amount of time,
space and energy that goes into
condemning suspected incidents of
political bribery. Then 'consider the
fact that the vast bulk of all
political expenditures' is used for
bribery! It is used to obtain favored
positions and financial benefits for
unions, selected farmers,' privileged
industries, special professional
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groups, racial interests and the like.
Politics has succeeded economics as
the means for deciding ·who gets
what, how and how much. We are in
the ridiculous position of condemn
ing political bribery at the same
time we condone and perpetuate it
as our very system of government.

We are supposed to worry when a
politician golfs with some
businessmen or spends a weekend
with nonpolitical friends. But we ac
cept it as natural and normal when
he appears before a farm, labor or
businessmen's group and brazenly
propounds the .favors he will grant
them!

Victims of Bribery

A candidate speaks before a cat
tlemen's group and says he going to
reduce import quotas to keep the
price of beef up. There's the bribe.
He then asks for their vote. There's
the payoff. And consumers will pay
high prices because competition is
disallowed. There are the victims.
It's all presented right before our
eyes in the news with never a hint of
crime or scandal about the whole
performance, which is repeated
again and again before every group
the candidate speaks to.

We are told to worry about $200
in tax-paid salaries for the FBI men
who helped hang up draperies in the
home of the FBI chief, although it
eliminated the need for tax-paid
agents to check for any implanted

devices. But we are expected to
overlook all the tax-paid time spent
to tack up wages for union
members, making moguls out of
union chiefs and raising costs
throughout the market.

Every wage law, import control,
tariff and subsidy-every license
granted-every control enacted out
side of maintaining peace and order
is an abuse of power through
privilege. How do we condone
favors at the same time we con
demn them?

Someone might argue that favors
to a particular company are more
personal and privileged because the
company is in competition with
other companies in its industry,
whereas favors to groups are
industry-wide and therefore
uniformly fair. I t is somehow all
right if consumers suffer uniformly.
We hail equality even when it is
equality of abuse.

But there is no fair way to be un
fair or harmless way to be harmful.
And there is no equality in cir
cumstances.

Industries receiving favors are
only segments of other industries.
Price supports for cotton growers
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are naturally felt throughout many
industries, affecting each different
ly in relation to its particular com
petition and the importance of cot
ton to its production.

An across-the-board wage raise
for a labor group may be just a
cost-raising waste and inconve
nience to one company, but it can
put another out of business. Where
one laborer's employment is unaf
fected, another is left unemployed.
Always, the effect is person·by per
son, company by company-not
"overall" or equal-and never ever
fair.

Our whole political system has
disintegrated into one of economic
tamperi~g through favors-a cheat
ing system. The only way to remove
the risk of government cheating is
to remove the possibility for favors
and stay within the Constitutional
bounds of preserving peace.

Instead, we have devised a way to
justify all this waste, cheating and
inconsistency. We call it "democra
cy in action." It seems almost
anything is acceptable as long as we
can exercise our right to go to the
polls.

Weare continally urged, through
the expenditure of more millions, to
"Be sure to vote." Doesn't matter
for whom or what. Just vote.

Voting is urged on us as an
obligation, a privilege, an op
portunity, a responsibility, a
necessity for the survival of our

system and as a way to be glad-as
in "be glad you can vote, some peo
ple can't"-sort of like "eat your
spinach, other people are starving."

But voting has nothing to do with
freedom. Clearly, in this country
the vote is being used to destroy
our freedoms, not to protect
them-just as clearly as those seek
ing the vote are competing for
political privileges for their groups
and states, not freedom. and op
portunity for all.

In general terms, the frequency of
elections is often offered as an in
dicator of freedom. Sometimes it's
the percentage of the electorate
voting. Sometimes it's the per cent
of population eligible to vote. But if
all the people old enough to walk
were to vote in all elections and
they were held every day, we
wouldn't be any freer.

Welfare Is King

We've had eleven presidential
elections since 1932, with both par
ties represented in power; but we
still live under. the same reign.
Welfare is stiil king and the
elaborateness of our elective pro-
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cess is only a trumpet-sounding
excitement to approve the per
sonality who wears the crown. We
continue to fete more folderol,
favoritism, waste, legalized stealth
and impoverishment of the people
than did the most abusive king who
ever held a lavish court at the peo
pie's expense.

Still, politics is extolled. Weare
told more people should get more
and more involved in it so it will
work better. If this is so, we should
all avoid drowning by jumping into
a whirlpool.

"But," it is said, "this is how we
govern ourselves. This is self-gov
ernment."

This is nonsense.
Self-government is far more basic

in nature and essential to freedom
than mere participation in the elec
toral process.

It was established by our found
ers that we should govern our
selves, and the powers- of govern
ment therefore should be limited to
controlling only those who refused
this opportunity to govern them
selves-those who imposed on
others through acts disruptive of
the peaceful social order, such as
stealth, fraud and assault.

Ours was not a struggle of
English colonists against
England's King George. It was the
evolutionary imperative of the
human race-a reaction against the
proclivity throughout the ages of

some to rule over others-a reaction
against mankind's history of rule
by favor and its counterpart, abuse.'
It doesn't matter if the powerful are
chosen by birth, divine right, draw
ing straws or universal suffrage. It
is the power that is abusive, no mat
ter how it is attained.

Self-governing people were con
sidered in need of protection from
government's tendency to overex
tend itself into a system of
favor/abuse and personal involve
ment.

Everyone was "involved" in gov
ernment by virtue of being self
governing-responsible for his or
her own acts. Voting wasn't par
ticipation .in government so much
as self-responsibility was.

Noone was seeking to influence
government, because government
had no influence to peddle and was
organized in ways to prohibit such
influence from forming, if possible.

It is only as we have departed
from freedom and self-government
that voting has been so extolled,
sought and demanded. The voting
booth is now a battleground to see
which special interests will gain the
most. The vote is used to attain
power and privilege, not deny it.
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The interests thus served are not in
the public interest. They are.in con
flict with the general welfare.

Had we expanded on freedom in
stead of abandoning it, elections by
now would be an incidental part of
our lives. Our newspapers would be
filled with new ideas, products, im
provements, opportunities, discov
eries and advances. Our lives would
be filled with things happening in
stead of the political gamesmanship
of things not happening under the
weight of political maneuverings.

Our political issues would be con
cered only with improving our
police and court systems. Crime
would be minhnal, partly because it
would be handled efficiently, with
government limited to keeping the
peace and judged on that per
formaoce alone. But mostly because
everything else would be so much
more exciting and lucrative.

What greater impetus to crime
could there be than an entire
system of injustice-what greater
deterrent than a just and produc
tive system based on the absence of
legalized stealth through political
privilege.

Justice is the basis, motivation,
method and reward of being self
governing. So it can never be
perfect. Perfect justice is realistical
ly recognized as beyond human
capabilities to understand, much
less codify and enforce. Recognition
of this simple reality would spare us

all the plans, platitudes and harm
ful interventions of the political
perfectionists.

How far have we departed from
self-government?

Children of the State

Consider the nature of one of our
most widely discussed "domestic
issues." By making abortion as well
as education a matter of public
policy, we accept the dictatorial no·
tion that children are properly
under the authority of the State.

Outside of dictatorships, which
are always based on ideas of perfect
government, infants and children
don't have civil rights. They don't
vote. They don't get sued. The
police don't step in to stop their
pillow fights. Allowances aren't
legislated along with minimum
wages. Children shouldn't be sub
ject to governmental authority
unless they commit an adult crime.
They are subject to their own
private governors, their parents,
who assume responsibility for their
actions, pay for their broken win
dows, and are a buffer between
them and society until they fill
adult roles of self-responsibility.

A home is a separate government,
and no one should be forced into
it-or forced to return if he leaves.

An independent, self-governing
country depends on these little in
dependent family governments.
None are perfect and not all of them
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are good, but the alternatives are all
so much worse and far-removed
from this human condition, we have
had countless reasons to be glad
that children are entrusted to the
providence of parents and not the
government.

If we were self-governing, we
would free ourselves of government
intrusion into our children's lives
through public education-not ex
tend the abuse to further control of
family life, personal responsibility
and moral decision.

In addition to the personal nature
of virtually all of our domestic
policies from employment and
market fixing, to education and
health, food and housing and the
rest, consider our foreign policy.

Are we really responsible for ar
ranging affairs in Africa, Eastern
Europe, the Middle East and
throughout the world?

If we were a self-governing coun
try, private citizens and companies
would transact business in foreign
countries, not politicians. And we
would therefore be in no place where
we have no business to be.

We wouldn't be worried about
defense, wars or rumors of wars
because there is no way to rule self
governing people. And, conversely,
a people who are not individually
responsible will be ruled to the ex
tent they are not self-governing,
whether they call their rulers
Republicans, Democrats or Com-

munists and no matter where or
how their armies are deployed.

The need for military defense cnly
increases as we become less self
governing. Having missiles and
armed forces spread around the
world is only an indication of how
far we have departed from self
government-weakened ourselves,
increased our fears, squandered our
resources, expanded our meddling
and ,hastened our disintegration.
The defeat occured when we aban
doned self-government. Little re
mains but for someone to pick up
the spoils or for us to turn again to
the enlightenment of self-responsi
bility.

We started with the idea that
each of us individually could
manage his own affairs without in
terference. And this is what has
become of it-the law projected into
arranging everyone's affairs not on
ly in America but all around the
globe and political debates reduced
to who will meddle more efficiently!
If this is progress, then what the
political power-seekers say is true
- backward is forward, down is up,
slavery is freedom and ruination is
bliss. ~



John C. Sparks

PRIVATE ownership, private initiative, the hope of reward, and the ex
pectation of achievement have always been primarily responsible for
the advancement of mankind. Continued progress-be it spiritual,
mental, or material-rests squarely upon a better understanding of
the idea of individual freedom of choice and action, with personal re
sponsibility for one's own decisions.

For the purpose of illustrating this idea, let us suppose you had
lived in 1900 and spmehow were confronted with the problem of seek
ing a solution to anyone of the following problems:

1. To build and maintain roads adequate for use of conveyances,
their operators, and passengers.

2. To increase the average span of life by 30 years.
3. To conveyinstantly the sound of a voice speaking at one place to

any other point or any number of points around the world.
4. To convey instantly the visual replica of an action, such as a

presidential inauguration, to men and women in their living
rooms all over America.

5. To develop a medical preventive against death from pneumonia.
6. To transport physically a person from Los Angeles to New York

in less than four hours.
7. To build a horseless carriage of the qualities and capabilities

described in the latest advertising folder of any automobile
manufacturer.

Without much doubt you would have selected the first problem as
the one easiest of solution. In fact, the other problems would have
seemed fantastic and quite likely would have been rejected as the
figments of someone's wild imagination.

Now, let us see which of these problems has been solved to date.
Has the easiest problem been solved? No. Have the seemingly fan
tasticproblems been solved? Yes, and we hardly give them a second
thought.

It seems time to consider again this message, first published in 1954.
Mr'. Sparks, now Chairman of the Board of Trustees of The Foundation for Economic Education, is

an executive of an Ohio manufacturing company.
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It is not accidental that solutions have been found wherever the at
mosphere of freedom and private ownership has prevailed wherein
men could tryout their ideas and succeed or fail on their own worthi
ness. Nor is it accidental that the coercive force of government
when hooked up to a creative field such as transportation-has been
slow, plodding, and unimaginative in maintaining and replacing its
facilities.

Does it not seem odd that a privately-owned automobile company
found it expedient to sponsor a national contest with tremendous
prizes and to conduct its own search in order to correct the faults of
the publicly-owned and inadequat,e highway system? The highway
dilemma has become more and more acute until someone other than
the public owner has sought an answer. If the points of ownership
had been reversed in 1900-that is, motorcar development in the
hands of the government, and highways left to private individuals
we would have likely participated in a contest sponsored by the
privately-owned highway companies to suggest how to improve the
government's horseless carriage so that it would keep pace with the
fine and more-than-adequate highways.

How could roads be built and operated privately? I do not know.
This is a subject to which none of us directs his creative attention.
We never do think creatively on any activity pre-empted by govern
ment. It is not until an activity has been freed from monopoly that
creative thought comes into play.

But go back to 1900. Could any of us then have told how to solve
the six problems to which solutions have been found? Suppose, for in
stance, that someone could at that time have described the looks and
performance of the latest model automobile. Could any of us have
told him how to make it? No, no more than we can describe how
privately to build and operate highways today.

What accounts, then, for the present automobile and other "fan
tastic" accomplishments? Government did not preempt these ac
tivities! Instead, these have been left to the area of free, uninhibited,
creative thinking. Millions of man~hoursof technically skilled, inven
tive thought have been at work. And the end is not yet. Nor will there
be an end as long as the inhibitory influence of government is con~

fined to its proper functions of protecting equally the life, liberty, and
property of all citizens; as long as men are free to try their ideas in a
competitive and voluntary market. ,



Hans F. Sennholz

ECONOMIC LIFE is a process of
perpetual change. Man continually
chooses between alternatives, at
taching ever-changing values to
economic goods. Therefore, the ex
change ,ratios of his goods are
forever adjusting. Nothing is fixed
and, therefore, nothing can be
measured. The economist searching
for stability and measurement is
like the music lover who would like

Dr. Sennholz heads the Department
of Economics at Grove City College
and is a noted writer and lecturer on
monetary and economic affairs.

This article is presented here, by
permission, from a paper delivered
November 12, 1976 in Boulder, Col·
orado, at a conference of The Com·
mittee for Monetary Research and
Education, Inc., P.O. Box 1630,
Greenwich, Connecticut 06830.
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to measure his preference for
Beethoven's "Eroica" over Verdi's
"Aida."

Money is no yardstick of prices.
It is subject to man's valuations
and actions in the same way as are
all other economic goods. Its sub
jective as well as objective ex
change values continually fluctuate
and in turn affect the exchange
ratios of other goods at different
times and to different extents.
There is no true stability of money,
whether is is fiat or commodity
money. There is no fixed point or
relationship in economic exchange.

And yet, despite this inherent
market place instability of
economic value and purchasing
power, the precious metals have
served man well throughout the
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ages. Because of their natural
qualities and their relative scarcity,
both gold and silver were. depen
dable media of exchange. They were
marketable goods that gradually
gained universal acceptance and
employment in exchanges. They
even could be used to serve as tools
of economic calculation inasmuch
as their quantities changed very
slowly over time. This kept changes
in their purchasing power at rates
that could be disregarded in
business accounting and bookkeep
ing. In this sense we may speak of
an accounting stability that per
mits acting man to compare the
countless objects of his economic
concern.

The Clamor for Stability

Throughout the long history of
money a clamor for this stability

\always arose when governments
engaged in coin debasements and
paper money inflation. Certainly
the Romans yearned for monetary
stability when their emperors
resorted to every conceivable device
of monetary depreciation. Medieval
man longed for stability when his
prince clipped, reduced or debased
the coins and defrauded him
through such devices. And
throughout the 17th and 18th cen
turies, the early Americans sought
monetary stability when the col
onial governments issued legal
tender "bills of credit," regulated

the exchange ratios between British
and Spanish coins, and imposed
wage and price controls. Americans
were dreaming of monetary stabili
ty during the Revolution when the
Continental Congress emitted vast
quantities of "Continental Dollars"
until they became utterly worth
less.

Man's hope for this monetary
stability is his quest for govern
ment to abstain from monetary
depreciation. This is the only per
missible meaning of our search for
stability, which is as old as inflation
itself. In our century, it again has
gained in intensity and urgency as
governments the world over are
waging devastating wars and en
gaging in massive redistribution of
economic income and wealth. The
savings and investments of millions
of people are at stake. In the United
States alone, the volume of long
term loan capital is estimated at
more than 3 trillion dollars. 0 b
viously, such a magnitude of credit
lends economic, social and political
importance to the quest for
monetary stability.

Our high rates of productivity,
wages and standards of living are
built on an effective capital ~arket.
In the U.S., some $40,000 have been
invested per worker, which make
him highly productive and yield
wage rates that are the highest in
the world. More than one-half of
this capital investment comes from
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lenders, such as bond holders,
banks, and other institutional in
vestors. Obviously, their direct
stake in this marvelous apparatus
of production depends on the
stability of their dollar claims. They
comprise what is commonly called
"the middle classes" who do not
own the facilities of production.
They do not directly own the stores
and factories, farms and livestock,
but merely provide the loan capital
that helps to build and improve
them.

The savers and investors are not
alone in their great concern for
monetary stability. Anyone whose
income depends on his labor produc
tivity must be vitally interested in
the efficient functioning of the
capital market that supplies him
with tools and equipment. The
economic well-being of every
manual laborer directly depends on
capital investments, as does that of
office workers, business executives,
physicians, dentists and teachers.
In fact, everyone has a stake in
monetary stability and economic
productivity. Even government
itself which likes to issue ever more
money in order to facilitate deficit
spending, depends on the purchas
ing power of money. After all,
money is the only economic good at
the disposal of government, permit
ting it to acquire other goods and
services and redistribute real in
come and wealth. When money

ceases to function as a medium of
exchange, government ceases to
function in any form.

Accounting Stability

The hope for monetary stability,
as we define it, is man's quest for
government to abstain from mone
tary depreciation. The only stable
money, in the long run, is the money
of the market; it is nonpolitical
money. Real stability comes with
the removal of government control
over money.

Of course, one must recognize
that the prospects for a dismantling
of the monopolistic power which
government now is wielding over
money, or even for a total removal
of government from the monetary
scene, are rather slim. Public opin
ion, as of now, does not permit a
reduction of government power.
But it may change in the future as
the government issues of fiat
money continue to depreciate,
breeding countless economic and
social evils. Be that as it may, the
monetary theorist is bound by
neither public opinion nor the trend
in policy. His thoughts and deliber
ations are free to seek truth and
pursue his ideals, even the dis
mantling of government power over
money.

To remove government from all
monetary affairs is to deny all
government prerogatives in
monetary matters. Government
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must have no special rights and
privileges in the market place for
money. In particular, the following
government powers to which our
generation has grown accustomed
must be rescinded:

1. The legal tender laws that dic
tate what legal money shall be.
There is no need for government to
specify the kinds of money in which
contracts may be written, or for
government in any way to limit the
freedom of contract. Surely, no
degree of convenience that may
come from a single currency system
can outweigh the dangers of a
monopolistic system that permits
government, through legal tender
legislation, to force its depreciating
money on its people. Legal tender is
the very device that prevents an
easy escape by inflation victims
into other monies and permits infla
tion to rage on until it becomes a
fatal social disorder. It permits the
massive transfer of income and
wealth from hapless creditors to
puzzled debtors, generating vast
amounts of inflation losses and
gains. In fact, legal tender legisla
tion establishes the monopoly par
excellence that permits the money
monopolist to reap incalculable
gains through the gradual deprecia
tion of his product.

2. The central banking system
that subjects financial institutions
to a central authority and redirects

their resources toward fiscal uses
and economic policies. The central
bank is the monetary arm of gov
ernment that facilitates the financ
ing of budgetar~ deficits through
monetary expansion. It serves as a
crutch to commercial banks, which
it enables to expand credit to the
limit of their reserves. And when
their· reserves are exhausted it pro
vides new excess reserves in ever
larger quantities. In short, the cen
tral bank removes all checks on in
flation and coordinates the inflation
effort. It must be summarily abol
ished if the freedom of the money
market is to be restored and
monetary stability attained.

3. The compulsory monopoly of
the mint that permits government
to determine what coins shall be
used in exchange. The rationale of
the mint monopoly as given by
?overnments throughout the ages
IS the convenience of a uniform
coinage system. But no matter how
popular this convenience may be, it
affords government important
sources of revenue: "seigniorage,"
which is the monopolistic charge for
minting coins; and debasement
which secretly or openly dilutes 0;
reduces the weight of the coin. As
the mint monopoly was the first
step toward government control
over money, its removal is essential
for the restoration of monetary
freedom.
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Few economists, if any, are ad
vocating a stabilization of money
through such comprehensive re
forms. In the ideological climate of
today, any deliberation along such
lines,while it may be sagacious
economic theory, is out of step with
political reality. Therefore, most
'economists limit their deliberations
to the search for monetary stability
as it existed a few decades ago.
Their inquiries are encompassed by
political or historical considerations
and colored by the hope of being
"practical" and "effective."

We need not here enter a discus
sion of who is more practical and
effective: he who uncompromisingly
seeks to draw his conclusions and
reveals irrefutable truths, or he who
permits his deliberations to be col
ored by that which is more popular.
In fact, most economists seek to be
realistic and, therefore, advocate a
limited reform that would restore
monetary stability of their national
systems as they existed in the re
cent past. American economists
who are hoping and working for
such a stability would like to
restore the quality and integrity of
the U.S. dollar.

Balancing the
U.S. Government Budget

To stabilize the U.S. dollar, i.e., to
safeguard its present purchasing
power, obviously requires the im
mediate cessation of the inflation

process. The monetary authorities
must cease and desist from expand
ing the quantity of money in any
form. But before this expansion can
be halted the federal government
must learn to live within its means
and abstain from making further
demands on the central banking
system.

To the federal government, infla
tion is a convenient device for rais
ing revenue. It easily covers budget
deficits which otherwise would
deplete the loan market, raise in
terest rates and depress the
economy. It turns deficit spending,
which normally causes economic
depressions, into spending sprees
that generate the popular, and yet
so pernicious, economic booms. In
flation boosts government revenue
as it raises everyone's tax rates and
thus absorbs an increasing share of
individual income. It repudiates
government debt as it reduces the
purchasing power of all debt. In this
respect it is a silent tax on all
creditors and money holders. With
a Federal debt of some $700 billion,
an inflation rate of 10 percent
reduces the value of the debt by $70
billion, which is taken from the
owners of Treasury obligations and
transferred to government as the
debtor for more spending in the
future.

In today's atmosphere of govern
ment welfare and economic re
distribution, to balance the budget
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and thus refrain from its infla
tionary financing is no easy
political task. An estimated 81.3
million Americans, or 38 per cent of
the total population, are now enjoy
ing redistribution dollars from
government. (Retirement and Disa
bility 28.6 million, survivor benefits
8.9 million, supplemental income
6.6 million, unemployment compen
sation 6.0 million, active military
duty and dependents 3.5 million,
civil servants and their dependents
27.7 million.) While the trend con
tinues to favor ever more programs
with more redistribution beneficiar
ies, it is difficult to envision a
modification of the transfer pro
cess. And yet, the task is urgent;
the great budgetary pressures ex
erted by the popular quest for
economic transfer must be alle
viated and the budget balanced.
Without such a balance, the infla
tion will rage on.

"Rights" to Benefits

We cannot expect many benefi
ciaries readily to vote for a reduc
tion, much less a removal of their
benefits. Under the influence of the
prevailing social and economic
ideology they are convinced that
they are morally entitled to their
favors. They noisily oppose any
modification affecting their innate
"rights" to other people's income
and weatth. In fact, their· redistri
butive aspirations often induce

their political representatives in
Congress to authorize and appro
priate even more money than the
President is requesting. Such pro
grams as social security, medicare,
anti-poverty, housing, aid to educa
tion, environmental improvement,
and pay increases for civil servants
are so popular that few politicians
dare oppose them.

And yet, the situation is not hope
less as long as only 38 per cent of
the population are transfer benefi
ciaries and 62 per cent the primary
victims. It is true, many victims do
not realize that they are victimized
by the redistribution process. With
low personal incomes, their tax
liabilities may be insignificant. And
without money in the bank or in a
pension fund, the inflation may be
of no concern to them. But they do
not realize, unfortunately, that the
price of every product or service
they buy has been boosted greatly
by the taxes imposed on the pro
ducer. It is the consumers who
ultimately pay the corporation
taxes and other levies on business.
And consumers suffer diminutions
of income and wealth when inflation
raises their income-tax rates and
boosts goods prices faster than in
comes.

Other victims may be uncon
cerned because they themselve
derive some clearly visible benefits
from the political transfer process

_while their losses are hidden in a
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maze of taxes and prices. The
parents of children in government
schools or universities are counting
their transfer blessings that
hopefully exceed the transfer
lasses. This is why millions of mid
dle class victims continue to favor
the growing role of government as a
transfer agency. They mistakenly
conclude from the visible benefits
they receive that their benefits ex
ceed the losses, and therefore are
led to approve the basic principles
and objectives of the whole transfer
system.

To reverse the trend and reduce
the role of government in our lives,
and thus alleviate the government
deficit and inflation pressures, is a
giant eduational task. The social
and economic ideas that gave birth
to the transfer system must be
discredited and replaced with the
old values of individual in
dependence and self-reliance. The
social philosophy of individual
freedom and unhampered private
property must again be our guiding
light.

Facing the Depression

Any stabilization program must
make preparations for the in
evitable depression. After all, the
present system embodies at least
two powerful depressive forces
which a monetary stabilization
would unleash. This is why the acid
test of every stabilization attempt

is the depression that soon appears
in its trail.

A powerful depressive force is the
very burden of government. With
out monetary expansion that helps
to finance the transfer programs,
the high costs of government on all
its levels would soon depress eco
nomic activity. A sixty-five billion
dollar deficit like that suffered in
fiscal year 1976, would simply crush
the capital market and precipitate a
devastating depression. But even if
the government budgets were
balanced, the combined load of
federal, state and local govern
ments, which is estimated to exceed
40 per cent of national income,
could not be carried by the "private
sector. " As a result of monetary
stabilization, there would no longer
be any inflation victims helping to
finance government spending and
public debt; government would
have to rely exclusively on tax
payers and lenders. But this mas
sive shift of burden from money
holders and inflation victims to the
latter would have the same depres
sive effects as a new deficit that
consumes loan capital and invites
additional taxation. This is why any
attempt at monetary stabilization
must be accompanied by reductions
in government spending.

If our money were stable, busi
ness would soon be threatened by
the scissor effects of stable prices
and rising costs. When business
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taxes are raised, business must cur
tail its operations. When. powerful
labor unions raise business costs
through higher wages or lower labor
productivity, while goods prices are
stable, business may suffer eco
nomic stagnation and losses. There
fore, any attempt at monetary
stabilization must be accompanied
by a reduction in business taxes,
which in turn must be preceded by a
reduction in government spending.
Without this spending cut, a mere
reduction in taxation that leads to
budget deficits and a shift of the
costs of government to the loan
market, would bring no •relief to
business.

Withdrawal Pains

Another powerful depressive
force, at the time of monetary
stabilization, is the economic distor
tion and maladjustment which pre
vious inflation and credit expansion
are leaving behind. After many
years of inflation the economy is so
badly disarranged that a return to
normalcy would be marred by pain
ful withdrawal symptoms. When
monetary authorities expand the
quantity of money and credit, they
cause interest rates at first to fall.
Business is then tempted to embark
upon new expansion and moderniza
tion projects, taking advantage of
the lower interest costs.

But the feverish activity that
follows is falsely induced by newly-

created money and credit, unsup
ported by genuine savings. The
feverish bidding for land, labor, and
capital goods raises their prices.
That is, business costs soar, and
now render many projects unprofit
able. Many may have to be aban
doned or written down as business
failures-unless new money and
credit are made available to support
the malinvestments. During many
years of inflation, countless
economic undertakings were
spawned by easy money considera
tions and sustained by even more
inflation. This is why any attempt
at monetary stabilization would
reveal a shocking· extent of disar
rangement and maladjustment and
should prepare to cope with the en
suing depression.

The monetary reformer faces a
choice between two possibilities. He
may rely completely on the flexibili
ty and ingenuity of business to
achieve new profitability through
cost-cutting readjustment. He may
do so with confidence in the in
dividual enterprise system and in
the knowledge that throughout the
u.s. economic history, prior to the
radical interventionism of the Great
Depression, American business
always rebounded· quickly from oc
casional stagnations and depres
sions. Or, the reformer may want to
give business recovery a boost
through tax reductions. Of course,
such a reduction must again be ac-
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companied by cuts in government
spending lest its burden merely be
shifted to the loan market. In any
case, during the trying weeks and
months of the stabilization crisis, it
is essential for the success of any
stabilization program to resist ar
duously and successfully any temp
tation and public pressure to return
to deficit spending and easy money.

Restoring the Labor Market

The inevitable stabilization
depression must be expected to be
especially painful because the U.S.
labor market, after more than fifty
years of government intervention,
has lost its viability and flexibility
to cope with necessary labor ad
justments. Even without the spe
cial strains of a stabilization de
pression, the U.S. unemployment
rate presently stands at 7.8 per
cent. A policy of monetary stabiliz
ation that would deny government
the right to launch new deficit spen
ding and easy money policies would
soon encounter intolerable multi
ples of this unemployment rate
unless the labor market is restored
to cope with the expected increase
in unemployment. Without a labor
market vitalization, any attempt at
monetary stabilization is· bound to
run aground on unbearable rates of
unemployment.

To vitalize the labor market is to
rescind the government interven
tions of half a century. According to

the late Roscoe Pound, one of the
most eminent legal philosophers of
our time, the labor leaders and labor
unions are enjoying legal privileges
and immunities which only kings
and princes enjoyed during the Mid
dle Ages. In the 1930's the U.S.
Congress granted labor unions and
their members the legal right "to
commit wrongs to person and pro
perty, to interfere with the use of
highways, to break contracts, to
deprive individuals of the means of
earning a livelihood, to control the
activities of the individual workers
and their local organizations by na
tional organizations centrally and
arbitrarily administered beyond the
reach of state laws-things which
no one else can do with impunity."

Two statutes, the Norris
LaGuardia Act of 1932 and the
Wagner Act of 1935 radically
changed the nature of labor rela
tions.

The Norris-LaGuardia Act dras
tically limited the jurisdiction of the
Federal courts in labor disputes and
especially prohibited the courts
from enjoining coercive labor
union activities. Before the Act, the
Federal courts had been enjoin
ing violent, intimidatory, coercive
activities of the unions, although
peaceful strikes were sanctioned.
The Norris-LaGuardia Act made
practically all union conduct un
touchable by the courts.

The National Labor Relations



1977 IN SEARCH OF MONETARY STABILITY 89

Act (Wagner Act) placed one-sided
emphasis upon "unfair practices"
by employers and eliminated all
possibilities of direct access to the
Federal courts. I t made it an" 'un
fair practice" for an employer to in
terfere with, restrain, or coerce
employees in the exercise of their
rights to form a. union and to par
ticipate in union acitivities. It for
bade employers to interfere with
the formation and administration of
any labor organization. But above
all, the Wagner Act took all labor
cases out of the courts of law and
transferred them to the new Na
tional Labor Relations Board. This
Board is a quasi-judicial adminis
trative tribunal whose members are
appointed by the President. They
have often been accused of corrupt
ing the law that is already biased in
favor of the unions.

Minimum Wage Laws

Federal labor laws have been set
ting minimum wage rates ever since
1933. The present rate is $2.30 an
hour, to which we must add the
legal fringe benefits amounting to
approximately twenty-five to
thirty-five percent, so that the
minimum costs of employment of
every American worker, even the
least productive, may exceed $3 per
hour. It is estimated that at least 3
million idle Americans owe their
unemployment to this labor law.
Teenagers and uneducated, .un-

skilled minority workers are its
primary victims. In a stabilization
crisis, the minimum wage law may
deny employment to several addi
tional millions.

The Davis-Bacon Act as amended
in 1961 authorizes the Secretary of
Labor to set minimum wages in con
struction that is financed, sub
sidized, insured, or underwritten by
Federal agencies. The Secretary
usually sets a minimum that coin
cides with the going labor union pay
scale. In most trades the pay for
construction apprentices, for in
stance, stands at $7.50 per hour,
which readily explains why there
are no young people at work on con
struction sites.

The system of unemployment
compensation in its present form is
a powerful force for unemployment.
I t provides for compensation up to
$125 per week for 65 weeks, in addi
tion to some family allowances. I t is
supplemented by a generous food
stamp program, and, in many oases,
by various employer and union
benefits. Altogether, the system
paralyzes the market for unskilled
labor through offering benefits for
unemployment that may approach
or even equal the pay for actual
work performed. It leaves a tiny
margin of financial incentive which
for millions of workers does not off
set the disutility of labor. In short,
to many people, a week's leisure
may be worth more than the small
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income increment that may be
earned from a week's work.

All such handicaps to producitivi
ty need to be removed, or at least
reduced, when the national curren
cy is stabilized. Surely, it is very
simple to halt inflation by ordering
the central bank to cease and desist
from any further money creation.
But it is extremely painful, after
many years of government inter-

yention, to suffer the withdrawl
symptoms. They point up not only
the economic difficulties' of any

Natural Value

stabilization policy, but also its
ideological and educational com
pli~ations. In fact, they raise the
ultimate reform question: are the
people prepared to suffer the
withdrawal pains that will be all the
more excruciating the more they
obstruct and restrict the labor
market? In the pains of a stabiliza
tion crisis, will the people succumb,
once again, to the temptations of
easy money and deficit spending'?
Or will they see it through, all the
way, to stable money? ~

IDEAS ON

LIBERTY

IT IS NOT MORE ABSURD to attempt to impel faith into the heart of an un
believer by fire and faggot, or to whip love into your mistress with a
cowskin, than to force value or credit into your money by penal
laws....

The only possible method then of giving value or credit to money is
to give it such qualities, and clothe it with such circumstances, as shall
make it a sure means of procuring every needful thing; for money that
will not answer all things is defective, and has not in it the full nature
and qualities of money. In this way only it will grow fast enough into
esteem, and become a sufficient object of desire, to answer every end
and use of money. Therefore, when the question is proposed: "How
shall we give credit or value to our money?" the answer, the only true
answer, is: "Bring it into demand, make it necessary to everyone, make
it a high means of happiness and a sure remedy of misery." To attempt
this in any other way is to go against nature, and of course into diffi
culty, only to obtain shameful disappointment in the end.

PELATIAH WEBSTER
Not Worth a Continental
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2. Marxism: Revolutionary Socialism

Both for the production on a mass
scale of this communist conscious
ness, and for the success of the
cause itself, the alteration ofmen on
a mass scale is necessary, an altera
tion which can only take place in a
practical movement, a revolution;
this revolution is necessary, there
fore, not only because the ruling
class cannot be overthrown in any
other way, but also because the
class overthrowing it can only in a
revolution succeed in ridding itself
of all the muck of ages and become
fitted to found society anew.

-Karl Marx

THE IDEA which has the world in its
grip has two poles. One pole is the
revolutionary road to socialism; the
other is the evolutionary road to
socialism. The idea- to achieve
human felicity on this earth by con
certing all efforts toward its
realization- is the same for both of
them. Both poles, too, operate to
root out and destroy the received
culture and use government as the

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around the
world.
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instrument that is supposed to
move them toward the realization
of their goal. The basic difference is
one of tactics, then, though tactics
are no small matter when they
resolve into a question of whether
persuasion or a shot in the back of
the neck is at issue, as it has
sometimes been.

In any case, it is appropriate to
begin the examination of particular
approaches to socialism with Marx
ism. Indeed, there are compelling
reasons for beginning with Marx
ism. One is that the world com
munist movement is traced to its
source in Marxism. The other is
that all modern socialism comes in
to focus better when seen from the
angle of Marxism. It has been said
that all of Western philosophy is a
series of footnotes to Plato. It can
be said with equal validity that
modern socialism is a series of foot
notes to Karl Marx.

A Man of Contradictions

Why this should be so is a baf
fling question. The facts of his life
help hardly at all to explain it. Marx
was certainly not a leader of men.
He was repelled by most people,
even if they were not by him. He
championed the cause of the laborer
(or industrial proletariat, as he
chose to call him), yet he was
himself an intellectual. He pro
claimed the importance of action,
yet he spent much of his life in

libraries amidst the musty smell of
books. His ghost hovers over the
thrust toward planned economies
for n·ations and empires, yet he was
throughout his life incompetent to
manage the financial affairs of a
household. Even his literary output
fell short of his aims and the ~xpec

tations of those who provided finan
cial aid. He is best known for The
Communist Manifesto, a rather
short pamphlet which was the joint
effort of Marx and Friedrich
Engels, and the one volume he com
pleted of Das Kapital. Most of his
other writing was done in spurts,
and consisted mainly of critiques of
other works at the time. There was
much more of what was wrong with
the thinking of others than there
was of straightforward develop
ment of his own ideas.

The details of his life go further
toward explaining why he may have
held certain beliefs than they do to
accounting for why others were at
tracted by the Marxian formula
tions. Marx was, for most of his
adult life, a man without a country,
if country be taken to mean not on
ly a nation but also religion, culture,
and sense of being a part of a
received heritage. Marx's father
and mother had been Jewish, but
his father became a Protestant in a
predominantly Catholic communi
ty, converted, it was said, to keep
his government job. Karl Marx was
baptized a Christian but in early
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manhood became a militant atheist.
He attended universities at Bonn

and Berlin, but presented his doc
toral thesis for his degree to the
University of Jena, which he had
never attended. He never had what
could be called regular employment
but earned such income as he did
from writing and editorial work.
Though he married and fathered
several children, the family lived
from pillar to post, so to speak, as
Marx sought refuge first here, then
there. He was frequently in trouble
with the political authorities for his
revolutionary activity, seeking
refuge in Paris, in Brussels, and
finally in London. Such friends as
he had were fellow revolutionaries,
and, among revolutionaries, he got
along only with those who agreed
with his version of things. His coun
try, if he had one, was in his mind,
and that does help to explain his
doctrines.

Even so, this alienated man, this
man without a country, without
traditional religious underpinnings,
with few possessions, with only a
boiling animosity toward his
culture, who could be aroused to
write only out of opposition, set
forth the doctrines which are today
used to hold more than a billion peo
ple under control. What brought
this about? The answer is surely not
to be found in the details of his life.
The answer, ifit can be had, is in the
doctrines. It is in Marxism.

What is Marxism? One way to
answer the question-is to say that it
is that body of doctrines which was
formul&ted by Karl Marx in col
laboration with Friedrich Engels in
the course of both of their lives.
(Engels outlived Marx by several
years and continued to expand upon
the work that Marx had done.) Or,
it can be approached from the angle
of its antecedents in German
romanticism, Hegelianism, the
materialism of Feuerbach, the
socialism of Proudhon, the anar
chism of Bakunin, and the whole
complex of mid-nineteenth century
radicalism which was nipping and
yapping at European society. Or, it
can be traced forward in time into
Leninism, Stalinism, Titoism,
Castroism, Maoism, and all the
variants of it that have been shaped
by men attempting to apply it or
apply some variety of it.

But any or all of these approaches
would take us away from rather
than toward the core of Marxism. It
is misleading, too, to treat Marxism
as a system of thought, though at
some point it has to be done. It is
certainly not a system of thought
by reason of fitting into the
established. categories for utilizing
reason and experience. Marx did
not proceed deductively from self
evident axioms. Nor did he proceed
inductively to arrive at conclusions
from the assembled evidence. But
his is not a system of thought.
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If it were a system of thought, it
could be tested and found to be true
or false. It could be held up against
actuality and be refuted. Bertram
D. Wolfe has noted that Marxism
"cannot be shaken by mere rational
or fact:lal refutation of any number
of its concrete propositions, even
those that are central to its logical
structure. "1 There may be several
reasons for this, but a crucial one
has not been much emphasized.
Marx is not talking about actuality,
or what we ordinariy call reality, in
his basic propositions. It is difficult
to refute from actuality what bears
no demonstrable relation to ac
tuality.

The Labor Theory of Value

Marx's mode of arriving at con
clusions needs to be illustrated by
example to show that he was not
operating in contact with actuality.
This may be done best by his labor
theory of value, which is the
lynchpin of Marxism. Marx tells us,
first, that the value of commodities
is determined by the amount of
labor used in making them. He put
it this way: "The relative values of
commodities are, therefore, deter
mined by the respective quantities
or amounts of labour, worked up,
realised, fixed in them." 2 But what
is value? That was easy enough for
Marx to answer. Price "is a peculiar
form assumed by value." "Price,
taken by itself, is nothing but the

monetary expression of value." He
tells us, further, that, on the
average, "the market price of a com
modity coincides with its value." 3

The novice might suppose, then,
that the value of labor equals the
value of commodities produced by
it. More, since price and value are,
in effect, the same, the price of labor
would be the price of commodities.
But Marx would not have it as sim
ple as that. He hastens to assure us
that "there exists no such thing as
the Value of Labour in the common
acceptance of the word."4 What the
working man sells, he says, is not
labor but "Labouring Power." "The
value of the ·labouring power is
determined by the quantity of
labour necessary to maintain or
reproduce it .... " 5 There is
another difficulty to be got out· of
the way, too. It might be supposed
from Marx's initial formulation
that the more work that went into a
commodity the more it would be
worth. Not at all, says Marx, it is
not labor per se that determines
value, but the amount of "Social
labour" that goes into making the
product.

I t would be possible to follow
Marx's analysis further, but
perhaps it is not necessary here.
Marx claims and may even appear
to be talking about the actual
world. He is not. Every key word
and phrase he uses is loaded with
his own special meaning. It is true
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that he uses market price in the
common signification, but he makes
clear that prices in the market are
relative. All his certainty is
reserved for those concepts he has
given a special meaning. Value is
not value-i.e., something which
arises from our desires-; it is the
same thing as "natural price,"6 an
idea borrowed from the classical
economists and dragged, one hopes,
kicking and screaming into the
discussion. Labour is not labor; it is
Labouring Power. That amount of
labor which determines the price of
commodities is not just labor; it is
Social Labour.

His Word for It

How do we know that the value,
or price (as in his equation), of a
commodity is determined by the
amount of social labor in it? We
know it, if we know it, only because
Marx has told us. There are no
calculations that can be performed
to prove it. There is no way to add
the amount of labor, set it beside
the price, and demonstrate that the
one is equal to the other.
Moreover, even by his own formula
tion, that would not do it, for it is
social labor, not labor that can be
summed up in hours and minutes,
that he says equals the value of
commodities produced.

Is Marx's labor theory of value
right or wrong? fLet us put the dif
ficulty of answering this way. Marx

only appeared to be talking about
the actual world; he was talking
about his own vision of a world, a vi
sion of a world that was, is, and will
be, but could be conceived only by a
willful negation of the world that
was in 1865, when he spoke. The
proof, if proof there would be, of
Marx's assertion lay in the future,
not in the past. If Marx's labor
theory of value were a set of pro
positions about the actual world, it
would be subject to refutation. It
was not.

The labor theory of value belongs
to Marx's special Revelation, a
revelation vouchsafed to him and to
all who have the will to believe it.
The refutation of Marx is accom
plished by disbelief or, most likely,
a strongly held set of counter
beliefs, not by treating it as a
coherent thought system. 7 This
conclusion is buttressed by the
tenacity of Marxists in the face of
what appears to non-Marxists to be
the most convincing demonstra
tions from reason and experience of
its fallacies.

Marxism is an anti-religious reli
gion. To see it in any other light is
to miss its character and appeal. A
lifelong student of Marxism de
scribes it this way:

In an age prepared for by nearly two
thousand years of Christianity with its
millennial expectations, when the faith
of millions has grown dim, and the altar
seems vacant of its image, Marxism has
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arisen to offer a fresh, antireligious
religion, a new faith, passionate and
demanding, a new vision of the Last
Things, a new Apocalypse, and a new
Paradise.8

I t is commonly said that Marx
stood the philosopher Hegel on his
head. He did much more than that.
He stood Christianity on its head.
Marx held that Christianity was the
perfecting of religion. It was, so to
speak, the highest religion, as
religion, possible. Its perfection
would, as in everything else for
Marx, result in its negation. Its
negation was the flowing into
Marxism of Christian imagery,
hopes, and longings with every
thing reversed: eternity brought in
to time, spirit become matter, the
Second Coming become Social Re
volution, the Incarnation become
the proletariat, and communism
become the hope of redemption. The
appeal of Marxism, then, is not only
that it is an anti-religious religion
but also that it is an anti-Christian
christianity.

The End of Philosophy

Marxism is also an anti-philoso
phy philosophy. The reign of
philosophy ended with Hegel, for
whom philosophy became history
as idea became actuality. Marx
substituted matter for idea, which
made philosophy even more a dead
letter. Western philosophy has been
dualistic following the insights of

Plato. Marx propounded a dualism
which would end finally in the
destruction of one of the duo-the
bourgeoisie-and with the triumph
of communism an end to history as
well. For Marxism, everything is
finally being reduced to one. All the
elements which have been devel
oped and discerned will move finally
to their re.solution in one element.

Karl Marx was a poet and a pro
phet, a poor poet and false prophet,
no doubt, but poet and prophet
nonetheless. Not nearly enough has
been made of the poetic flavor of
Marx's writing. This is not surpris
ing, for few undertakings are so
remote from poetry as economics,
particularly the ponderous variety
of economics constructed by Marx.
Yet, many of the Marxian formula
tions are best grasped as the work
of a poet. Take the following, for ex
ample:

The task of history, once the world
beyond truth has disappeared, is to
establish the truth of this world. The im
mediate task of philosophy which is at
the service of history, once the saintly
form of human self-alienation has been
unmasked, is to unmask self-alienation
in its unholy forms. Thus the criticism
of heaven turns into the criticism of the
earth, the criticism of religion into the
criticism of right, and the criticism of
theology into the criticism of politics.9

Whether this passage can be con
strued so as to make sense of it is a
question that can be left to the side.
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My point is that if it could be it
would have to be construed, much
in the manner of an obscure poem.
What is "the world beyond truth,"
or "the truth of this world," or "the
saintly form of human self-aliena
tion," or "the criticism of heaven"?
Considered as prose, the whole
passage is nonsense. Considered as
poetry, what sense it contains can
be discerned by consulting the
Marxian framework. (Poetry has
been traditionally construed by the
knowledge of certain conventional
allusions. Marx's phrases are con
strued by reference to his disillu
sions.)10

A Prophet of History

Marx was a prophet, too, not a
prophet of God, of course, but a pro
phet of History. He was the John
the Baptist of communism, travel
ing hIther and yon to proclaim the
imminent coming of the Revolution.

Marxism is foremost, and finally,
an ideology. To Marx, an ideology
was a complex of ideas and beliefs
arising out of class arrangements
which served as rationalization and
justification for the ruling class.
But those not under his sway have
quite a different view of the matter.
Ideology is understood today to
mean any complex of ideas and
beliefs in terms of which things are
explained and understood. Marx
ism, ·as a phenomenon, gives added
precision to the term.

Marxism is a self-contained set of
notions which reduces reality to the
dimensions of Marx's vision of
history. It explains what has been,
is, and will be by way of these pro
positions. It is a figment of the
minds of Marx and his interpreters.
All Marxian thought, so called, is
an unraveling of propositions found
in the ideology. Before Marx,
thought was determined by mater
ial conditions, Marx thought; after
Marx, such thought as is done is to
be determined by and kept within
the lineaments of the ideology. This
last is not what Marx said, but it
follows from the revealed nature of
the ideology.

Everywhere Marx looked he saw
paradox, contradiction, struggle,
and eventual destruction. A vast
and interlinked disharmony pre
vailed everywhere, a disharmony
that was fated to continue and
worsen until that should eventually
occur which would bring an end to it
and produce harmony and unity.
The key concepts of the Marxian
ideology are these: alienation, class
struggle, industrial proletariat,
bourgeoisie, labor theory of value,
capitalism, social revolution,
socialism, and communism.

There is a brilliance within Marx
ian ideology which what has been
said thus far might not indicate. It
should not be denied, however.
Marx was an intellectual scavenger,
taking in vast quantities of litera-
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ture by his voluminous reading, op
posing the particulars of almost
every formulation he encountered,
then subjecting all to his own par
ticular turn of mind before he
appeared in print with the result.
He defined his position in opposi
tion to what he read, but he also in
corporated much of what he read in
to his position. Whether the
brilliance comes mainly from what
he incorporated or from what he
originated is a question that here
can be left·open. That the brilliance
is there should, however, be
acknowledged. Unfortunately, he
had a tendency to vulgarize.

This was so in the case of his
theory of alienation. The Marxian
theory of alienation was most fully
developed in his earlier writings,
and there is some tendency to dis
count it because some of these were
not published until long after his
death. Even so, it is crucial to his
whole ideology. The theory can be
stated in some such fashion as this.
Man as we know him is not real,
essential man. His reason is flawed.
What he experiences is distorted by
ideology. He is not free but is rather
imprisoned by circumstances and
conditions over which he has no
control.

Sources of Alienation

The sources of this condition are
what might be called mechanical
conditions by which he is alienated.

He is alienated from himself, first of
all, by religion. Religion subjects
him to the mediating powers of
others. He is alienated from himself
by private property. Property sets
him at odds with others and alien
ates him from his social nature. He
is alienated from himself by the
state. The state is an artificial
creature which arises from division
into classes in society. It is an in
strument of class rule. He is alien
ated from the product of his labor
by its appropriation by the capital
ist. This alienation is apparently ex
acerbated, too, by the division of
labor.

This theory of alienation is usual
ly known in its most vulgar form,
i.e., in the alienation of the wage
earner from the product of his
labor. This is so, mainly, because
Marx and Engels placed the great
est emphasis upon it by elaborat
ing it so much. Here is a fairly typi
cal expression of the alienation of
the worker theory:

The alienation of the worker in his
object is expressed as follows in the laws
of political economy: the more the
worker produces the less he has to con
sume; the more value he creates the
more worthless he becomes; the more
refined his product the more crude and
misshapen the worker; the more
civilized the product the more barbarous
the worker... .11

The concept was vulgarized (vastly
oversimplified, anyhow) by bring-
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ing it all to bear on the alienation of
the worker.

In any case, it was alienation
which made revolution necessary
for Marx. Marx was certainly aware
that during his lifetime govern
ments were taking various mea
sures intended to ameliorate the lot
of the worker. Why might socialism
not be achieved by gradual degrees
in an evolutionary fashion? Marx
sometimes wavered on the matter,
but he returned again and again to
the position that revolution will be
necessary. I t will be necessary
because alienation is too broadly
and deeply established. The Gor
dian knot of alienation must be
broken, and revolution is the means
by which he thought this could be
accomplished. Revolution, presum
ably, would shatter the bonds
forged by alienation.

Class Warfare

What·Marx meant by revolution,
as what he meant by anything else
in his special language, is colored by
ideology, refracted through his
special vision, and given a special
meaning. One thing he meant was a
conflict in which the industrial pro
letariat should triumph over the
bourgeoisie. Marx and Engels put it
this way:

The immediate aim of the Com
munists is the same as that of all the
other proletarian parties: formation of
the proletariat into a class, overthrow of

the bourgeois supremacy, conquest of
the political power by the proletariat. 12

The revolution must proceed,
however, to become a social revolu
tion:

But while a social revolution with a
political soul is either a paraphrase or a
meaningless expression, a political re
volution with a social soul is a mean
ingful phrase. The revolution in general
... is a political act . .. However, when
the organizing activity of socialism
begins and when its own aims, its soul
comes to the fore, socialism abandons
its political cloak. 13

The important thing here is that
as a result of the revolution every
thing, everything, is to be altered
and changed:

The Communists disdain to conceal
their views and aims. They openly
declare that their ends can be attained
only by the forcible overthrow of all ex
isting social conditions. 14

Everything is to be transformed:

Communism is the ,positive abolition
of private property and thus of human
self-alienation and therefore the real ap
propriation of the human essence by and
for man. This is communism as the com
plete and conscious return of man.... It
is the genuine resolution of the an
tagonism between man and nature and
between man and man. I t is the true
resolution of the struggle between ex
istence and essence, between objectifica
tion and self-affirmation, between
freedom and necessity, between in
dividual and species ... .15
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All existing relations must be
abolished-destroyed-so that
social man may emerge:

Religion, family, state, law, morality,
science and art are only particular forms
of production and fall under its general
law. The positive abolition of private
property and the appropriation of
human life is therefore the positive
abolition of all alienation, thus the
return of man out of religion, family,
state, etc., into his human, Le. social,
being,16

Marx apparently realized that
such a revolution would not be com
pleted swiftly. He said that the
working class "will have to pass
through long struggles, through a
series of historic processes,
transforming circumstances and
men."17

The remainder of the Marxian for
mulations have to do mainly with
establishing "scientifically" that
the revolution is inevitable. The
labor theory of value was the
lynchpin of this demonstration. If
Marx was right in this theory, the
laboring man was being robbed of
the fruits of his labor. Moreover, he
claimed that the more capital that
was accumulated, invested, and
concentrated, the more deplorable
would be the plight of the industrial
worker. More and more people
would fall into this class; in
numbers it would constitute the
majority of people in a country.
When the situation of the working

class became sufficiently desperate,
its numbers so overwhelming, it
wbuld revolt and throw over the rul
ing class. All of history had been a
series of class struggles. The stage
was being set, Marx proclaimed, for
the final class struggle, the class
struggle to end all class struggles,
the class struggle between the pro
letariat and bourgeoisie.

In-Built Tyranny

It is often alleged that the tyran
ny of communism in practice is the
result of some sort of aberration
from Marxism, or from Leninism, or
is the result of a historical residue
of Oriental Despotism in certain
lands, or whatever. On the con
trary, the tyranny is implicit in the
ideology. The tyranny of com
munism is so essentially a part of
Marxism that if a committee of
Albert Schweitzers were assembled
to put it into operation in some land
they could only proceed by becom
ing tyrants. A review of the essen
tials of Marxism should demon
strate why this is so.

The engine of Marxism is hatred,
hatred for everything as it is,
hatred of religion, hatred of the
family, hatred of the division of
labor, hatred of the state, hatred of
capitalists, hatred of property,
hatred of the "rural idiocy" (as
Marx put it) of farmers, and, yes,
hatred of industrial workers. 18 The
proletariat who·would triumph and



1977 MARXISM: REVOLUTIONARY SOCIALISM 101

be transformed into true man was
not, of course, the industrial worker
whom we actually encounter. He
must be the class conscious in
dustrial worker, Le., a worker
become Marxist in his conceptions.
Above all, Marxism is a hatred of
the past, everything shaped out of
it, everything drawn from it, which
is to say, just about everything.
Marxism is a hatred of all imperfec
tion, and everything that is, is im
perfect. In short, Marxism hates
man as he is and has been.

The modus operandi of Marxism
is destruction. That is the true
meaning of Marxian revolution. It
is no simple seizure of political
power. It might better be conceived
as a cataclysmic earthquake,
followed by devastating tremor
after devastating tremor until
every relationship that was has
been sundered. All the actuality
that has been accumulated through
the ages must be destroyed
property relationships, religious
belief, family ties, legal forms, the
intellectual heritage, culture and
civilization itself. How else, but by
tyranny, can such a destruction be
wrought?

Tyranny is embedded in the very
framework of Marxism. What is
history for Marx but a tyrant? The
course of history is determined, ac
cording to him; it has a direction
which is beyond our control. Such
history is not guide, but dictator, so

to speak. More, "History is the
judge-its executioner, the pro
letarian." 19 Of course, the execu
tioner and tyrant is not the whole
body of the proletariat; it is to be
carried .out by the class conscious
wing. No clearer prescription for
tyranny has been contrived.

On the other side of the divide, of
course, Marx tells us that all this
will end. The class struggle will end
with the victory of the proletariat.
With this victory, too, history will
end. The state will be no more; it
will wither away. The dictatorship
of the proletariat will have ended
because its work will be done. Man
will no longer be separated from
man; he will have become complete
ly social. He will become pure man,
so to speak, with all his energies
released and himself integrated.
Even the rift between man and
nature will be healed.

Appeal to Passions

The appeal of Marxism lies in the
fact that it justifies and sanctifies
the release of the demonic urges in
each of us. It justifies and sanctifies
hate, envy, the love of power, the
bent to destruction, the desire to
set everything right (particularly,
others), and all the vague and un
fulfilled longings of man. I t offers
to the believer union with the forces
of history, an end to his separate
ness, and the assurance of final vic
tory which is inevitable. It offers,
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too, an end of struggle, that strug
gle which has been man's lot
throughout history. Its deepest ap~

peal has always been to intellec
tuals, to those men who sit on the
fringes of society with their ideas.
It holds out. to them the hope and
expectation that their ideas can at
last become actuality.

.The reality of communist practice
proceeds directly from Marxian
theory. The revolutionary road to
socialism was staked out by Karl
Marx and Friedrich Engels. The
proof of this must be sought in the
communist practice. But first, there
is another road to socialism, the
evolutionary road. That, too, draws
sustenance from Marxism. Marx is
even supposed to have suggested
late in life that in some lands revolu
tion might not be necessary. In the
report of a speech in 1872, he is sup
posed to have said:

We know that one has to take into ac
count the institutions, customs and
traditions of various countries, and we
do not deny that there are certain coun
tries, such as America and England, to
which if I were bette.r acquainted with
your institutions, I would also add
Holland, where the workers can attain
their goal by peaceful means....20

But evolutionary socialism has its
own ideology, and it needs to be ex
amined on its own grounds. ,

Next: 3. Evolutionary Socialism
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The
Freedom
to Choose

EVERYBODY seems to be speaking up
for freedom these days. Business
men give free enterprise talks, col
lege professors have their thing
with academic freedom, feminist
organizations sponsor the new
freedoms for women. Students
want more freedom, and so do
workers, welfare recipients,
soldiers, senior citizens, gay
groups, farmers, actors, writers,
and soon.

Since freedom has so many advo
cates, you'd think that we ought to
be headed for a new dawn of liberty,
with everybody being so free that
he has to take on ballast to keep
from floating away like a balloon.

Sadly, this is not the case.
Freedom is actually having a

rather bad time of it in the world, no
matter what part of the globe
Mr. Barger is a corporate public relations executive
and writer in Toledo, Ohio.

Melvin D. Barger

you're talking about. We know that
there's precious little freedom in the
hard core Communist countries or
the so-called Third World countries.
But I'm not sure that the box score
for freedom is very good in our own
country either, or in the other na
tions of the West. While many
countries are victimized by dic
tators and one-party governments,
we have been sliding into a system
that could be called, for want of a
better term, bureaucratic despo
tism. My concern here is with the
problem of coping with bureaucratic
despotism, how it eliminates free
choice, and whether there's any
reason to believe that we ever can
emancipate ourselves from this
system.

I am 51 years old, and I started
school in a small town in Nebraska,
taught by a teacher whose name,
believe it or not, was Betsy Ross.

103
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Betsy was a solid true blue Amer
ican and she taught that George
Washington never told a lie and
that he even admitted he had
chopped down a cherry tree. She
gave us a thorough indoctrination
in Americanism. Even in the De
pression, we were taught that this
was the best place on earth. It was
the land of the free. This freedom
was defined in simple, everyday
terms. Free· to vote for candidates
of your choice. Free to live where
you please. Free to travel. Free to
own property. Free to speak your
mind. Free to criticize the President
or anyone else. Free to go to any
church you wanted to.

I'll admit that all of this was
rather simplistic and that American
freedom was not available to every
body, even then. We have certainly
learned that blacks were not then
free, and perhaps Betsy should
have told us that George Washing
ton owned several hundred slaves
who were not particularly well
treated. Nevertheless, Americans
have always been proud of their
freedom and it is this general com
mitment to freedom that helps pave
the way for its realization in many
forms.

In recent years, however, liberty
has been lost. I t is often hard to say
just how liberty is being lost, and
we are sometimes beguiled into
thinking that it is not being lost at
all. A massive, complicated Federal

bureaucracy now runs a good deal
of the country, but we are told that
we chose this system and that all of
it is operating in the public interest
and for our own good.

Begging the Question

The people who support this
massive bureaucratic despotism
make short work of arguments
about freedom. Their reasoning is
tricky and deceptive. Tell them that
you've lost freedom and you quickly
find yourself on the defensive.
What freedom are you talking
about, they say. The freedom to
starve? The freedom of the capital
ist to exploit the downtrodden
worker? The freedom of the seller to
use fraud and misrepresentation?
Implicit in these questions is the
belief that traditional American
freedom never worked very well and
that individuals always act irre
sponsibly and destructively when
left to themselves.

Now I believe that an honest
study of American business and
social history will prove that in
dividuals show far greater capacity
to solve social problems and make
general progress when left alone
than when controlled by govern
ment. In fact, it almost seems to me
that governments have been the
principal obstacle to progress and
always become reactionary. But
that's not what's being taught in
our schools or proclaimed by our
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thought leaders. There's great faith
in the ability of government to
solve problems, despite the dismal
record to the contrary. And I'm
afraid the record will have to
worsen before the true believers
finally abandon their faith in
government, if they ever do.

Freedom of Choice

In the meantime, I think we
ought to take a hard look at what's
happened to our freedom of choice.
This freedom to choose was the
basic right that Americans always
prized so highly. I t was the simple
freedom that my early teacher Bet
sy always loved to talk about. It
was synonymous with American
ism and symbolized what we
wanted for the whole world. But the
sad truth is that this freedom to
choose has been crowded out and is

.' dying of neglect. I t gets lip service,
but not the support it needs for sur
vival.

Yet, at hardly any time has an
elected leader or even a bureaucrat
ever had the gall to express directly
a contempt for the individual's
freedom of choice. They show amaz
ing skill in sidestepping the implica
tions of their own actions. Their at
tacks and controls and regulations
are always directed at unpopular
organizations and institutions or
prominent scapegoats, never at the
individual who is called the "aver
age person." Nevertheless, it is the

average person whose freedom of
choice is under attack. Until this
fact becomes generally understood,
the freedom to.choose will continue
to wither away.

Where do we stand as of this mo
ment? Well, it is always difficult to
spell out just how freedom of choice
has been curtailed, because dif
ferent people see it in different
ways. I think it's a fair statement to
say, however, that most middle
income people have lost any power
of choice over the 40 to 45 per cent
of income that goes to support gov
ernment at all levels. You receive
services in return for this, so it is
not all loss in an economic sense.
But you have no personal control
over the quality and type of these
services. You are compelled to pay
for them and to take the services
given to you, regardless of quality.
If you become dissatisfied with any
of these services or spending pro
grams, you have little power to
modify them or to eliminate them
altogether. Even Congress does not
have such power, practically speak
ing, because there is very little
government spending that is discre
tionary. Most government spending
is well-established and is jealously
guarded by special interest groups.
Nobody has the power to reduce it,
and that is a fact of life. Nor can I
conceive 0/ any administration or
important political party that could
reduce it.
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Forms of Intervention
It is very easy to belabor this

argument, but I think you could go
on to discover that freedom of
choice has been curtailed by other
actions. Regulatory agencies have
greatly restricted freedom of choice
without noticeably benefiting the
consumer. Public education is now
largely controlled by administra
tors and professional educators
rather than the people who pay for
the services. There is a proliferation
of agencies and programs and ac
tions which purport to solve various
social problems while really doing
little more than spending money
and employing armies of bureau
crats. All of this seems to
mushroom no matter who is in of
fice and no matter how much it is
criticized.

Taken as a whole, this accumula
tion of government has effectively
destroyed the individual's right to
choose or reject the services and
controls being offered. This govern
mental apparatus is not under the
control of the public and is only
nominally controlled by our elected
representatives. It is under the con
trol of people who believe that they
know what is best for you. It is
managed by people who deeply be
lieve that coercion ought to be used
to make you toe the line. They are
not evil people, and for the most
part they want you to be healthy,
well-fed, well-housed, well-educated

and culturally uplifted. They are
often people who express pas
sionate approval of individual
rights and personal dignity. But
there is one thing they cannot
give-your free choice. They can't
help playing Big Brother and Big
Sister. And in order to carry out
their missions, they have to demand
ever more power over your life.
Never for evil purpose, mind you.
Their despotism is always for good
reasons.

Who Would Control Us?

I s there any way that this despo
tism can be dethroned and free
choice restored? I believe that there
is, if enough people have the will
and understanding to see that it is
done. But it's important to know
that we didn't arrive at our present
condition by chance. Our freedom of
choice was bargained away in com
plicated legislative horse trading
over a long period of time, and there
are powerful interest groups that
would oppose its restoration. They
are, in fact, working to impose fur
ther controls on us. I will try to
point out who they are and to show
why ies in their interest to resist
any change.

One of the principal defenders of
big government, I'm afraid, is the
business community itself. I don't
like to say this, because I have
worked for large corporations for 25
years and I am proud of the major



1977 THE FREEDOM TO CH,OOSE 107

accomplishments of American
business. I really believe that we
are in for very serious trouble if our
business system is dismantled and
replaced by some of the bizarre
schemes now under consideration.
American business, for all of its
alleged shortcomings, has per
formed with great skill in identify
ing and serving its markets, and it
worries me that more people do not
realize how poorly this job is done
under controlled and regimented
systems.

But business firms and their
managers tend to be specialists.
They know their own ground, but
they are often naive and self
serving in their dealings with
government. I believe that if you
assemble any group of company ex
ecutives in a room, you'll find one or
two who insist that they need gov
ernment controls or benefits for the
well-being of their own company or
industry. You'll find others who
have spent their entire careers in
regulated industries such as utili
ties or transportation. Government
intervention has become such a part
of their business life that they see it
as part of the supporting structure
rather than as an unnecessary
burden. They complain about the
evils of too much regulation or in
terventionism, without ever being
willing to battle it openly as a ques
tionable system. They would join
with the bureaucrats in opposing

any attempt to eliminate regula
tion, particularly efforts to allow
free market pricing or freedom of
entry to the market.

We shouldn't expect business
leaders to perform death-defying
acts in defending private enterprise.
It's also hard for an executive to
take a position that is unpopular in
his own company or industry.
Nevertheless, the market place and
the whole range of free choice could
be better defended than it presently
is by the business community.

"The New Class"

A second group that will defend
the bureaucratic despotism is a
body of people which Professor Irv
ing Kristol calls "The New Class."
The New Class includes journalists
and others in public media, intellec
tuals and professionals who make
their careers in the public sector,
teachers, public administrators,
and a broad group of people who
have an established faith in in
terventionist politics. They are very
anti-business, and they are suspi
cious of, and hostile to, the market.
Professor Kristol says that they are
interested in power, a power which
in a capitalist society is supposed to
reside in a free market. They want
that power redistributed to govern
ment, where they will then have a
major say in how it is exercised and
can reshape society more along
lines they have chosen.
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I think it would be very easy to
prove that the New Class has pro
duced the ideas and blueprints for
the kinds of interventions we have
today. Although business and the
free market have always had de
fenders, the larger part of what has
been published, broadcast, and
taught during the past several
decades has usually been more or
less anti-business. Quite often, I'm
sorry to say, some of this has been
false and misleading. Even when
true, it has been presented by pre
judiced witnesses. So business, and
the market, never really get a fair
hearing.

The third major group that would
oppose any significant change in
the system are the beneficiaries of
what Professor Daniel Bell calls
"the revolution of rising entitle
ments." You could also call it the
egalitarian movement, which is
already in a very mature phase.
Egalitarianism is a social move
ment that is supposed to make
everybody equal. It is irresistible if
you accept the egalitarians' major
premise that government has the
right and the duty to make every:
body equal in all things. The prob
lem with egalitarianism is not that
it offers everybody equal opportuni
ty. The real problem is that it is now
going much further and offering
equality of result, a much different
thing.

Egalitarianism is an intensely

seductive philosophy because it has
many faces of appeal. For the
down-and-outer-the person at the
bottom of the heap-it is the hope
that things will be better, that he
will gain parity with his more for
tunate neighbor. For the humani
tarian, it is the hope that the
world's resources will be applied to
basic human needs rather than
what he sees as frivolous things.
For the planner, egalitarianism is a
rationale that will give him the
power he craves, for who can resist
a bid for power by a person who
strives only to do good.

Compulsory Redistribution

Once opened, however, the issue
of egalitarianism has become a Pan
dora's Box. Professor Bell has cor
rectly stated that the demands of
egalitarians may endanger our po
litical system. What this revolution
amounts to is that there's apparent
ly nothing in it that places reason
able limits on the demands special
interest groups are making from
government. Groups, in their striv
ing for benefits and privilege, ap-,
parently know only one word, and
that is more. "

Professor Bell refers to an obser
vation by Professor Charles Lind
blom of Yale: "One of the great
puzzles of twentieth-century his
tory is that masses of voters in
essentially free democratic societies
do not use their votes to achieve a
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significantly more equal distribu
tion of income and wealth, as well as
many of the other values to which
men aspire ... What needs explain
ing is why they do not try."

In this regard, there's a second
quotation that's been used fre
quently during the past 15 years.
It's supposed to be a statement by
an English historian a couple of
hundred years ago, but I rather
think it's anonymous and of very re
cent origin. Here is the quotation:

A democracy cannot exist as a perma
nent form of government. It can only ex
ist until the voters discover that they
can vote themselves largesse from the
public treasury. From that moment on,
the majority always votes for the candi
date promising the most benefits from
the public treasury with the result that
democracy always collapses over loose
fiscal policy, always to be followed by a
dictatorship.

Mushrooming egalitarianism, or
the revolution of rising entitle
ments, is proof that voters have
learned how to vote themselves
benefits from the public treasury.
There's reason to believe that na
tional elections are really becoming
vast and brawling auctions, with
well-organized pressure groups
manipulating candidates in their
own behalf. The candidates not only
promise more to certain groups in
order to get elected; they also must
view as sacred any legislative or
spending program already in force.

Millions of voters already have a
vested interest in these benefit pro
grams and will resist any reduction
or modification in them. Since a
candidate usually loses support by
cutting spending and gains votes
by spending or by imposing more
controls, there's little hope for
anything but steady increases in
government on the road ahead.

Bureaucratic Pressure

Finally, there's the influence of
the bureaucracy itself, which close
ly parallels the influence of the
egalitarians. All of the government
employees at every level are also
voters and, as more people are ad
ded to public payrolls, there is in
creased political support for public
spending programs which will bene
fit these same public employee
voters. Federal and state legislators
are already feeling considerable
heat from organizations of teachers
and postal workers, and it's safe to
say that other groups will not be far
behind. In effect, this helps make
Federal bureaucracy self-perpetuat
ing when the people who benefit fi
nancially from it are able to choose
the policy-makers who control their
salaries and benefits.

I think you'll have to agree that
all of the folir groups I've men
tioned represent a great deal of
political influence, and some of us
will find that our own fingers have
been in the government pie. Our
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companies have government con
tracts or subsidies, for example, or
we have some other special interest
in legislation or benefits in our own
behalf. And that's one of the
reasons why it will be difficult to
find a way out of this bureaucratic
despotism that is running our lives
in so many ways.

But the outlook is not hopeless. It
is probable that the problem will
deepen in the months and years
ahead. Nevertheless, there are
countervailing forces and ideas that
will either modify the problem or
remove it altogether.

I believe that the thing to watch
is never the prevailing power struc
tures but the ideas that are domi
nant in most people's minds, and
particularly in younger people who
will soon be in positions of in
fluence. Ideas Have Consequences
was the title of an important book
along these lines and the same rule
was expressed thousands of years
ago: As people think, so do they
become. What this means is that
the ideas people choose will deter
mine the shape of their government
and the future course of their coun
try's history. This is true for both
good and bad ideas.

Helpful Ideas

What ideas will help us? Well,
here in the United States we have
always had a fundamental belief in
freedom and in fair play, and this

has helped us right many wrongs
and find our way out of many messy
situations. We still· emphasize the
importance of practicality and com
mon sense. Individualism is by no
means dead, either, and there's
respect for initiative and self
reliance. At the same time, we
believe in reasonable compromise
whenever possible. Most important,
we really do believe in free speech
and freedom of expression-really,
the free exchange of ideas. We
believe in this so strongly, in fact,
that First Amendment rights will
be supported in spite of the public
disenchantment with the m-edia.

The problem with bureaucratic
despotism, however, is that it
violates this fundamental belief in
fair play and often offends our com
mon sense. It promises much but
delivers very little, and this fact is
coming home to many people. It is
surprising and encouraging to find
large numbers of people complain
ing about the unfairness and stu
pidity of the bureaucracy. So there
is actually a great deal more public
support than we realize for freedom
of choice, not only in ideas but in all
things that matter.

I also believe that there's more
support than we realize for the free
market and common sense in our
economic affairs. And this is where
business firms have a great story to
tell and one that they understand
very well. Despite the sins that are
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laid at the door of business, most
companies owe their vitality and
growth to their success in a market
place in which the consumer has
been able to ex~rcise freedom of
choice. Weare still competing, we
are still bidding against many
others for the customer's favor.
This freedom of choice among
goods and services clearly can be
seen in every supermarket and
shopping center in the land, and it
has raised up a standard that
government can't hope to match.
Even our young people, who are
supposed to be anti-business, are
very much aware of this fact.

A Reaction to Force

We can expect the bureaucracy
itself to serve as a great force in
building a desire for free choices.
You don't have to be another
Jeane Dixon to predict that
bureaucracy and government will
become more oppressive and
heavy-handed in the months and

Alexis de Tocqueville

years ahead; it can't be otherwise.
In government, the principle seems
to be that nothing fails like success.
The bureaucrats have been highly
successful in expanding their
spheres of power and their reasons
for doing so have been plausible and
convincing. They have not been able
to perform up to expectations, how
ever, and this failure is angering
and alienating large groups of peo
ple. In the end, we will come to see
that we have also lost free choice
and that to seek its restoration is
our right and our duty.

I don't know how free choice will
or can be restored, but I am confi
dent that it will happen if enough
people believe in it and demand it.
Since free choice has been woven in
to the very fabric of our society and
has a long history, it cannot be per
manently destroyed. It will either
have its way or we will have to stop
describing ourselves as a free peo
ple. I am confident it will have its
way. ,j

IDEAS ON

LIBERTY

WHEN A PRIVATE INDIVIDUAL meditates an undertaking, however direct
ly connected it may be with the welfare of society, he never thinks of
soliciting the cooperation of the government, but he publishes his plan,
offers to execute it himself, courts the assistance of other individuals,
and struggles manfully against all obstacles. Undoubtedly he is often
less successful than the State might have been in his position; but in
the end the sum of these private undertakings far exceeds all that the
government could have done.
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THE CURRENT LOW PRICE for the
world's "surplus" sugar has in re
cent weeks brought to center stage
a conflict which is always lurking
.just beneath the surface of conver-
sation, namely the extent to which
Americans really do or do not be
lieve in the "free market philoso
phy." Our attempted defense of free
trade and the free enterprise system
has elicited heated criticism from a
community nominally devoted to
the "free market" order. The chair
man of a major sugar company is
disappointed in our decision "to
champion a 'free market' philoso
phy, as is popular in academic cir
cles." The president of an associa
tion of beet growers suggests that
he is "a firm believer in the free
market and free trade [but] free

Professors Billings and Lamborn are in the Depart
ment of Economics at Boise State University in
Idaho where they have been taking a stand in favor
of free trade.
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trade in sugar is a horse of a dif
ferent color." It would seem that
the commitment to a free market
system of economic institutions is
only for the other guy. Our own
horse is always of a different color.

Fortunately the appeal and de
fense of free markets in which new
producers, foreign and domestic,
are free to enter and compete does
not exist "only in texts." The
drafters of our Constitution saw the
great wisdom of prohibiting restric
tions on the flow of goods and ser
vices across state lines by explicitly
providing in Article 1, Section 10,
that ."No State shall, without the
Consent of Congress, lay any Im
posts or Duties on Imports or Ex
ports, except what may be absolute
ly necessary for executing its in
spection Laws." The European Eco
nomic Community (Common Mar
ket) has copied this phenomenally
successful U.S experiment in free
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trade in the Treaty of Rome,
creating a customs union in which
goods and services flow freely
across national boundaries. These
experiments in economic unification
for the purpose of increasing the ex
tent of the market and the degree of
economic specialization have been
extraordinarily successful in raising
wages, salaries and incomes.

Market Stability

Those who argue that a particular
industry should be subsidized and
protected from foreign competition
in order to provide for "orderly"
and "stable" markets would,
presumably, also be in favor of
amending the U.S. Constitution so
that Idaho might place quotas on
the "surplus" automobiles im
ported from Michigan, the "sur
plus" oranges from Florida, or the
"surplus" farm machinery from
Ohio. Likewise, we should be up in
arms over the subsidies that the
state of Pennsylvania has recently
negotiated for the assembly of
Volkswagen Rabbits in the U.S., on
the grounds that the subsidies will
provide an unfair advantage for the
Pennsylvanians. Shouldn't we be
angry that Pennsylvania has seen
fit to have their taxpayers subsidize
our automobile purchases?

On the other hand, Idaho would
presumably not be too appreciative
of a decision by California (for
tunately precluded by the U.S. Con-

stitution) to place a quota on
"surplus" Idaho potatoes. We can't
have it both ways. Free trade and
economic specialization increases
real incomes or it does not! We
believe in the "free enterprise"
system (with all of its weaknesses
and uncertainties for individual
economic values which need to be
dealt with in an enlightened man
ner) or we don't.

Low Foreign Wages

The traditionallow-foreign-wages
argument once again emerges as an
argument for protection. It is
argued that one of the reasons for
the lower dollar cost of many
foreign goods is the high "level of
wages paid in the United States,
including the domestic sugar in
dustry, compared to those paid in
foreign countries." Unfortunately,
the argument is unsound. Relative
ly high wages are a result of high
productivity, and relatively low
wages are a result of low productivi
ty. If American labor has high
wages, it is because American labor
has higher man-hour productivity
than foreign labor.

If low foreign wages are the
source of our troubles, then why is
it the case that U.S. wages are
highest in the very industries in
which we are most competitive?
Why do we dominate world markets
for commercial airframes, com
puters, construction machinery,
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mineral mInIng machinery, com
munications equipment, medical in
struments, and the like? These are
industries with high skill and
engineering labor requirements in
which wages and salaries dwarf
those in the sugar beet growing and
processing industries. Comparative
advantage and specialization are
predicated on economic efficiency
and not technical or engineering ef
ficiency. Yield per acre is totally
irrelevant. What matters are the
relative prices and endowments of
the different human and nonhuman
productive agents used in the pro
duction process.

If labor is "cheap" abroad, we
should be cultivating its use in
those industries which use relative
ly more unskilled and semiskilled
labor, and be making efforts simul
taneously to transfer our more pro
ductive (Le., high wage) labor force
into those industries in which a pro
ductivity advantage, arising from
technology, marketing, skill levels,
and the like, is demonstrated. The
Trade Reform Act of 1974 provides
for liberal doses of "adjustment
assistance" to ease the movement
of labor and capital to the relatively
more productive sectors of the
American economy.

If the United States can export
its environmentally destructive in
dustries to more hospitable (clean)
areas of the world which have a
greater remaining capacity to ab-

sorb pollutants, then let it be done.
To argue that a domestic industry
is deserving of protection because it
is forced to absorb the full social
costs of environmentally destruc
tive productive processes, not only
argues for inefficiency but also ig
nores a fundamental truth. If the
rest of the world is willing to give us
sugar, rubber products, textiles,
beef, automobiles, stereo com
ponents at a lower real resource
cost than they can be made avail
able from domestic resources, then
it is to our advantage-providing
we are interested in higher real in
comes for the American people-to
let them "dump" their productive
resources in the United States.

It Takes Two to Trade

Of course, this is a two-way
street. When trade has develop~d

between nations, restrictions on ex
ports will reduce that nation's
capacity to import foreign pro
ducts, the result being lower living
standards in both the exporting and
importing countries. The embar
goes on our exports of wheat and
soybeans in recent years are ex
amples of this wrong-headed policy.

The fundamental error of logic of
those who want "free markets"
for the other guy and "orderly"
markets for themselves was well ex
posed in 1846 by Frederic Bastiat in
his imaginary petition to the
French Chamber of Deputies. His
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satirization of the protectionist
fallacy was in the name of free trade
and freedom of enterprise. He en
titled it a "Petition from the
Manufacturers of Candles, Wax
lights, Lamps, Chandeliers, Reflec
tors, Snuffers, Extinguishers; and
from Producers of Tallow, Oil,
Resin, Alcohol, and in General
Everything That Concerns

Lighting.~ oi.
Gentlemen, you are right: you re

ject abstract theories. As practical
men, you are anxious only to free
the producer from foreign competi
tion and secure the national market
to national labor.

We now offer you an admirable
opportunity to apply your practice.
We are subjected to the intolerable
competition of a foreign rival whose
superior facilities for producing
light enable him to flood the French
market at so Iowa price as to take
away all our customers the moment
he appears, suddenly reducing an
important branch of French in
dustry to stagnation. This rival is
the sun.

We request a law to shut up all
windows, dormers, skylights, open
ings, holes, chinks, and fissures
through which sunlight penetrates.
Our industry provides such valua
ble manufactures that our country
cannot, without ingratitude, leave

us now to struggle unprotected
through so unequal a contest.

Do not repulse our petition as a
satire without hearing our reasons.
Your protection of artificial lighting
will .benefit every industry in
France. If you give us the monopoly
of furnishing light, we will buy large
supplies of tallow, coal, oil, resin,
wax, alcohol, silver, iron, bronze,
and crystal. Greater tallow con
sumption will stimulate cattle and
sheep raising. Meat, wool, leather,
and above all manure, that basis of
agricultural riches, will become
more abundant. Greater oil con
sumption will stimulate cultivation
of the luxuriant olive tree. Resinous
trees will cover our heaths. Swarms
of bees will gather upon our moun
tains the perfumed treasures now
cast useless upon the winds. In
short, granting our petition will
greatly develop· every branch of
agriculture.

Navigation will equally profit.
Thousands of vessels will soon be
employed in whaling, and thence
will arise a navy capable of
upholding the honor of France.
(Note the defense argument.)

Paris will become magnificent
with the glittering splendor of
gildings, bronzes, crystal chande
liers, lamps, reflectors, and
candelabras. When we and our
many suppliers have become rich, our
great consumption will contribute
to the prosperity of workers in
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every industry. Noone, not even
the poor resin manufacturer amidst
his pine forest nor the miserable
miner in his dark dwelling, will fail
to enjoy an increase of salary and
comforts. There is perhaps not one
Frenchman, from the rich stockhol
der to the poorest match-seller, who
is not interested in the success of
our petition.

We foresee your objections, gen
tlemen; but there is not one which
you will not have to take from the
free-traders and which is not op
posed to your practice. Do you ob
ject that the consumer must pay
the price of protecting us? You have
yourselves already answered the ob
jection. When told that the con
sumer is interested in free importa
tion ofiron, coal, corn, wheat, cloth,
etc., you have answered that the
producer is interested in their exclu
sion. You have always. acted to en
courage labor, to increase the de
mand for labor.

Will you say that sunlight is a
free gift, and that to repulse free
gifts is to repulse riches under
pretense of encouraging the means
of obtaining them? Take care-you
deal a death-blow to your own
policy. Remember: hitherto you
have always repulsed foreign pro
duce because it was an approach to
a free gift; and the closer this ap
proach, the more you have repulsed
the goods. You have, in obeying the
wishes of 9ther monopolists, acted

only from a half-motive; to grant
our petition there is a much fuller
inducement. To turn us down just
because our case is much stronger
than any previous one would be to
accumulate absurdity upon ab
surdity.

When we buy a Portuguese or
ange at half the price of a French
orange, we in effect get it half as a
gift. If you protect national labor
against the competition of a half
gift, what principle justifies allow
ing the importation of something
just because it is entirely a gift?
You are no logicians if, refusing the
half-gift as hurtful to human labor,
you do not with double zeal. reject
the full gift.

The difference in price between an
imported article and the corre
sponding French articles is a free
gift to us. The bigger the difference,
the bigger the gift. It is as complete
as possible when the producer gives
us his goods entirely free, as the sun
does with light. The question is
whether you wish for France the
benefit of free consumption or the
supposed advantages of laborious
production. Choose, but be consis
tent. And is it not the height of in
consistency to check as you do the
importation of foreign goods merely
because and even in proportion as
their price approaches zero, while at
the same time you freely admit the
light of the sun, whose price during
the whole day is at zero? f)



and
Deficits Do

Henry Hazlitt

THE DIRECT CAUSEpf i,ttflafioJ;1 is the
issuance of an~ce~!sive~.~ount of
paper money. ~ mostg!:Irequent
cause of the issuance of ~too much
paper money is a government
budget deficit.

The majority of economists have
long recognized this, but the ma
jority of politicians have studiously
ignored it. One result, in this age of
inflation, is that economists have
tended to put too much emphasis on
the evils of deficits as such and too
little emphasis on the evils of ex
cessive government spending,
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ron's, Human Events and many others. Best known
of his books are Economics in One Lesson, The
Failure of the "New Economics," The Foundations
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tion.

whether the budget is balanced or
not.

So it is desirable to begin with the
question, What is the effect of
government spending on the
economy-even if it is wholly
covered by tax revenues?

The economic effect of govern
ment spending depends on what the
spending is for, compared with
what the private spending it
displaces would be for. To the ex
tent that the government uses its
tax-raised money to provide more
urgent services for the community
than the taxpayers themselves
otherwise would or could have pro
vided, the government spending is
beneficial to the community. To the
extent that the government pro
vides policemen and judges to pre
vent or mitigate force, theft, and

117
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fraud, it protects and encourages
production and welfare. The same
applies, up to a certain point, to
what the government pays out to
provide armies and armament
against foreign aggression. It ap
plies also to the provision by city
governments of sidewalks, streets,
and sewers, and to the provision by
States of roads, parkways, and
bridges.

But government expenditure
even on necessary types of service
may easily become excessive.
Sometimes it may be difficult to
measure exactly where the point of
excess begins. It is to be hoped, for
example, that armies and arma
ment may never need to be used,
but it does not follow that pro
viding them is mere waste. They are
a form of insurance premium; and in
this world of nuclear warfare and in
cendiary slogans it is not easy to
sa¥ how big a premium is enough.
The exigencies of politicians seek
ing re-election, of course, may very
quickly lead to unneeded roads and
other public works.

Welfare Spending

Waste in government spending in
other directions can soon become
fla.grant. The money spent on
various forms of relief, now called
"social welfare," is more responsi
ble for the spending explosion of the
U.S. government than any other
type of outlay. In the fiscal year

1927, when total expenditures of
the federal government were $2.9
billion, a negligible percentage of
that amount went for so-called
welfare. In fiscal 1977, when pro
spective total expenditures have
risen to $394.2 billion-136 times as
much-welfare spending alone
(education, social services,
Medicaid, Medicare, Social Securi
ty, veterans benefits, etc.) comes to
$205.3 billion, or more than half the
total. The effect of this spending is
on net balance to reduce produc
tion, because most of it taxes the
productive to support the un
productive.

As to the effect of the taxes levied
to pay for the spending, all taxation
must discourage production to
some extent, directly or indirectly.
Either it puts a direct penalty on
the earning of income, or it forces
producers to raise their prices and
so diminish their sales, or it
discourages investment, or it
reduces the savings available for in
vestment; or it does all of these.

Some forms of taxation have
more harmful effects on production
than others. Perhaps the worst is
heavy taxation of corporate earn
ings. This discourages business and
output; it reduces the employment
that the politicians profess to be
their primary concern; and it
prevents the capital formation that
is so necessary to increase real pro
ductivity, real income, real wages,
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real welfare. Almost as harmful to
incentives and to capital formation
is progressive personal income tax
ation. And the higher the level of
taxation the greater the damage it
does.

Disruption of the Economy

Let us consider this in more
detail. The greater the amount of
government spending, the more it
depresses the economy. In so far as
it is a substitute for private spend
ing, it does nothing to "stimulate"
the economy. It merely directs
labor and capital into the produc
tion of less necessary goods or ser
vices at the expense of more
necessary goods or services. It
leads to malproduction. It tends to
direct funds out of profitable
capital investment and into im
mediate consumption. And most
"welfare" spending, to repeat,
tends to support the unproductive
at the expense of the productive.

But more importantly, the higher
the level of government spending,
the higher the level of taxation.
And the higher the level of taxa
tion, the more it discourages,
distorts, and disrupts production.
It does this much more than propor
tionately. A 1 per cent sales tax,
personal income tax, or corporation
tax would do very little to
discourage production, but a 50 per
cent rate can be seriously disrup
tive.. Just as each additional fixed

increment of income will tend. to
have a diminishing marginal value
to the receiver, so each additional
subtraction from his income will
mean a more than proportional
deprivation and disincentive. The
adjective "progressive" usually car
ries an approbatory connotation,
but an income tax can appropriate
ly be called "progressive" only in
the sense that a ·disease can be
called progressive. So far as its ef
fect on incentives and production
are concerned, such a tax is increas
ingly retrogressive or repressive.

Total Spending the Key

Though, broadly speaking, only a
budget deficit tends to lead to infla
tion, the recognition of this truth
has led to a serious underestimation
of the harmfulness of an exorbitant
level of total government spending.
While a budget balanced at a level
of $100 billion for both spending
and tax revenues may be acceptable
(at, say, 1977's level of national in
come and dollar purchasing power),
a budget balanced at a level.above
$400 billion may in the long run
prove ruinous. In the same way, a
deficit of $50 billion at a $400 billion
level of spending is far more
ominous than a deficit of the same
size at a spending level of $200
billion.

An exorbitant spending level, in
sum, can be as great or a greater
evil than a huge deficit. Everything
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depends on their relative size, and
on their combined size compared
with the national income.

Let us look first at the effect of a
deficit as such. That effect will de
pend in large part on how the deficit
is financed. Of course if, with a
given level of spending, a deficit of,
say, $50 billion is then financed by
added taxation, it ceases by defini
tion to be a deficit. But it does not
follow that this is the best course to
take. Whenever possible (except,
say, in the midst of a major war) a
deficit should be eliminated by
reducing expenditures rather than
by increasing taxes, because of the
harm the still heavier taxes would
probably do in discouraging and
disorganizing production.

I t is necessary to emphasize this
point, because every so often some
previous advocate of big spending
suddenly turns "responsible," and
solemnly tells conservatives that if
they want to be equally responsible
it is now their duty to "balance the
budget" by raising taxes to cover
the existing and planned expen
ditures. Such advice completely
begs the question. It tacitly
assumes that the existing or
planned level of expenditures, and
all its constituent items, are ab
solutely necessary, and must be ful
ly covered by increased taxes no
matter what the cost in economic
disruption.

We have had 39 deficits in the 47

fiscal years since 1931. The annual
spending total has gone up from
$3.6 billion in 1931 to $394.2 bil
lion-lID times as much-in 1977.
Yet the argument that we must
keep on balancing this multiplied
spending by equally multiplied tax
ation continues to be regularly put
forward. The only real solution is to
start slashing the spending before it
destroys the economy.

Two Ways to Pay

Given a budget deficit, however,
there are two ways in which it can
be paid for. One is for the govern
ment to pay for its deficit outlays
by printing and distributing more
money. This may be done either
directly, or by the government's
asking the Federal Reserve or the
private commercial banks to buy its
securities and to pay for them
either by creating deposit creclits or
with newly issued inconvertible
Federal Reserve notes. This of
course is simple, naked inflation.

Or the deficit may be paid for by
the government's selling its bonds
to the public, and having them paid
for out of real savings. This is not
directly inflationary, but it merely
leads to an evil of a different kind.
The government borrowing com
petes with and "crowds out"
private capital investment, and so
retards economic growth.

Let us examine this a little more
closely. There is at any given time a ,
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total amount of actual or potential
savings available for investment.
Government statistics regularly
give estimates of these. The gross
national product in 1974, for exam
ple, is given as $1,499 billion. Gross
private saving was $215.2
billion-14.4 per cent of this-of
which $74 billion consisted of per
sona] saving and $141.6 billion of
gross business saving. But the
Federal budget deficit in that year
was $11.7 billion, and in 1975 $73.4
billion, seriously cutting down the
amount that could go into the
capital investment necessary to in
crease productivity, real wages, and
real long-run consumer welfare.

Sources and Uses of Capital

The government statistics
estimate the amount of gross
private domestic investment in
1974 at $215 billion and in 1975 at
$183.7 billion. But it is probable
that the greater part of this
represented mere replacement of
deteriorated, worn-out, or obsolete
plant, equipment, and housing, and
that new capital formation was
much smaller.

Let us turn to the amount of new
capital supplied through the securi
ty markets. In 1973, total new
issues of securities in the United
States came to $99 billion. Of these,
$32 billion consisted of private cor
porate stocks and bonds, $22.7
billion of state and local bonds and

notes, $1.4 billion of bonds of
foreign governments, and $42.9
billion of obligations of the U.S.
government or of its agencies. Thus
of the combined total of $74.9
billion borrowed by the U.S.
government and by private in
dustry, the government got 57 per
cent, and private industry only 43
percent.

The crowding-out argument can
be stated in a few elementary pro
positions. 1. Government borrow
ing competes with private borrow
ing. 2. Government borrowing
finances government deficits.
3. What the government borrows is
spent chiefly on consumption, but
what private industry borrows
chiefly finances capital investment.
4. It is the amount of new capital in
vestment that is chiefly responsible
for the improvement of economic
conditions. '

The possible total of borrowing is
restricted by the amount of real
savings available. Government bor
rowing crowds out private borrow
ing by driving up interest rates to
levels at which private manufac
turers who would otherwise have
borrowed for capital investment are
forced to drop out of the market.

Why the Deficits?

Yet government spending and
deficits keep on increasing year by
year. Why? Chiefly because they
serve the immediate interests of
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politicians seeking votes, but also
because the public still for the most
part accepts a set of sophistical ra
tionalizations.

The whole so-called Keynesian
doctrine may be summed up as the
contention that deficit spending,
financed by borrowing, creates
employment, and that enough of it
can guarantee "full" employment.
The American people have even had
foisted upon them the myth of a
"full-employment budget." This is
the contention that projected
Federal expenditures and revenues
need. not be, and ought not to be,
those· that would bring a real
balance of the budget under actual
ly existing conditions, but merely
those that /would balance the
budget if there were "full employ
ment."

To quote a more technical ex
planation (as it appears, for exam
ple, in the Economic Report of the
President of January, 1976): "Full
employment surpluses or deficits
are the differences between what
receipts and expenditures are
estimated to be if the economy were
operating at the potential output
level consistent with a 4 per cent
unemployment" (p. 54).

A table in that report shows what
the differences would have been for
the years 1969 to 1975, inclusive,
between the actual budget and the
so-called full-employment budget.
For the calendar year 1975, for ex-

ample, actual receipts were $283.5
billion and expenditures $356.9
billion, leaving an actual budget
deficit of $73.4 billion. But in condi
tions of full employment, receipts
from the same tax rates might have
risen to $340.8 billion, and expen
ditures might have fallen to $348.3
billion, leaving a deficit not of $73.4
billion but only of $7.5 billion.
Nothing to worry about.

Priming the Pump

Nothing to worry about, perhaps,
in a dream world. But let us return
to the world of reality. The implica
tion of the full-employment budget
philosophy (though it is seldom
stated explicitly) is not only that in
a time of high unemployment it
would make conditions even worse
to aim at a real balance of the
budget, but that a full-employment
budget can be counted on to bring
full employment.

The proposition is nonsense. The
argument for it assumes that .the
amount of employment or unem
ployment depends on the amount of
added dollar "purchasing power"
that the government decides to
squirt into the economy. Actually
the amount of unemployment is
chiefly determined by entirely dif
ferent factors-by the relations in
various industries between selling
prices and costs, between particular
prices and particular wage-rates; by
the wage-rates exacted by strong
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unions and strike-threats; by the
level and duration of unemploy
ment insurance and relief payments
(making idleness more tolerable or
attractive); by the existence and
height of legal minimum-wage
rates, and so on. But all these fac
tors are persistently ignored by the
full-employment budgeteers and by
all the other advocates of deficit
spending as the great panacea for
unemployment.

One-Way Formula

It may be worth while, before we
leave this subject, to point to one or
two of the practical consequences of
a consistent adherence to a full
employment-budget policy. In the
twenty-eight years from 1948 to
1975 inclusive, there were only
eight in which unemployment fell
below the government target-level
of 4 per cent. In all the other years
the full-employment-budgeteers
(perhaps we should call them the
fulembudgers for short) would have
prescribed an actual deficit. But
they say nothing about achieving a
surplus in the full-employment
years, much less about its desirable
size. Presumably they would con
sider any surplus at all, any repay
ment of the government debt, as ex
tremely dangerous at any time. So a
prescription for full-employment
budgeting might not produce very
different results in practice from a
prescription for perpetual deficit.

Perhaps an even worse consequence
is that as long as this prescription
prevails, it can only act to divert at
tention from the real causes of
unemployment and their real cure.

Perhaps a word needs to be said
about the fear of a surplus that has
developed in recent decades-ever
since about 1930, in fact. This of
course is only the reverse side of the
myth that a deficit is needed to
"stimulate" the economy by
Hcreating purchasing power." The
only way in which a surplus could
do even temporary harm would be
by bringing about a sudden
substantial reduction in the money
supply. It could do this only if the
bonds paid off were those held by
the banking system against which
demand deposits had been created.
But in 1976, out of a gross public
debt of $620.4 billion, $92.3 billion
were held by commercial banks and
$94.4 billion by Federal Reserve
banks. This left $433.7 billion, or
about 70 per cent, in nonbanking
hands. This could be retired, say
over fifty years, without shrinking
the money supply in the least. And
if the public debt were retired at a
rate of $5 billion or $10 billion a
year, private holders would have
that much more to invest in private
industry.

The Phillips Curve

A myth even more pernIcIous
than the full-employment budget,
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and akin to it in nature, is the
Phillips Curve. This is the doctrine
that there is a "trade-off" between
employment and inflation, and that
this can be plotted on a precise
curve-that the less inflation, the
more unemployment, and the more
inflation the less unemployment.
But this incredible doctrine is more
directly related to currency issue
than to government spending and
deficits, and can best be examined
elsewhere.

In conclusion: Chronic excessive
government spending and chronic
huge deficits are twin evils. The
deficits lead more directly to infla
tion, and therefore in recent years
they have tended to receive a dis
proportionate amount of criticism

Economic Growth

from economists and editorial
writers. But the total spending is
the greater evil, because it is the
chief political cause of the deficits.
If the spending were more moder
ate, the taxes to p.ay for it would
not have to be so oppressive, so
damaging to incentive, so destruc
tive of employment and production.
So the persistence and size of
deficits, though serious, is a
derivative problem; the primary
evil is the exorbitant spending, the
Leviathan "welfare" state. If the
spending were brought within
reasonable bounds, the taxes to pay
for it would not have to be so
burdensome and demoralizing, and
politicians could be counted on to
keep the budget balanced. ,

IDEAS ON

LIBERTY

IN A FREE SOCIETY protected against violence and fraud, economic
growth is an automatic process. It takes place as a result of the desire
of individuals to better the material condition of themselves and their
families. In this endeavor, people save, invest, devise new and better
tools, invent new products and new processes, and employ other people
in order to operate more efficiently and on a large scale. In this respect,
individual proprietors and corporations behave in essentially the same
way. Under the spur of competition and the profit motive, they strive
constantly to produce more and better products at a lower cost. The
result is economic growth.

ALBERT c. WILCOX



A REVIEWER'S NOTEBOOK

My Years With

JOHN CHAMBERLAIN

Ludwig
von

Mises

Margit von Mises' book about her
husband, My Years with Ludwig
von Mises (Arlington, $9.95), is,
first of all, a. deeply tender memoir
of the human side of a genius.
Though Mises was "Lu" to his
devoted .friends such as Henry
Hazlitt and Larry Fertig, he was
not a man to court intimacy. He
could be beautifully, and even
humorously, explicit about all man
ner of topics (who can forget his dis
quisition on the production-and
resulting pleasures-of cham
pagne?), but when it came to the
topic of himself there was never a
word. I t was rumored that he had a
weakness (who said that he almost

forgave the Austrian State for sub
sidizing opera?), but his relentless
consistency about general ideas
seemed to preclude private preoccu
pations. When he died in 1973 there
were innumerable tributes to his
work, but nothing much about him
as a human being.

The desire to bring the real Mises
closer to his friends became" almost
an obsession" with Margit von
Mises. She knew, as no one else did,
her husband's need for love and af
fection, and she also knew his
hesitancies. As she says, they did
not live in Paradise. During a long
engagement that virtually coin
cided with the protracted agonies of
an Austria that was waiting for a
depression to end and a Hitler to
pounce, she suffered while Lu
"fought himself." She was deeply in
love with him, but he had what to
him was a frightening decision to
make.

The work he had cut out for him
self involved nothing less than the
complete destruction of socialism
as a respected system of ideas. He

125
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regarded his vocation as a
priesthood. She had two children by
a previous marriage who could be
disruptive to a quiet home. Though
he had time for diversions (they
went mountain climbing together),
sometimes she did not see him for
weeks. She spent time in London to
refresh her English and to qualify
as a translator of plays for the Vien
nese theatre. He, knowing that
Austria was doomed, left Vienna in
1934 to join Professor William Rap
pard's faculty at the Institute des
Hautes Etudes in Geneva.

When, after innumerable separa
tions, they were finally married, the
result, for Margit, was a happy
anti-climax: Lu adapted himself to
marriage more quickly than she did.
He never once referred to the thir
teen years of their engagement dur
ing thirty-five years. of subsequent
marriage, a silence she still finds
puzzling. But, though Lu had a
sometimes volcanic temper which
had nothing to do with herself, the
contrast between them made him
feel complemented. "I am the
human touch in your life," she said.
"You are more than that," he said,
". .. you always are in a good
mood."

The History of Ideas

Margit Mises says her book will
hardly answer any question about
economics. Maybe not, but she
answers at least a thousand ques-

tions about economic· history. Her
story will prove indispensable to
anyone who want& to understand a
migration of thought that may, in
the end, be the saving of America
and the whole western world. The
convulsion that sent the living car
riers of the Carl Menger Austrian
school of economics· to Geneva and
London, to New York and Chicago,
came at a time when Keynesianism
had practically obliterated the
classical liberal economics of the
past.

It is perfectly true that Statist
economics had its native-born
enemies in the London of Lionel
Robbins and in the Chicago of
Henry Simons, Frank Knight and
Milton Friedman. But what phe
nomenon had the effect of Mises'
famous seminar at New York Uni
versity, which lasted from 1948 to
1969? Scores of young dissenters
from the accepted Keynesian con
ventions sharpened their sense of
economic logic at Mises' feet. And
they did much more than that. They
also learned, as a letter quoted by
Margit Mises explains, that "the
realm of ethics is not something
which is outside of that of economic
action." A.jotting from a notebook
(that of Jack .Holman, a licensed
engineer with a Ph.D. in economics)
has Mises saying "one of the in
dispensable prerequisites of a
mastery of economics is a perfect
knowledge of history, the history of
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ideas and of civilization ... To
know one field well,· one must also
know other fields. "

Around the World

The percolation of ideas is an
endlessly fascinating topic, and
Margit von Mises adds scores of
details that. will enable her readers
to track the penetration of Mises'
philosophy to the most unlikely
places. If Latin America is ever to
come to its economic senses, Mises'
"two months in Mexico," which
Margit describes with great feeling,
will have had much to do with it.
And if Marx is ever to be aban
doned in places now behind the Iron
and Bamboo curtains, it will be
because of Mises' root perception
that the problem of economic calcu
lation is impossible to solve under
socialism. Communism depends on
its trade with free economies for its
pricing tips, and if there were no
cross-border traffic with the
capitalist devil the very concept of
socialist planning would become a
shambles for lack of measuring
rods.

This truth, set forth in a Mises
book translated from the German
with the English title of Socialism:
made a profound impression on
Hayek,.Roepke and others who read
it in the early Twenties. This was a
little before Margit's introduction
to Lu, but the story of Socialism's
influence on Hayek's generation is

covered in a tribute to Mises which
Hayek contributes as an appendix
to Margit's memoir.

"Human Action"

For Hayek, Socialism still re
mains the "most memorable and
decisive production of Professor
Mises' career." But he thinks
Human Action, which covers a
wider field than political economy,
will in the long run prove as impor
tant as Socialism has been. Margit
Mises tells the whole story of the
publication of Human Action in
America. It was due to the uncon
ventional boldness of Eugene
Davidson that the Yale University
Press dared ·to acceptHuman Ac
tion in spite of the Keynesian and
Marxian shibboleths that prevailed
on the campuses of the Forties.
After Davidson left New Haven to
go to Chicago, the Yale Press
messed up a second edition of
Human Action. Margit asks a perti
nent question: "Who was the guilty
party causing the unbelievably bad
printing job?" Mises was deeply
hurt by what he called "scandalous
botchery. "

Margit Mises has an eye and an
ear for character, and her book
throngs with beautifully charac
terized people. Leonard Read, Hans
Sennholz, Henry Hazlitt, Larry Fer
tig, Murray Rothbard, Sylvester
Petro, Percy and Bettina Greaves,
Albert Hahn and Philip Cortney, all



128 THE FREEMAN February

of them friends and many of them
students of Mises, appear and reap
pear as Margit Mises tells of her
husband's travels and seminars.
Better than total recall, Margit
Mises has significant recall. Her
own story as a young actress on the
Vienna and Hamburg stage during

HANDSOME BLUE LEATHERLEX

World War I and after conjures up
pulsating pictures of a forgotten
world. She protests that she is an
amateur writer, but she is actually
as skilled as any professional. Those
years when she was translating
plays for the Vienna theatre have
paid off. ,
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THINK TWICE*

*Bejore
You Disparage

Perry E. Gresham Capitalism

"Everybody for himself, said the
elephant as he danced around
among the chickens. " This lampoon
of capitalism came from a Canadian
politician. The word "capitalism"
has fallen into disrepute. It is
associated with other pejorative
terms such as "fat cat," "big
business," "military-industrial
comple~," "greedy industrialists,"
"stand patters, " "reactionaries,"
and "property values without
regard to human values." Many
serious scholars look on capitalism
as a transitional system between
late feudalism and inevitable
socialism.

Adam Smith has been associated
with the word "capitalism" even
though he did not use the term. He

Dr. Gresham is President Emeritus, Bethany Col
lege, Bethany, West Virginia.

did not so much as refer to capital
by that name, but used the word
"stock" to describe what we call
capital. Karl Marx wrote in
response to Adam Smith's Wealth
ofNations and called his great work
Das Kapital. There was disparage
ment and scorn-even hate-for the
ideas of the free market economy.
The term capitalism has been less
than appealing to many people
since that time even though they
know little about the contents of
the Marx benchmark in political
economy.

Some political economists who
cherish individual liberty and the
free market have suggested that a
new name be found to describe
economic liberty and individual
responsibility. Until a new name ap
pears, however, the thoughtful per-

131
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son does well to think twice before
he disparages the market economy
with all of its implications implied
by the term capitalism since there is
now no ready alternative available
for reasonable discourse.

Is the System Outmoded?

Many thoughtful citizens of
America think of capitalism as a
quaint and vanishing vestige of our
Yankee industrial beginnings. With
burgeoning population, urbaniza
tion and industrialization, they
argue, capitalism disappears. They
are not quite ready to embrace
socialism, but they heartily approve
government planning and interven
tion. John Kenneth Galbraith, ar
ticulate" spokesman for the liberal
establishment, calls for the open ac
claim of a new socialism which he
believes to be both imminent and
necessary. "The new socialism
allows of no acceptable alter
natives; it cannot be escaped except
at the price of grave discomfort,
considerable social disorder and, on
occasion, lethal damage to health
and well-being. The new socialism is
not ideological; it is compelled by
circumstance. "1

At first blush, the Marxian
assumption of economic deter
minism is quite plausible, but I do

1Galbraith, John Kenneth, Economics and
the Public Purpose (Boston: Houghton Mifflin
Company, 1973), p. 277.

not believe it can stand up to the
scrutiny of experience. My study of
history leads me to assume with
many of my thoughtful colleagues
that. free people can, within certain
limits, choose their own systems of
political economy. This is precisely
what happened in West Germany at
the time of Ludwig Erhard. The
Germans chose capitalism rather
than the socialism recommended by
many American, British, and Con
tinental economists and politicians.
It is my opinion that Americans can
and should call for a renewal of
capitalism rather than a new
socialism.

Capitalism has been neither
understood nor sympathetically
considered by most contemporary
Americans. Capitalism is a radical
and appealing system of political
economy which needs a new and
favorable review. The new socialism
has never been tried. The old
socialism is not very inviting. Con
sider Russia, China, Cuba, Chile,
and now Britain. Capitalism has
been tried with the most amazing
success in all history. What is the
nature of a political and economic
system which has made the poor
people of America more prosperous
than the rich of many countries
operating under State control?
Here are my paragraphs in praise of
capitalism. They are somewpat
lyrical but grounded in fact and
open to review.
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An Enviable Record
Capitalism is the one system of

political economy which works, has
worked and, given a chance, will
continue to work. The alternative
system is socialism. Socialism is
seductive in theory, but tends
toward tyranny and serfdom in
practice.

Capitalism was not born with The
Wealth of Nations, nor will it die
with Das Kapital. It is as old as
history and as new as a paper route
for a small boy. Capitalism is a
point of view and a way of life. Its
principles apply whether or not
they are understood, approved and
cherished.

Capitalism is no relic of Colonial
America. It has the genius of
freedom to change with the times
and to meet the challenges of big in
dustries, big unions, and big
government if it can free itself from
the restraints of interest-group in
tervention which eventuates in
needless government expansion and
spending. Let the market work, and
the ambition of each individual will
serve the common good of society.

Capitalism is an economic system
which believes with Locke and Jef
ferson that life, liberty, and proper
ty are among the inalienable rights
of man.

Capitalism denies the banal
dichotomy between property values
and human values. Property values
are human values. Imagine the dis-

junction when it is applied to a per
son with a mechanical limb or a car
diac pacemaker. The workman with
his tools and the farmer with his
land are ~lmost as dramatic in the
exemplification of the identity be
tween a person and his property.

Capitalism is belief in man-an
assumption that prosperity and
happiness are best achieved when
each person lives by his own will
and his own intelligence. Each per
son is a responsible citizen.

Limited Government

Capitalism recognizes the poten
tial tyranny of any government.
The government is made for man;
not man for the government.
Therefore, government should be
limited in size and function, lest free
individuals lose their identity,
become wards of the State. Frederic
Bastiat has called the State a
"great fiction wherein everybody
tries to live at the expense of
everybody else."

Capitalism denies the naive and
mystic faith in the State to control
wages and prices. A fair price is the
amount agreed upon by the buyer
and seller. Competition in a free
market is far more trustworthy
than any government ad
ministrator. The government is a
worthy defense against force and
fraud, but the market is much bet
ter at protecting against monopoly,
inflation, soaring prices, depressed
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wages and the problems of scarcity.
Capitalism works to the advantage
of consumer and worker alike.

Capitalism denies the right of
government to take the property of
a private citizen at will, or to tax
away his livelihood at will, or to tell
him when and where he must work
or how and where he must live.
Capitalism is built on the firm foun
dation of individual liberty.

Capitalism believes that every
person deserves an opportunity.
"All men are created equal" in
terms of opportunity, but people
are not equal-nor should they be.
How dull a world in which nobody
could outrun anybody! Competition
is a good thing no matter how much
people try to avoid it. Equality and
liberty are contradictory.
Capitalism chooses liberty!

Equality of Opportunity

Capitalism gives a poor person an
opportunity to- become rich. It does
not lock people into the condition of
poverty. It calls on every individual
to help his neighbor, but not to
pauperize him with making him
dependent. Independence for every
person is the capitalist ideal.

When a person contracts to work
for a day, a week, or a month before
he is paid, he is practicing
capitalism. It is a series of con
tracts for transactions to be com
pleted in the future. Capitalism is
promise and fulfillment.

Capitalism offers full employ
ment to those who wish to work.
The worker is free to accept a job at
any wage he can get~ He can join
with his fellows in voluntary
association to improve his salary
and working conditions. He can
change jobs or start his own
business. He relies on his ability to
perform rather than on the coercive
power of the State to force his
employment.

Capitalism is color-blind. Black,
brown, yellow, red and white are
alike in the market place. A person
is regarded for his ability rather
than his race. Economic rewards in
the market place, like honor and ac
claim on the playing field, are pro
portionate to performance. The per
son who has the. most skill, ability
and ingenuity to produce is paid ac
cordingly by the people who value
and need his goods and services.

Trust in the Market

Capitalism is a belief that nobody
is wise enough and knows enough to
control the lives of other people.
When eaeh person buys, sells, con
sumes, produces, saves, and spends
at will, what Leonard Read calls
"the miracle of the market" enables
everyone to benefit.

Capitalism respects the market
as the only effective and fair means
of allocating scarce goods. A free
market responds to shortages and
spurs production by rising prices.
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Arbitrary controls merely accept
and keep the shortages. When ris
ing prices inspire human ingenuity
to invent and produce, the goods
return and prices fall.

Nobody knows enough to build an
airplane ora computer, but hun
dreds of people working together
perform these amazing acts of crea
tion. This is the notable human
achievement which Adam Smith
called "The Division of Labor."

Capitalism derives its name from
the fact that capital is essential to
the success of any venture whether
it involves an individual, a corpora
tion, or a nation-state. Capital is
formed by thrift. The person who
accumulates capital is personally
rewarded and, at the same time, a
public benefactor.

Capitalism makes every person a
trustee of what he has. It appoints
him general manager of his own life
and property, and it holds him
responsible for that trusteeship.

Church and Family Ties

Capitalism is a natural ally of
religion. The Judeo-Christian doc
trines of stewardship and vocation
are reflected in a free market
economy. Churches and synagogues
can be free and thriving with
capitalism. When the churches
falter, the moral strength of
capitalism is diminished.

Capitalism depends on the family
for much of its social and moral

strength. When the family
disintegrates, the capitalist order
falls into confusion and disarray.
The motive power for the pursuit of
life, liberty, and property is in the
filial and parental love of a home
with its dimensions of ancestry and
posterity.

Capitalism enables entrepreneurs
to be free people, taking their own
risks and collecting their own
rewards.

Work is a privilege and a virtue
under capitalism. Leisure is
honored, but idleness is suspect.
The idea that work is a scourge and
a curse has no place in the climate of
capitalism.

Capitalism holds profits derived
from risk and investment to be as
honorable as wages or rent.
Dividends paid to those who invest
capital in an enterprise are as wor
thy as interest paid to a depositorin
a savings bank. The idea abroad
that risk capital is unproductive is
patently false.

The Voluntary Way

Capitalism honors and promotes
charity and virtue. True charity
cannot be compelled. Universities,
hospitals, social agencies, are more
satisfactory and more fun when
they derive from voluntary support.
Money taken by force and bestowed
by formula is no gift.

The consumer is sovereign under
capitalism. No bureaucrat,
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marketing expert, advertiser, politi",
dan, or self-appointed protector can
tell him what to buy, sell, or make.

Capitalism encourages invention,
innovation and technological ad
vance. Creativity cannot be legis
lated. Only free people can bring
significant discovery to society.
Thomas A. Edison was not commis
sioned by the government.

The concept of free and private
enterprise applies to learning and
living as well as to the production of
goods and services. When a student
learns anything it is his own.
Nobody, let alone a state, ever
taught anybody anything. The
State can compel conformity of a
sort, but genuine learning is an in
dividual matter-an act of free
enterprise and discovery.

Respect for the Individual

Capitalism honors the liberty and
dignity of every person. The private
citizen is not regarded as a stupid
dupe to every crook and con man.
Re is regarded as a free citizen
under God and under the law-able
to make his own choices; not a ward
of the State who must be protected
by his self-appointed superiors who
administer government offices.

Capitalism is a system which
distributes power to the worker, the
young, the consumer and the disad
vantaged by offering freedom for
voluntary organization, dissent,
change, choice and political

preference, without hindrance from
the police power of government.

The renewal of capitalism could
be the renewal of America. Nothing
could be more radical, more timely,
or more beneficial to the responsible
and trustworthy common people
who are now beguiled by the soft
and seductive promises of the new
socialism.

No political and economic system
is perfect. Plato's Republic was in
heaven-not on earth. If people
were all generous and good,any
system would work. Since people
are self-centered, they are more free
and happy in a system which allows
the avarice and aggressiveness of
each to serve the best interest of all.
Capitalism is such a system. It is
modestly effective even in chains.
The time has come for daring people
to release it and let us once more
startle the world with the initiative
and productivity of free people!

Some of my academic colleagues
will deny, dispute, or scorn the
foregoing laudatory comments
about capitalism. They will say that
socialism benefits the poor, the
young, the consumer, the
minorities, and that capitalism pro
tects the rich and the powerful.
When discussion is joined, however,
they will argue in terms of politics
rather than economics, ideology
rather than empirical evidence, and
they will accuse me of doing the
same. When the most persuasive
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case is produced, it will not con
vince. Political opinions are not
changed by rational argument.

A Call for Renewal

Those who have socialist
ideological preferences are merely
annoyed to arrogance and disdain
by such honest appreciation of
capitalism as I have presented.
Those scholars, however, who like
Ludwig Von Mises, Friedrich
Hayek, and Milton Friedman have
explored the relevance of capitalism
to our present predicament, will
join in the call for renewal of a
system that works. Those who, like
the late Joseph Schumpeter, have
watched the apparently relentless
disintegration of capitalism, and
have concluded that socialism will
work, albeit with painful disad
vantages, will heave a long sad sigh
of regret at the passing of the hap
py and prosperous capitalist way of
life. They will, as people must, ac
cept what appears from their
perspective inevitable, and try to
make the best of the gray and level
life of socialism.

Schumpeter, however, was no
defeatist. He was a perceptive
analyst of human affairs. In the
preface to the second edition of his
magnum opus he wrote, "This,

finally, leads to the charge of
'defeatism.' I deny entirely that
this term is applicable to a piece of
analysis. Defeatism denotes a cer
tain psychic state that has meaning
only in reference to action. Facts in
themselves and inferences from
them can never be defeatist or the
opposite whatever that might be.
The report that a given ship is sink
ing is not defeatist. Only the spirit
in which this report is received can
be defeatist: The crew can sit down
and drink. But it can also rush to
the pumps."2

Friends of'liberty, to the pumps!
Those who love liberty more than

equality, those who are uneasy with
unlimited government, those who
have faith in man's ability to shape
his own destiny, those who have
marveled at the miracle of the
market will join me in this call for
renewal of this simple, reasonable,
versatile and open system of
capitalism which has worked, is
working, and will work if freed from
the fetters of limitless state in
tervention. The choice, I believe, is
ours. The alternative is the stifling
sovereign state. ,

2Schumpeter, Joseph, Capitalism, Socialism
and Democracy (New York: Harper and Row,
1950), p. xi.

Reprints available in attractive pamphlet:
4 copies $1.00; 25 copies or more, 15 cents each.
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Anyone
for

Utopia

Lois H. Sargent

NUMEROUS WRITERS, pained by what
they considered the faults of the
social-economic life of their times
devised what they believed was an
ideal society: Utopia. Among them
was Edward Bellamy, who
presented his theories in a novel,
Looking Backward, published in
1888. The book made quite a stir in
literary circles and was praised en
thusiastically by the Fabian
Socialists of that day.

Today's readers would find the
novel slow and prosaic. So for those
who have never read it, herewith is
a brief resume of the story. The
hero, a Mr. West, falls into a sleep
induced by hypnotism, in a subter
ranean room in the home he is
building. The date is May 30, 1887.
He wakes up in September, 2000
A.D., when the room, with the still
sleeping occupant, is discovered by
builders working in the area. (Mr.
West's house was destroyed by fire
shortly after he began his long nap.)
He is revived by a doctor who has
built a home on the site. The doctor,
his wife and daughter accept Mr.
West as a guest and proceed to
show him the changes that have
taken place since 1887. The dif
ferences between life in the two eras
is compared in considerable detail,
with "Utopia" always adjudged
superior.

The reader might be impressed by
Mrs. Sargent is a free·lance writer from Springfield,
Missouri.



1977 ANYONE FOR UTOPIA? 139

the limpid prose until he compares
Mr. Bellamy's ideas for the year
2000 with the realities of 1977.
Then, anyone with a sense of humor
will find the romantic fantasy more
a farce than a prophecy to be taken
seriously.

Since Mr. Bellamy was not a
psychic, his imagination to some
degree was limited: He could com
ment with confidence on the
telegraph and railroad, known in
1887, and even mention electricity
to be used as heating and lighting.
This was a good guess. Thomas
Edison had already created the
light bulb, though it was not yet
perfected for home use. Not until
1892 when Steinmetz developed
alternating current was electricity
made available as a public utility.
Mr. Bellamy described artificial
lighting, but did not connect it with
electricity or explain its source.
Casual reference was made to labor
saving inventions, but these were
not described.

So the author's picture of life in
2000 lacked most of the
achievements of industry now
taken for granted in 1977. There
was no electric refrigeration, air
conditioning, radio, television, mov
ing pictures, phonographs, elec
trical household appliances. Nor
were there calculators or computers
which surely would have simplified
the technical processes of con
ducting the intricate labor and pro-

(

duction system of that imagined
future. There was no hint of such
practical items. Utopians seem
never to give thought to the
mechanics of management and
operation of their imagined
systems.

No Radios, Cars or Planes

The author did envision a
transmission of music by telephone,
but failed to conceive the radio
which evolved from already known
telegraphy. And, there were -no
motor cars or airplanes in Mr.
Bellamy's Utopia.

There was one unique device that
intrigued me. He told of a water
proof covering which let down high
above the sidewalks when it rained,
to protect pedestrians. Apparently
it descended like a benediction from
Heaven, for the author fai,led to
describe the machanism that
operated this feature. An observa
tion that provoked a laugh was that
there had been little change in
fashions of dress and home fur
nishings during the century. The
idea of pants suits for women pro
bably would have horrified Mr.
Bellamy.

If the author, no doubt proud of
his vision for the year 2000, were to
come alive today and see the amaz
ing inventions and innovations of
modern living, developed since his
time, he sur-ely would be flab
bergasted, non-plussed, and utterly



140 THE FREEMAN March

confounded. If shown movies of the
flights to the Moon and men walk
ing on that lunar orb, he probably
would not believe it.

Now, we should remember that
the discoveries and inventions
which have produced material im
provements and refinements of liv
ing in the United States since 1887
were made possible because people
were free to explore, experiment, in
vent, produce, trade and transport.
In other words, people were, and
still are, blessed with free enter
prise. Mr. Bellamy's world of 1887
had free enterprise, too. In fact, it
was freer then than it is today. But
he evidently was so obsessed by the
urge to rectify the social ine
qualities of his day-and there were
many- that he failed to see how
that same free enterprise could cor
rect those ills, as it has a great
many of them. Unfortunately, our
modern Utopians are just as blind.
Discords and imbalances of social
and economic life still confront us,
true, but this is natural. Human be
ings will always find something
that needs correction and improve
ment.

Pure Statism

Edward Bellamy envisioned what
he thought would be a perfect socie
ty. But, stripped of its glowing sen
timentality, his Utopia is revealed
as pure Statism. It is even more
regulated than Russian Socialism.

There is no private enterprise or
private ownership. The state owns,
controls, manages, and regulates
everything: resources, production,
distribution, education, and
anything else you might name. The
state supplies everything from
cradle to grave. Labor is described
as an industrial army. Workers are
conscripted as in the military,
though there is no military in
Utopia. Everyone starts at the bot
tom·and works up according to his
or her efforts and abilities. There is
no competition for jobs or higher
positions. The same income is paid
to everyone. There are no banks or
money. All business transactions,
buying and paying of wages and
obligations is conducted by a credit
card system. Unusual achievements
of authors, artists, engineers, inven
tors and physicians are rewarded
with a pretty red ribbon, and the
recipients are expected to be enrap
tured by the glory of it.

There are other compartments in
this Utopian picture, but this is
enough, I think, to show how
preposterous Utopia could be.

Would He Have Liked It?

Mr. Bellamy was serious about all
this. He wrote, in a postscript, that
"Looking Backward, although in
form a fanciful romance, is intended
. .. as a forecast . .. of the next
stage in the industrial and social
development of humanity." But I
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wonder why he thought it so
desirable. Would he have wanted to
live in it himself? Would he have
been satisfied with a pretty red rib
bon for the writing of his book? (I

assume he received royalties or
some remuneration.) I've asked the
same question of other Utopian
dreamers: Would you really enjoy
living in the world you create in
your imagination and wish to
thrust on everyone?

Mr. Bellamy, like all socialists,
failed to take into consideration
human nature, which thrives on
change and challenge. I t is freedom
that provides the incentive to

The Great Trust

human endeavor and progress. The
achievements of the United States
under capitalism have proved that.
Most people would be bored by an
eternal status quo, no matter how
charming, peaceful and secure. (The
provider states of Russia and
Sweden have their dissidents.)
Utopia, the ideal society, defined in
my dictionary as "an impracticable
scheme of social regeneration,"
would never be endured for long.
Some restless and disgruntled in
dividualist would find something
wrong with it, and, attracting to
himself. others of like mind, would
promote a rebellion. ~

IDEAS ()N

LIBEHTY

THE INDUSTRY AND COMMERCE of the country, ceasing to be conducted
by a set of irresponsible corporations and syndicates of private persons
at their caprice and for their profit, were intrusted to a single syndicate
representing the people, to be conducted in the common interest for the
common profit. The nation, that is to say, organized as the one great
business corporation in which all other corporations were absorbed; it
became the one capitalist in place of all other capitalists, the sole
employer, the final monopoly in which all previous and lesser
monopolies were swallowed up, a monopoly in the profits and
economies of which all citizens shared. The epoch of trusts had ended in
The Great Trust.

EDWARD BELLAMY. Looking Backu'ard



Henry Hazlitt

FOR MANY YEARS it has been popular
ly assumed that inflation increases
employment. This belief has rested
both on naive and on more
sophisticated grounds.

The naive belief goes like this:'
When more money is printed, peo
ple have more "purchasing power";
they buy more goods, and
employers take on more workers to
make more goods.

The more sophisticated.. view 'was
expounded by Irving Fisher in
1926:

"When the dollar is losing value,
or in other words when the price
level is rising, a businessman finds
his receipts rising as fast, on the
average, as this general rise of
prices, but not his expenses,
because his expenses consist, to a

Henry Hazlitt, noted economist, author, editor,
reviewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Bar
ron's, Human Events and many others. Best known
of his books are Economics in One Lesson, The
Failure of the "New Economics," The Foundations
of Morality, and What You Should Know About Infla
tion.

142

large extent, of things which are
contractually fixed .... Employ
ment is then stimulated-for a time
at least.' '1

This view contained a kernel of
truth. But 32 years later, in 1958,
the British economist A.W. Phillips
published an article2 which seemed
to show that over the preceding cen
tury, when money-wage-rates rose,
employment rose, and vice versa.

This, too, seemed a plausible rela
tionship. Given a period for the
most part noninflationary, but in
which capital investment and inven
tion were raising the unit
productivity of labor, profit
margins on employment would be
rising, in some years much more
than in others; and in these years

1" A Statistical- Relation between
Unemployment and Price Changes." Interna
tional Labor Review, June 1926, pp. 785-792.
Milton Friedman has recently called attention
to the article.

2"The Relation between Unemployment and
the Rate of Change of Money Wage Rates in
the United Kingdom, 1861-1957," Economica,
November, 1958, pp. 283-299.
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Source: Economic Report of the President,
January, 1976; pp. 224 and 199.
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the demand for labor would in
crease, and employers would bid up
wage rates. The increased demand
for labor would lead both to higher
wages and to increased employ
ment. Phillips may have seen what
he thought he saw.

But Keynesian economists,
struck by the Phillips thesis, and
seeing in it a confirmation of their
previous belief, carried it much fur
ther. They began to construct
Phillips Curves of their own, based
not on a comparison of wage rates
and employment, but of general
prices and employment. And they
announced they had found there is a
Trade-Off between unemployment
and prices. Price stability and
reasonably full employment, they
asserted, just cannot exist at the
same time. The more we get of the
one the less we can have of the
other. We must make a choice. Ifwe
choose a low level of inflation, or
none at all, we have to reconcile
ourselves to a high level of
unemployment. If we choose a low
level of unemployment, we must
reconcile ourselves to a high rate of
inflation.

This alleged dilemma has served
as a rationalization for continued in
flation in many countries when
every other excuse has run out.

The Phillips Curve is a myth, and
in the last few years it has been in
creasingly recognized as a myth.
Here is a table comparing the per
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I leave it to the Phillipists to
make what they can of this table.
The average annual price rise in the
28 years was 3.2 per cent, and the
average unemployment rate 4.9 per
cent. I'f the alleged Phillips relation
ship held dependably, then in any
year in which the price rise (or
"inflation" rate) went above 3.2 per
cent, the unemployment rate would
fall below 4.9 per cent. Conversely,
in any year in which the "inflation"
rate fell below 3.2 per cent, the
unemployment rate would rise
above 4.9 per cent. This relation
ship would hold for all of the 28
years. If, on the other hand, the
Phillips Curve were inoperative or
nonexistent, the probabilities are
that the relationship would hold on
ly about half the time. This is exact
ly what we find. The Phillips rela
tion occurred in 15 of the 28 years
but was falsified in the other 13.

Alternative Views

More detailed analysis of the
table hardly helps. An economist
who saw what happened only in the
years 1948 through 1964 might
have been excused for being im
pressed by the Phillips Curve, for
its posited relationship held in 13 of
those 17 years. But an economist
who saw only what happened in the
last 11 of those 28 years-from
1965 through 1975-might have
been equally excused for suspecting
that the real relationship was the

exact opposite of what the Phillips
Curve assumed, for in that period it
was borne out in only two years and
falsified in nine. And even the
economist who seriously studied on
ly what happened in the 1948-1964
period would have noted some
strange anomalies. In 1951, when
the CPI rose 7.9 per cent,
unemployment was 3.3 per cent; in
1952, when prices rose only 2.2 per
cent, unemployment fell to 3.0; and
in 1953, when prices rose only 8/10
of 1 per cent, unemployment fell
further to 2.9-the lowest for any
year on the table.

Phillips statisticians can play
with these figures in various ways,
to see whether they can extract any
more convincing correlation. They
can try, for example, to find
whether the Phillips relationship
held any better if the CPI rise is
measured from December to
December, or if the calculations are
remade to allow for a lag of three
months, or six months, or a year,
between the "inflation" rate and
the unemployment rate. But I do
not think they will have any better
luck. If the reader will make the
count allowing for one year's lag
between the price rise and the
unemployment figure, for example,
he will find the Phillips Curve con
tention borne out in only 10 and
contradicted in the other 18 years.

(I have referred to the rate of the
consumer-price rise as the "infla-
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This table was suggested' by one which
appeared in Milton Friedman's column in
Newsweek of December 6, 1976. There are one
or two minor changes.

In sum, the highest rate of "infla
tion" was accompanied by the
highest rate of unemployment.

The experience in other nations
has been even more striking. In

tion" rate because that is un
fortunately the way the termis ap
plied by the majority of journalists
and even economists. Strictly, the
term "inflation" should refer only
to an increase in the stock of
money. .A rise of prices is a usual
consequence of that increase,
though the price rise may be lower
or higher than the money increase.
Insistence on the distinction be
tween these two terms is not merely
pedantic. When the chief conse
quence of an inflation is itself called
the inflation, the real relation, of
cause and effect is obscured or
reversed.)

A clearer picture of the relation
ship (or nonrelationship) of price
rises and unemployment emerges if
we take only the last 15.years of the
28 and make our comparisons for
the average of five-year periods:

1961-1965
1966-1970
1971-1975

CPI rise
rate

(per year)

1.3%
4.30/0
6.80/0

Unemployment
rate

(per year)

5.50/0
3.90/0
6.10/0

August 1975 The Conference Board
published a study comparing the
percentages of the work forces
employed with consumer price in
dices in seven industrial nations
over the preceding fifteen years. By
this measurement, in the United
States, Canada, and Sweden, the
relationship did not noticeably belie
the Phillips Curve. (In our 28-year
U.S. table, however, we saw that
when the price-increase figure shot
up in 197,4 to 11 per cent from a rate
of 6.2 per cent in 1973, uneIl,lploy
ment also rose. If we look at 1975
not shown in the Conf~renceBoard
study-we find that,unemployment
soared to 8.5 per cent though there
was a similar high price rise-9.1
per cent-in 1975. Similarly, if we
take what happened in 1975 in
Canada, we find that though con
sumer prices rose in that year by
the unusually high rate of 10.7 per
cent, the index of manufacturing
employment in Canada fell from
108.9 in 1974 ~o 102.8 in 1975.)

In the four other countries in the
Conference Board study, the rela
tionship of employment and infla
tion was emphatically the opposite
of that assumed by the Phillips
Curve. The steady price rise in Ger
many from 1967 to 1973 was ac
companied by an equally steady fall
in employment. In Japan a rise of
19 per cent in consumer prices in
1973 and of 21 per cent in 1974 was
accompanied by a fall in employ-
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ment. In Italy, though consumer
prices began to soar in 1968,
reaching a 25 per cent annual rate in
1974, employment declined during
the period. In some ways the record
of Great Britain, where the Phillips
Curve was invented, was the worst
of all. Though consumer prices
soared 18 per cent in 1974 from a
rate of 4 per cent a decade earlier,
employment turned downward. Not
shown in the Conference Board
compilation was the record of 1975
itself, when the British CPI soared
24 per cent-and employment fell
further.

But informed economists, with
memories, did not need to wait for
the experience of the seventies to
distrust the relationship posited by
the Phillips Curve. In the last and
worst months of the great German
hyperinflation of 1920-1923,
unemployment in the trade unions,
which had been .. 6.3 per cent in
August, 1923, soared to 9.9 per cent
in September, 19.1 per cent in Oc
tober, 23.4 per cent in November,
and 28.2 per cent in December.

A Nest of Fallacies

There isa whole nest of fallacies
wrapped in the Phillips Curve, and
one of them is the implication that
the absence of inflation is the sole or
at least the chief cause of unemploy
ment. There can be scores of causes
for unemployment. One is tempted
to say that there can be as many

distinguishable causes for
unemployment as there are
unemployed. But even if we look on
ly at the unemployment brought
about by governmental policies, we
can find at least a dozen different
types of measures that achieve
this-minimum-wage laws, laws
granting special privileges and im
munities to labor unions and impos
ing special compulsions on
employers to make concessions (in
the U.S., the Norris-LaGuardia
Act, Wagner-Taft-Hartley Act, and
so forth), unemployment insurance,
direct relief, Social Security
payments,. 'food~tamps, and so on.
Whenever unions are given the
power to enforce their demands by
strike threats and intimidation or
by compulsory "collective bargain
ing" legally imposed on employers,
the unions almost invariably extort
above-market wage rates that bring
about unemployment. Unemploy
ment insurance becomes increasing
ly generous year by year, and is
today paid in some States for as
long as 65 weeks. A study prepared
for the U.S. Department of Labor in
February 1975 finally conceded
that "the more liberal the
unemployment insurance benefits,
the higher the unemployment rate
will be."

As long ago as 1934, when the
New Deal was being enacted, the
economist Benjamin M. Anderson
remarked to me in conversation:
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"We can have just as much
unemploymep.t as we want to pay
for." The government is today buy
ing a huge amount of it. Yet when
the monthly unemployment figures
are published, the overwhelming
majority of commentators and
politicians forget all about this, and
attribute the high unemployment
figure to insufficient Federal spen
ding, insufficient deficits, insuffi
cient inflation.

Another thing wrong with the
Phillips .Curve is the blind trust its
compilers place in .the official
unemployment statistics. I am not
speaking here merely about the
amount of guesswork and sampling
errors embodied in such statistics,
but about the vagueness in the very
concept of "full employment." Full
employment never means that
"everybody has a job" but merely
that everybody in the "labor force"
has a job. And an immense amount
of guesswork goes into estimating
the "labor force." Out of a total
population estimated in 1975 at
213,631,000, only 92,613,000-or
some 43 per cent-were estimated
as being in the "civilian labor
force. " These were part of the
"noninstitutional" population 16
years of age and over, with certain
deductions. As only 84,783,000 per
sons were estimated as being
employed in 1975, this left an
average of 7,830,000 "un
employed. "

Imprecise Measures
But none of these figures in

volved· exact counts. They were all
estimates-subject to various
degrees of error. In any case the
"unemployed" can never be exactly
counted because· (}f the subjective
element. As the economist. A.C.
Pigou put it. some forty' years ago:
"A man is only unemployed when
he is both not employed and also
desires to be employed. "

It is this secondrequirement that
we can never meas,ure. The U.S.
Department of . Labor Statistics
counts a man as unemployed if lie is
out of a job and "looking for work."
But it is very difficult to determine
whether a man is 'actually looking
for a job or how much effort he is
making. And when men and women
are being paid enough unemploy
ment insurance or relief or food
stamps to feel no great urgency to
take a job, the raw government
statistics can give a very mis
leading impression of the hard
ships of all "unemployment."

"Full employment," as
bureaucratically defined, is a com
pletely unrealistic goal. It has never
been realized in the· official figures.
Even if there were no governmental
policies that created unemploy
ment, it is hardly possible to im
agine a situation in which, on the
very day any person was laid off, he
found a new job with wages and
other conditions to his liking..Peo-
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pIe who give up jobs, and even those
who are dropped from them, com
monly give themselves an inten
tional vacation. There is always a
certain amount of "frictional;"
"normal," or "natural" un
employment-averaging in this
country, as officially measured,
about 5 per cent-and government
interventions that try persistently
to force the figure below this
average tend to create inflation and
other distortions much worse than
the alleged evil they are trying to
cure.

To set up "full employment at
whatever cost" as the sole or even
chief economic goal, results in a
distortion and perversion of all
values.3

The Impact of Inflation

When we put aside all questions
of exact quantitative determination
'and alleged Phillips curves, it is
nonetheless clear that inflation does
affect employment in numerous
ways. It is true that, at its begin
ning, inflation can tend to create
more employment, for the reason
that Irving Fisher gave long ago: It
tends to increase sales and selling
prices faster than it increases costs.
But this effect is only temporary,
and occurs only to the extent that

3The present writer has discussed this ques
tion more fully in Ch. XXVI: " 'Full Employ
ment' as the Goal," The Failure of the "New
Economics," 1959.

the inflation is unexpected. For in a
short time costs catch up with retail
selling· prices. To prevent this the
inflation must be continued. But as
soon as people expect the inflation
to be continued, they all make com
pensating adjustments and
demands. Unions ask for higher
wage rates and "escalating"
clauses, lenders demand higher in
terest rates, including "price
premiums," and so on. To keep
stimulating employment, it is not
enough for the' government to con
tinue inflating at the old rate,
however high; it must accelerate the
inflation. But as soon as people ex
pect even the acceleration, this too
becomes futile for providing more
employment.

Meanwhile, even if the inflation is
relatively mild and proceeds at a
fairly even rate, it begins to create
distortions in' the economy. .It is
amazing how systematically this is
overlooked. For most journalists
and even most economists make the
tacit assumption that an inflation
increases prices uniformly-that if
the wholesale or consumers price in
dex has gone up about 10 per cent in
the last year, all prices have gone up
about 10 percent. This assumption
is seldom made consciously and ex
plicitly; if it were it would be more
often detected and refuted.

The assumption is never correct.
For (even apart from the wide dif
ferences in the elasticity of demand
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for different commodities) the new
money that the government· prints
and pays out in an inflation does
not go proportionately or
simultaneously to everybody. It
goes, say, to government contrac
tors and their employees, and these
first receivers spend it on the par
ticular goods and services they
want. The producers of these goods,
and their employees, in turn spend
the money for still other goods and
services. And so on. The first
groups spend the money when
prices have still gone up least; the
final groups when prices have gone
up most. In addition, the growing
realization that inflation will con
tinue, itself changes the direction of
demand-away from thrift and
toward luxury spending, for exam
ple.

~isallocation and Waste
of Scarce Resources

Thus, while inflation is going on it
always brings about a misdirection
of production and employment. It
leads to a condition of temporary
demand for various products, a
malproduction and a malemploy
ment, a misallocation of resources,
that neither can nor should be con
tinued once the inflation is brought
to a halt. Thus, at the end of every
inflation there is certain to be what
is called a "stabilization crisis."

But even the distorted and
misdirected employment cannot be

indefinitely maintained by continu
ing or accelerating the inflation. For
the inflation, asit goes on, more and
more distorts relative prices and
relative wages, and destroys
workable relations between par
ticular prices and particular wage
rates. While some producers con
front swollen and unmeetable de
mand, others are being driven out
of business by wages and other
costs rising far faster than their
own selling prices. And as inflation
accelerates it becomes impossible
for individual producers to make
any dependable estimate of the
wage rates and other costs they will
have to meet in the next few
months, or their own future selling
prices, or the margin between the
two. The result is not only increas
ing malemployment but increasing
unemployment. This was tragically
illustrated, for example, in the last
months of the German hyperinfla
tion.

Nor can the government mitigate
the situation by any such further in
tervention as "indexing." If it tries
to insure, for example, that all
workers are paid the average in
crease that has occurred in wages or
prices, it will not only increase
wages over the previous average
but put out of business even sooner
the producers who have not been
able, because of lack of demand, to
raise their selling prices as much as
the average. Every attempt to cor-
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rect previous distortions and ine
quities by government ukase will
only create worse distortions and
inequities. There is no cure but to
halt the inflation. This is itself an
operation not without its cost; but
that cost is infinitely less than that
ofcontinuing the 'inflation-or even
of trying to slowit down "gradual
ly.. "

In sum, an inflation can increase
employment only temporarily, only
to the extent that it is unexpected,
and only when it is comparatively
mild and in its early st~ges. Its
long-run effect ,is to misdirect
employment and finally to. destroy
it. The belief that inflation increases
employment is perhaps .the most
costly myth of the present age. ~

IDEAS ON

LIBERTY

Capitalism. and the Common Man

IT WOULD BE an exaggeration to contend that the tactics of the unions
are the sole threat to monetary stability and to a reasonable economic
policy. Organized wage earners are not the only pressure group whose
claims menace today the stability of our monetary system. But they
are the most powerful and most influential of these groups and the
primary responsibility rests with them.

Capitalism has improved the standard of living of the wage earners
to an unprecedented extent. The average American family enjoys
today amenities of which, only a hundred years ago, not even the
richest nabobs dreamed. All this well-being is conditioned by the
increase in savings and capital accumulated; without these funds that
enable business to make practical use of scientific and technological
progress the American worker would not produce more and better
things per hour of work than the Asiatic coolies, would not earn more,
and would, like them, wretchedly live on the verge of starvation. All
measures which-like our income and corporation tax system-aim at
preventing . further capital accumulation or even at capital
decumulation are therefore virtually antilabor and antisocial.

LUDWIG von MISES. "Wages. Unemployment. and Inflation"



How Profits
Reduce the
Cost of
Living
Brian Summers

ACCORDING to popular opinion, pro
fits raise the cost of living. Yet
there have been times-particularly
in the period before World War 1
when many businesses earned high
profits while the cost of living was
falling. Before the last businessman
is hanged in effigy, let us give the
matter some thought.

Prices, of course, are determined
by supply and demand. If the sup
ply of a product is high and/or the
demand is low, the price will be low.
If the supply is low and/or the
demand is high, the price will be
high.

Profits (and losses) are the dif
ference between selling prices and
costs of production. Because a mer
chant usually can do little to alter
supply and demand-and hence in
fluenceselling prices-efficient pro
duction is the main source of pro
fits.

Mr. Summers is a member of the staff of the Founda
tion for Economic Education.

Profits can affect prices only by
affecting the two factors that deter
mine prices: supply and. demand.
Let us consider each in turn.

Demand is determined by con
sumer preferences and the amount
of money consumers have to spend.
Business profits have little effect on
either of these factors, but the total
amount of money people have-the
nation's money supply-is con
trolled by the Federal government.
For several decades it has been
Federal policy to run up deficits and
make up the difference by increas
ing the quantity of money. This has
effectively increased consumer de
mand and raised the cost of living.

Supply is determined by manu
facturers' willingness and ability to
produce. Businessmen are willing to
produce when they have the oppor
tunity to earn profits. They are able
to produce when the opportunity to
earn profits attracts investment
from outside sources and/or when
profits are available from reinvest
ment.

Thus, in the long run, profits
stimulate increased supplies and
tend to reduce the cost of living.
But, in recent decades, this tenden
cy has been overridden by the fed
eral government's deficit spending.
We will not see a decreasing cost of
living until the federal government
balances its budget, and removes
the shackles it has placed on pro
duction. I)

151



As WE ENTER the third century of
The Wealth of Nations, it is Adam
Smith's most famous doctrine
that of the "invisible hand"-which
has fallen most deeply into
disrepute. There are, today, many
thousands of very visible hands
which reach out to steady the
economic ark, hands of men who
cannot see the preternatural power

Reprinted by permission as the first place winning
essay, college division, 1976 Adam Smith Bicenten
nial Essay Contest, sponsored by National Federa
tion of Independent Business in cooperation with
the Intercollegiate Studies Institute.

In addition to a scholarship award of $1000, the
essay winner was invited to attend as a guest the
1976 meeting of the Mont Pelerin Society in St. An
~rews, Scotland. Daniel Carl Peterson is a senior,
majoring in classical languages, at Brigham Young
University, Provo, Utah.
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The Future
of Capitalism:

Manifest Destiny
on the

New Frontier

Daniel Carl Peterson

which Smith believed he saw con
ducting individual self-interest to
the tune of the general welfare.

We can perhaps agree with Henry
Hazlitt's observation that such
scepticism derives, to a great de
gree, from the tendency to permit
apparent local discords to obscure
the overall harmony of the market
place. Whether or not this be the
case, however, the public's faith in
capitalism can hardly be said to be
in vibrant health.

The fact is that the destiny of the
free market will be determined to a
large extent by commonly-held no
tions of its past. Were this a
prescriptive essay, we might ordain
that this be otherwise-but the
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popular mind is stocked never
theless with images of an economic
system which booms irresponsibly
and busts disastrously, which
enslaves children, humiliates
minorities, allows a greedy few to
live in sybaritic ease, and, while
befouling the air and water,
assaults the landscape. A best
selling book-recently proclaimed
his "economic bible" by the New
Politics governor of California
bears the subtitle, "Economics as if
People Mattered." The invisible
hand is conceded to be a generally
useful beast-cries for nationaliza
tion are rather rare in the United
States-but it is an often dangerous
one, and given to petty meannesses.
I t must therefore be restrained, so
it is thought, and, of necessity,
restrained by the only institution
powerful enough to bring it to
heel-the state.

Public Opinion

The mind-set of the general
populace is a fact which we must
not forget in attempting to forecast
the future of free enterprise. In a
democratic society such as that of
the United States, the progress
which the economy has made
toward statist bureaucracy could
not have come without the substan
tial approval of a majority of the
voters. Such dissatisfaction as
exists-and it is not inconsiderable
in this election year-is aroused less

by the extent of state authority
than by the phenomena of its exer
cise. I t is widely assumed that, if
only the "right people" could be
elected and certain bureaucratic in
efficiencies eliminated, we would
again be on the right track. Few
would propose return to the days of
dog-eat-dog competition, under
which people were, we are told, dy
ing on the streets. Even those who
seem .opposed in principle to so
called "creeping socialism" fre
quently make revealing exceptions
in their own cases. Each faction of
society sees itself as somehow uni
quely deserving: Agriculture needs
farm price supports, various
manufactures require protective
tariffs, and the professions beg
licensure so that doctors, lawyers,
barbers, and sanitary engineers will
not be demeaned by quackery on
the fringes of their practice. When
our own personal hopes and human
sympathies run into the uncom
promising. austerity of classical
economics, the invisible hand often
seems cold indeed.

Since modern defenders of an ap
proximately laissez faire economy
have, for whatever reasons, failed
to convince the public that the
market offers a more certain, if ad
mittedly,less meteoric, means of
fulfilling the' imperatives of our
newly sensitized social ethic, we can
expect current trends toward in
creased state regulation to con-
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tinue. Perhaps it will be valuable,
therefore, to isolate some of the
characteristics of government ac
tion.

'First,we must admit the validity
of Mao's rather starkly expressed
dictum 'that 'political power .flows
from the barrel of a gun. A govern
mentwithout power to coerce is
without effective authority, as this
nation learned well under the Ar
ticlesof Confederation. It follows,
then, that every extension of state
power involves ipso facto an exten
sion of the power to coerce.

Moreover, the exercise of govern
ment power is relatively inflexible,
in the sense that it allows for a com
paratively small number of alter
natives, thus requiring substantial
uniformity. By contrast, the "con
sumer plebiscite" of the market-to
use Ludwig von Mises' phrase
allows wide variations of choice.

The Struggle for Control

From these two characteristics
emerges a source of great concern:
Various groups will continue to at
tempt control of the government in
order to implement their social
philosophies or to benefit their
friends. Such is the nature of
democratic-and indeed, all
other-politics. So long as the do
main of state action remains
limited, so too will possible abuses,
and the loyalty of those groups out
of power will be little strained. But

when the scope of government
authority is widened to include the
jobs and the property of the opposi
tion, the threat increases that the
fragile tree of society will, splinter.
For as Milton Friedman has argued,
every added area of control over the
economy increases the risk of poten
tial dominance-by those who
regulate the nation's livelihood
over both the economic and the
non.,economic prerogatives of the
oposition. Each accretion of state
power multiplies the temptations
for rulers to overstep their bounds
and, thus, magnifies the danger
that the ruled will rebel rather than
allow themselves to be led by the
jugular vein.

What is more, discretionary gov
ernment~ with its propensity to deal
in terms of blocs and ethnic groups
and labor-versus-management, ac
tually creates and promotes fac
tions, reinforces them where they
already exist, and teaches them to
see in the state a vast reservoir of
coercive power with which to im
pose their visions on society. We
are reaping the harvest in violence,
terrorism, and a· general pull toward
the left.

A World-Wide Situation

It may seem that we have been
speaking solely about the United
States and its associates among the
western nations. But similar' prin
ciples can be verified on the interna-
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tional level. Where political con
siderations have not had a negative
effect on world prosperity, they'
have generally been irrelevant to it.
Many of the issues shadowinginter
national peace today, issues such as
hunger and technological back
wardness, are really problems of
production inefficiency and poor
economic organization, and should
not have been regarded politically
in the first place. To do so is to open
the door. to violent blackmail as a
means of "solving" such problems,
since, as we recall, inflexibility and
potential force are characteristic of
political action. Ultimatums are out
of their element in the ma.rk~tplace;

an atmosphere of free trade would,
by de·ideologizing these issues,
defuse them as well.

But we would not need to ask the
nations of the "Third World" to
sacrifice their economic interests in
the cause of world peace; as we shall
note later, it is highly probable that
the economic output of these na
tions, which is to say their real
wealth, would be increased by.a de
bureaucratization of their produc
tive processes. The most effective
rebuttal to Karl Marx, John Daven
port has remarked, is Henry Ford.

Yet there is little immediate
likelihood that the free market will
find an enthusiastic response in the
developing nations, for which fact
the West is at least partially to
blame. Our foreign aid policy, which

deals with rising nations ona state
to-state basis, reinforces their
tendency toward reliance on statist
economic policies. That these na
tions then regularly bite the visible
hand that feeds them has probably
little hurt their economic' develop
ment. What has impaired their
capacity has .been their disregard
for free trade and property rights,
which disregard discourages invest
ment of foreign· capital~ and their
similarly irresponsible fiscal
policies which, more often than not,
devour their limited domestic
capital through rampant inflation.

Bureaucratic Inefficiency

In this context, we might recall
the recent controversy about inter
national industrial' bribery.
Friedrich A. Hayek has demon
strated that corrupt men are drawn
to concentrations of government
power, so that-though the vast
majority of civil servants are
presumably honest-the very
nature of bureaucracy militates
against the pious dream of an incor
ruptible public administration. .In
fact, we venture the prophecy that
instances of bribery will keep pace
with burgeoning regulation. If' no
favors were available from the
state, no businessman would seek
them.

Nonetheless, far more harmful
than graft in its effect upon the
public weal is the widely-trumpeted
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inefficiency of the bureaucracy. I t is
commonly hoped that bureaucratic
overhead :will eventually be
trimmed-but the writings of Mar
tin Anderson, Edward Banfield,
Ludwig von Mises, and others paint
the outlook for such improvement
as rather bleak. Because the per
formance of most government
bureaus does not lend itself easily
to precise measurement, it is dif
ficult for department heads to main
tain cost-effective oversight of their
ever-growing charges. And because
the logic of bureaucratism tends
always to greater centralization,
the sheer size of the problems to be
solved will overwhelm the bureau
crats,no one of whom can hope to
master even a minute proportion of
the d~ta involved. Thus, capital
resources will be taxed and
squandered.

There is, of course, an irreducible
bureaucracy essential to a civilized
polity. But governments do not
create wealth, and, as the bureau
cratic sector grows relative to the
sector of profit management, the
percentage of society's capital
which it absorbs will become larger.
What is more, as this growth con
tinues, and the price mechanism is
distorted, or even-in areas of more
purely bureaucratic management
disregarded, state inefficiency will
actually tend to increase, since the
market price is in. fact the guide of
economic planning.

Visible hands are self-generating.
After one intervention has deflected
market forces and distorted the in
dicators, fingers will be pointed to
this dysfunction as a manifestation
of capitalistic inadequacy, and cries
will be heard for a second incursion
to cure the effects of the first~

though this will naturally not be
recognized. The Federal Reserve
System gave us the Great Depres
sion and the New Deal. Govern
ment-fed inflation, at least· once,
yielded wage and price controls.
Earlier this year, the state of
California raised the minimum
wage, and demand began' to rise im
mediately for a state jobs-program
to alleviate high unemployment
among the young. Truly, the left
hand knows not what the right
handdoeth.

No Middle Way

Thus, we are on an upwards-tend
ing spiral toward more government
control of our economic affairs. But
this was predictable, for mixed
economies are, as often noted, in
herently unstable. Once a govern
ment obligation to egalitarianism is
proclaimed, and the necessary laws
enacted, there is no fixed limit to
the amount of personal wealth that
can be expropriated. And once state
responsibility for a "fair" wage
price structure and for "full employ
ment" is assumed, the floodgates
are gaping wide. Attempts to recon-
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cile laissez faire economics and
socialism are bound to be uneasy.
Indeed, Professor von Mises has
argued that a middle ground simply
does not exist.

By both theoretical analysis and
documentation of thousands of
planned-economy failures, neo
classical economists have shown
the counterproductivity of welfare
economics. They have called for
release of the invisible hand as the
most accurate guide to the efficient
use of capital. They have noted that
capitalism itself has contributed
more than any other system to the
prosperity of the common man.

And yet, while the case for the
market has never been stronger,
there is no doubt that the old
nostrums of interventionist
economics are on the rise again.
They are incarnate in a proliferation
of .socialist governments. In the
countries of the West, the visible

hand is active once more in the con
struction of a neo-fascist controlled
economy which rocks its subjects to
sleep with its acknowledgment of
private property rights, but in- ,
creasingly circumscribes these
rights with volumes of regulatory
law. \t)
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IDEAS ON

LIBERTY

To Maximize Liberty

IT IS INCORRECT to think of liberty as synonymous with unrestrained
action. Liberty does not and cannot include any action, regardless of
sponsorship, which lessens the .. liberty of ,a single human being. To
argue contrarily is to claim that liberty can be composed of liberty
negations, patently absurd. Unrestraint carried to the point of
impairing the liberty of others is the exercise of license, not liberty. To
minimize the exercise of license is to maximize the area of liberty.
Ideally, government would restrain license, not indulge in it; make it
difficult, not easy; disgraceful, not popular. A government that· does
otherwise is licentious, not liberal.

LEONARD E. READ



Joan Marie Leonard

Freedom

Exchange

THERE ARE MANY SAYINGS to the effect
that "bars do not a prison make/'
Even a prisoner is free to will his
own actions, his 'degree of
cooperativeness. His mind is free to
be anywhere and do anything. A
prisoner can certainly be freer than
his jailers. And imprisonment has
been known to·so.energize the spirit
of independence that some of the
most powerful pieces of freedom's
literature have come from a battery
of prison cells.

At times throughout history we
find the freest people were inside
prison walls while.hose on the out
side were such slaves to political
restrictions, authoritarian hand
me-downs,confined notions and ig,.
norance they ciidn't even know they
were enslaved.

Miss Leonard is a free·lance writer.
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How is a prisoner not free? What
is confined? His choices. And all
choices are an exchange. Every
minute of time you spend is a choice
in which you give up some things to
have others. A prisoner is denied
choices-but society is also
denied-losing his participation
through his choices. The advance
ment of society depends on all ex
changes of energy. So its laws
should be .limited to confining only
those whose choices and energies
are injurious. or destructive of
exchange-freedom-the free mak
ing of choices that concern peaceful
people and their property.

In pre-American history, most
imprisonment was the result direct
ly or indirectly of political
manipulation and ideological or in
tellectual variance with overriding
powers. All authoritarians realize
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the only real threat to their power is
enlightenment and discovery. The
method of such enlightenment and
discovery is exchange. In. many
political cases, prison didn't take
away a person's freedom so much as
it took freedom away from those
who might catch it from him
through his discoveries of truth.
Power centers can't ·be held intact
once it is known they are not
centers of real power.

All exchanges throughout society
are energy exchanges. It is energy
and creativity that are imprisoned
and confined when anyone is
removed from society. The Dark
Ages were dark because feudalism
was a mass imprisonment in the
State of Non-Happenings (non
exchange) through a very complete
authoritarian control.

Knowledge Imprisoned

Ideas not put to use and ex
changed have died in the political
prisons and reprisals of history.
When a Galileo is locked up for up
holding that the earth revolves
around the sun, in the minds of
rulers demeaning their earth, their
powers-who is victimized? Not
Galileo alone as much as society it
self. As a result, the world has
stumbled around for ages, repeat
ing mistakes, blu~deringalong and
having to rediscover what others
had known long before.

Legend tells us Columbus ran all

over with his egg, trying to tell peo
ple the world was round, but Ar
chimedes knew the shape the world
was in, over 1700 years before Col
umbus' time. And Thales knew
about the earth's roundness 400
years before Archimedes. And
Aristarchus was teaching that the
earth revolved around' the sun
about 1800 years· before Coper
nicus.

Lack of communication? Sure.
But that is lack of freedom. It is not
incidental that communication and
the sptead of knowledge has·· in
creased so dramatically in tandem
with freedom in America. Freedom
is communication. ,Freedom 'is ex
change. Freedom is an open, shared
movement..To be open, it must be
shared. Freedom is the natural syn
chronization of in.terests into the
movement we 'Call simply
progress.

We think of indoor plumbing ~s a
development of the last.100 years or
so-an advance still unknown in
many parts of the· world. Actually,
indoor· plumbing was in use 3000
years ago. Without freedom, ideas
and discoveries wither on the vine.
With freedom', they are not only
used but widespread, contagiously,
economically, usefully and happily
extended in the quickest possible
way to everyone.

Before America, the penalty for
discovery was, not infrequently,
death. The energies. of great minds
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were confined to producing
pleasures for the politically power
ful few. The magnificent mind of
Leonardo was limited to novelties
of amusement for royal gatherings,
commissioned paintings and war
gadgetry, such as his ideas on sub
marines, tanks, parachutes and
other ingenious creations. But far
more important than Leonardo's
weaponry undoubtedly were· the
discoveries of his private pursuits,
conducted by necessity in secrecy
and lost to history. He had a world
opening mind but he lived in a
closed society and we may never
know the treasures lost to us
because of it. Notice, it's his
political (war) devices that we know
about and which we refer to as put
ting him· far "ahead of his time,"
but those are the inventions that
rightfully belong to his age, not
ours. It's we who are behind the
times. Had we not abandoned our
original ideas of political freedom,
freedom from politics, war would
have been outmoded by now. It is
an uneconomic exchange.

Energies Multiplied

Knowledge ... discoveries
ideas without freedom are like light
imprisoned under a barrel. Con
fined to a few, they can't spread a
further increase of discovery. With
freedom, everyone shares in all
discoveries ,and builds on them in
geometric advancement. 'Since· free-

dom is exchange, its benefits are
always transferred and amplified.

Not everyone is a Leonardo, but
everyone energizes society to a cer
tain degree through his ability
and never to his complete capacity.

. More is the keystone of freedom. It
is freedom that multiplies our
energies with the energies of others
through exchange and activates
dormant capabilities by expanding
our knowledge, awareness and ex
perience in proliferating ways.

Freedom is an exchange of limita
tion for opportunity, confinement
for expansion, poverty for pros
perity and ignorance for knowledge.
It is an exchange of political ag
grandizement for personal enlarge
ment. Freedom alone enables us to
provide for the general welfare
through the pursuit of personal hap
piness. And everything freedom is
and does is the result of the expan
sion aspect of exchange.

Freedom begins with an ex
change-you can't have it until you
grant it. Your own liberty is I

measured by the extent you agree
to grant it to others. Freedom ex
ists to the degree exchange exists
uninterrupted. It starts, proceeds
and expands through exchange. All
its blessings are derived from ex
change.

One person who is free in a socie
ty that is not free is not experienc
ing freedom. He has the same free
dom as any prisoner: lack of ex-
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change. A millionaire is limited by
what he can buy in exchange for his
dollars. A million dollars is no good
in prison-nor in· the prison of a
regulated, artificial economy as was
demonstrated in Germany in the
1920s when a million marks
wouldn't buy a loaf of bread-and in
France when the cancerous nature
of inflation was exposed with the is
suance of thousands of millions of
new francs in the period of a month.
(See Fiat Money Inflation in France
by Andrew Dickson White.)

"Free" people living in separate
isolation, supporting themselves, as
in the hippies' idea of freedom, are
imprisoned by their own abilities
and limitations, their lack of ex
change. If they lived thousands of
years, they would continue to live
under virtually continuous condi
tions of poverty as all communal,
tribal people have-a condition still
displayed today by primitives on
every continent.

Progress Shared

The enlargement aspects of
freedom are societal, shared. The
benefit is expanded to the degree
liberty is recognized and widespread.
Freedom is extended by numbers.
The more widespread, the greater
the freedom and choice of every par
ticipant in exchange. That's why
our borders should be free and open
to all trade. Tariffs and duties are
very real barriers barring us from

efficient production on the basis
that it was produced by "others."
But there are no "others." Not
under freedom. That's why freedom
is the only democratic system.
Everyone has a stake in it. It
eliminates, classes. Its blessings
reach everyone.

Like a refreshing and nourishing
rain, freedom's benediction falls on
"the just and unjust" alike. It is a
mistake to say freedom rewards the
energetic and penalizes the lazy,
unemployed or incapacitated. It ac
commodates everyone to their best
advantage. It is a totally beneficent
system of such increase it even
elevates the improvident and makes
them more capable of providing for
themselves. It rewards the in
dustrious but it's easy on the lazy.
It penalizes folly but rewards with
new opportunities even those who
make mistakes. Its productive
power allows shorter working hours
for those who value other
pleasurable pursuits. Shorter hours
can only come about naturally from
an extravagantly productive
system-not the disruption, strikes,
slowdowns, artificial wages and
other obstructions to production
demanded by those predators who
would rob everyone of progress.

Everyone Benefits

Freedom is rewarding to both the
skilled and unskilled, the artistic
and -mechanical, borrowers and
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lenders, geniuses and poorly edu
cated, employers and employees
all because· of the variety of op
portunites and services allowed and
demanded by exchange.

The free, competitive system is
the only one in which quality im
proves with quantity. New pro
ducts become increasingly'better at
lower cost through competition.
Why do we have such increasing
shoddiness in production today at
higher and higher prices? It is a
worsening condition resulting from
more and more intervention in free
exchange through union demands,
phony money, welfare funds ex
tracted from productivity, sub
sidies of the non-competitive-all
government interventions.

Increasing Abundance

Numbers ... population
volume is a'drag on every economy
except the free economy where it is
a stimulation and energizer. It sets
things in motion. Freedom is
nothing but movement-through
energy exchanges. It is life itself.

Ours is the only' soCiety in history
that ever went around actually
looking for people's needs in order
to satisfy them. That's the only
way companies can exist and suc
ceed in a free system. Many people
earn their livings just trying to find
large numbers of people who need
something . .. marketing research
people looking for needs that can be

satisfied through the capabilities .of
their companies.

Never before have such extraor
dinary values been created and
distributed so democratically, so
extensively, increasing the well
being of all society. Volume is both
the source and objective of benefits
we enjoy under' freedom. Volume of
exchange is the only way to derive
myriad benefits-the only way to
have many sources of benefits. And
because it operates on need and
through volume, our system is the
only one not depleted' by consump
tion but stimulated by it.

Scarcity and Availability have
been the foes throughout history's
wars. From the first migrant
peoples who attacked agrarian set
tlers to get food, to the latest union
demand, lobbyist pressure,
business subsidy and welfare pay
ment, economic history has con
sisted almost entirely of satisfying
some by taking the .property of
others. With supply and demand
always at odds-values existing in
insufficient quantity (limited
exchange)-war has been the way of
life. Wars. expropriate things of
value to solve problems of scarcity.
Freedom creates them.

Seeds of Harmony

The American system of free ex
change substituted increasing
abundance for the steady depletion
of authoritarian economic systems.
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Every day of-free exchange is a day
of increasing peace, -harmony, hap
piness and prosperity. Every day of
depletion under authoritarianism is
a day closer to the necessity and in
evitability of war.

While an' economy is often
represented as a pie-'-divided and
segmented into -shares of who gets
what-a free economy is more of a
way to have your cake and eat it
too. It is not a system of
authoritarian apportionment and
depletion such as every othercoun
try has known. It is a -flow of in
creasing abundance as boundless as
Creation ... a cornucopia spreading
its blessings over the entire world.
Wealth, or production, is not sliced
up and divided a-s in the controlled
countries of history, but self
sustaining, self-expanding - an
economy that replenishes itself and
expands in more and more diverse
ways. The more you take out of it or
consume, the more it grows and pro
duces because it grows like in
telligence and as fast as need. In no
other system can you produce so,lit
tle and have such ail extensive,
multiplying whole to partake of.
Any interference with it is a
deprivation, a diminishing of- its
power to provide for the general
welfare.

Naturally, it is impossible for peo
ple to become impoverished under
such a system of continuous expan,.
sion and applied energy. It is equal-

ly impossible to avoid the spreading
impoverishment ~hat occurs when
government intrudes on· production
with regulations-each control in
hibiting the flow of our naturally
productive market processes.

Energy Exchange

Freedom is a dynamic system
because what is exchanged so freely
is energy. Honest (unregulated)
money simply represents the
energy expended to earn it. When
you spend money you spend
energy-the payment for your
energy provided in work. And what
it buys is the result of energy ex
pended by others. In these -energy
exchanges, both the needs of buyer
and seller are fulfilled or there
would be no exchange. Through the
exchange, energy is renewed in
multiple ways. The producer is
stimulated to produce more, draw
ing on the energies of others in the
market. The consumer, having
satisfied his desire for something, is
on his way to gratifying more
desires, gladly expending en.ergy to
exchange for still more ways to
serve his needs.

But where freedom is limited,
energy is not exchanged. Money
that is tampered with is energy
drained to the degree it is
manipula~ed. Dollars unbacked by
gold or other value do not represent
either real money or real energy.
Tax money used to pay welfare
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needs is energy siphoned from pro
ductive activity to pay for inactivi
ty and an increased cost of living.
The energy loss is multiplied by
government interferences in the
same way that benefits multiplied
without it. As these energies
diminish, choices disappear and op
portunities for exchange become
more limited. Energy loss through
market interference inevitably
leads to scarcity and high prices.
The consumer becomes a prisoner of
limitation. The worker is unem
ployed. It's all natural and in
evitable. The energy has gone out of
th~ system.

When unregulated by govern
ment, free market exchanges work
like electricity for us, moving solu~

tions toward problems and services
toward needs in the same way elec
trons move toward protons. In the
economy, as with electricity,
balance or equality is a static
state-neutralized and useless. We
use heat in cathode tubes to set
electrons free to flash pictures on
our television screens and bring
far-off voices into our. homes. The
unequalized condition caused by
heat or magnets leads to the move
ment of electricity. In the market,
movement -is provided by
the heat of competition-again, a
condition that can exist only
through inequality. Equalizing con
ditions of competition through
statutory wage scales, prices, sub-

sidies, supports, tariffs, welfare and
the like, reduces the movement and
leads to a static state. Freedom is
the state of inequality that
stimulates exchange and supplies
all our needs as members of one
societal body. Profit acts like a
magnet drawing the market toward
efficiency and inventiveness.

Every government intrusion
assumes that the interests of some
are unfavorable to the interests of
others, thereby supposedly justify
ing one interference after another in
attempts at some nebulous
equalization. This is robbery
justified on the grounds that it is
universal ... one act making up for
another act. But what is robbed is
energy and it is taken from us all.

Perfect Coordination

Weare thus paying a high price
to break up a conflict that never ex
isted. There is no more discord
among the segments of a free
market than between the tarsal and
metatarsal bones of your foot. They
serve each other naturally in their
unique functions. And inj ury
(interference) here isn't just to your
foot. It's the movement of the
whole body that's thrown out of
kilter. Even the "opposition" of
competition is no different or more
harmful than the opposition of
thumb and fingers that provide the
leverage that enables the hand to
work.



1977 FREEDOM IS EXCHANGE 165

And the free market has a brain
not unlike our own. As every nerve
fiber sends messages to the brain,
every transaction in the market
sends messages of supply and de
mand through the social body tell
ing producers what to produce and
what they can charge, telling work
ers where the jobs are, telling inves
tors where to invest-all making it
possible for us to move ahead by
fulfilling needs in the most efficient
ways, putting all energy to use with
as little waste as possible.

The social body is most alive,
healthy and responsive with all its
members functioning-every cell
and fiber of its being in action and
part of its dynamics. Regulatory in
terferences only immobilize, desen
sitize and cripple this gracefully
coordinated movement. A manipu
lated, artificial currency, price and
wage controls, subsidized im
balances are all lies fed into this
marvelous computer destroying its
equilibrium and capacity to func
tion. Like any computer, it can only
work well with honest informa
tion-untampered and direct from
the market. If our bodies were made
to function with the kind of in
formational system government
planners contrive through their dic
tates, we would be putting shoes on
our ears, eating candles and heating
our homes with the warmth of
snow.

It is through individuals that life

capsulates bits of unique experience
and ability-like computer bits
which are incorporated in the larger
life of the social body. By being a
part of this peaceful and har
moniously operating body, we share
it all. And by doing "our bit" we
find ourselves in ways only made
possible by zillions of opportuni
ties-each position in society being
unique. In open, free exchange,
there are as many choices of things
to do as things to have-as many
levels of doings as levels of ability.
No one is left out. All enjoy the
benefits of the whole. When ex
change is limited, there is no expan
ding whole. There is an undeveloped
minimum which. dwindles through
waste.

The Choice of X-Changes

Authoritarian plans are solidifed
obstructions to change. Freedom is
the fluid accommodation of all
change-through exchange. And
maybe we should spell that X-·
change, because X is for the
unknown and fr.eedom brings
change in unexpected ways and in
forms unimaginable by anyone or
group. When government confines
change and choices to the whims of
a few planners or for the benefit of
certain groups as is the case in all
political activity these days, pro
gress diminishes, energy recedes
and discovery is denied. A free
society, on the other hand, allows,
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coaxes and harmonizes the expan
sion and development of our per
sonal energies and liberties through
exchange. When the number of free
ly acting i~dividuals is reduced
through group actions, united
demands and legal enforcement, the
movement of the social body
becomes spastic, out of control and
increasingly paralyzed. (See To Free
or Freeze by Leonard E. Read.)

Public education is an example.
Instead of thousands of outlets of
educational services for parents to
choose from, government regulates
the market for learning and reduces
it to one source. The result: instead
of a variety of alternatives, lower
ing education costs, refinement In
teaching techniques, individually
tailored programs, improved ser~

vices and the general expansion of
knowledge, we have a disintegrat
ing system, higher and higher costs,
less and less service, more and more
political intrusion (busing and the
like), uniformly low standards,
teacher strikes and collusion,
classroom disruption, the general
confinement of knowledge and
deterioration of behavior.

The Bars Against Trade
Imprison All of Us

Weare, in fact, imprisoned by
each control of the market ...
everyone of which reduces our op
tions and exchanges. When we are
isolated from ideas and their exten-

sions, we are effectively imprisoned.
Freedom exists where political ef

fort is directed only at stopping in
terference with exchange. Freedom
is lost with the first interruption of
exchange, not the last. A "mixed"
economy is an imprisoned economy
since an act can't be destructive
and creative at the same time any
more than we can be free and at the
same time slaves to the desires of
others.

The question is not whether we
are going to be Communist dOll}in
ated, but when we are going to stop.
The only difference between Russia
and the United States today is that
Russia is a tight-security prison
while ours is still a medium~security

prison. The difference is negligible.

FreedQm for Criminals

As the government intrudes on
the economy in the creative sector,
while neglecting crime in the
destructive sector, peaceful and
responsible people-are rapidly being
imprisoned by the predators of
society. It is the law-abiding who
are increasingly walled~in and
watched by- security' guards-by
necessity. We have to chain down
our 'possessions. Weare afraid to
walk on our streets. Weare putting
bars on our windows and more locks
on the doors to protect us from
marauders. Is this freedom?

The government no longer
preserves the peace. It has aban-
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doned the general welfare to pro
vide for the special interests, mak
ing criminal activity our way of life
both through legalized privileges
and unrestrained criminality.
Through its economic interference,
it guards us against the benefits of
freedom! Through its jurisdictional
neglect, it leaves us prey to both
controlled and uncontrolled preda
tion.

We need to separate all freedom
of exchange from governmental
control, leaving all but socially
destructive energy free for ex
change in the market of progressive
improvement. As it is, we have
creative energy confined and
destructive energy on the loose.
Government barriers to exchange
are rapidly confining us in a prison
"from sea to shining sea." ~

Haven Bradford Gow------------------....

Let's Choose Socrates

THERE ARE NO lost causes, T.S. Eliot
observed, because there are no
gained causes. In other words, each
rising generation must fight the
good fight for venerable causes, for
there are no permanent victories in
this world.

T.S. Eliot spent much of his life
championing such "lost" causes as
"the idea of a Christian society,"
one permeated with the spirit of
religion and the spirit of the
gentleman; the recognition of "the
permanent things" - those qualities
of mind and character that

Mr. Gow is a free·lance writer of Arlington Heights,
illinois.

distinguish the civilized man from
the barbarian; the acknowledgment
of the intimate connection between
religion and literature; the recogni
tion of what Unamuno termed "the
tragic sense of life"-the awareness
that human beings, tainted by the
pernicious effects of original sin,
shall never become as gods; and the
idea of a genuinely liberal educa
tion.

By a "genuinely liberal educa
tion" Eliot meant the kind of educa
tion that cultivates our minds and
characters, the kind that com
municates ethical normality and
transmits the accumulated wisdom
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of the past, the kind that helps a
person develop the moral and in
tellectual refinement needed to
distinguish between truth and er
ror, right and wrong, the noble and
the base.

To accomplish these aims, we
must, according to Eliot, examine
and reflect upon the accumulated
wisdom of the past-in particular,
the classical, Judaic and Christian
patrimony-and the works of such
men of humane letters as Virgil,
Sophocles, Plato, Aristotle,
Augustine, Aquinas, Dante and
Shakespeare, whose works retain
enduring value because they deal
with the perennial problems of the
human condition, and because they
deal with man as he is and as he can
and should be.

If, for example, one is seeking to
. discover the meaning of love, what
modern books can compare with
George Eliot's Silas Marner or
William Shakespeare's Romeo and
Juliet or I Corinthians 13 of St.
Paul? If one is interested in the
nature of justice, what can compare
with the writings of Plato and
Aquinas on the subject? If one
wants to understand better the in
tense. demands and conflicts of the
human spirit, are there many
modern books that can compare
with the works of Dante and
Dostoyevsky?

To be sure, many modern

"educators" disagree with T.S.
Eliot's emphasis on the study of the
moral and intellectual giants of our
civilization, and in sharp contrast
to the poet's view, urge that educa
tion should be "relevant," whatever
-"relevant education" means. When
one glances through college
catalogues nowadays, one comes to
the warranted conclusion that
"relevant education" means the in
troduction into the curriculum of
such electives as "Methodology of
Teaching Techniques," "Human
Communications," "Group
Dynamics," "Learning by Doing,"
and "How to Win Friends and In
fluence People," courses which, it is
entirely plausible to assume, will
not result in the cultivation of
minds and characters.

One struggles vainly to discover
why educators apparently believe
that the quantity of such electives
is even more important than the
quality of courses already offered,
such as English, American History,
and Mathematics. One also finds it
difficult to understand why pro
ponents of "relevant education" ap
parently believe that the writings of
Abbie Hoffman and Tom Hayden,
for example, contain more wisdom
than the works of Dante, Aquinas
and Sha.kespeare.

Perhaps, though, we should not
be too surprised by what has been
happening in our institutions of
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learning, where professors have
neglected the cultivation of right
reason and the ethical basis of
education, and thus have lost the
power to arouse the moral imagina
tion and a decent respect for the ac
cumulated wisdom of the past and
the traditions of civility. Many
modern educators, it seems, have
lost sight of what should be the aim
of education-that is, the cultiva
tion of wisdom and virtue; and since
this is so, it is natural that many
schools have given in to the spirit of
the age ,and its demand for
"relevance. "

In this connection, one is
reminded of one of British novelist
Evelyn Waugh's most interesting
characters, Scott-King, a classics
professor. Returning to his school
after a tour of modern post-war
Europe, Scott-King encounters the
headmaster, who asks him to teach
some intellectually fashionable

courses. The study of the classics,
contends the headmaster, is no
longer considered "relevant."

"I'm a 'Greats' man myself," the
headmaster observes. "I deplore it
as much as you do. But what can we
do? Parents are not interested in
producing the 'complete' man
anymore. They want to qualify
their boys for jobs in the modern
world. You can hardly blame them
can you?"

"Oh yes," Scott-King replies, "I
can and do." For "it would be very
wicked indeed to do anything to fit
a boy for the modern world."

Unhappily, the Scott-Kings and
T.S. Eliots of this world are fighting
for a worthy but apparently lost
cause. But no great cause is ever
truly lost. And besides, if one must .
"lose," it is preferable that one
"lose" with Socrates than "win"
with, say, Abbie Hoffman. I
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Clarence B. Carson

3. Evolutionary Socialism
ThE APPEAL of Marxism to intellec
tuals has been oft noted. A part of
the reason for this is no particular
mystery. Marxism holds out to the
intellectual the hope of escape from
one of his most persistent frustra
tions. An 'intellectual is, by defini
tion, one who is devoted to ideas,
their formulation and exposition.
But ideas are only completed or
fulfilled when they are put into
practice. At least this is so for some

In this series, Or. Carson examines the connection
between ideo1ogy and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around the
world.
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ideas, particularly those having to
do with social change. Therein,
however, lies the source of frustra
tion for modern intellectuals, as
their tribe has become more
numerous and their ideas become so
plentiful: they are often denied any
impact on society. Their ideas lie
dormant; they fill the pages of
books but do not go into practice.

Karl Marx projected a vision of a
dramatic ending of this state of af
fairs. The history of ideas, to Marx,
was really a history of ideologies.
These ideologies arose as ra
tionalizations of class positions.
The ideas were necessarily disjoined
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from reality as the thinkers were
alienated from their own natures by
class .arrangements and conflicts.
Come the revolution, he claimed,
the alienation would end, and ideas
would become actuality. With the
destruction of classes, man's aliena
tion from his na.ture would end, and
he could experience reality directly,
no· longer needing to view it through
the distorted· .. 'lenses of ideas.
"PhilosQphy turns into the world of
reality, "hesaid.lThe frustration of
the intellectual·· would presumably
end, for he would no longer have a
conception of a world different from
the world he would be experiencing.

Unfortunately, or,fortunately, if
one prefers, the end of ideology with
the revolution entails, logically, an
end to the function of the intellec
tual, as Thomas Molnar has pointed
out in The Decline of the Intellec
tual. When everyone perceives reali
ty clearly and directly, there is no
need for a special corps of inter
preters. When idea has become ac
tuality, there is no occasion for the
contentions of intellectuals. Many
intellectuals in .communist lands
neglected to figure this out, and
some of them did not live to regret
it.

Man Needs a Purpose

There is a deeper reason for the
appeal of Marxism to intellectuals;
else, one suspects, it would never
have gained the hold that it has

had. It is that man needs an ex
planation of the world in which he
lives. He wants to know where it
came from and where it is going.
Above all, he needs a purpose in life,
a purpose which goes beyond
hilnself but with which he can iden
tify and find meaning. He needs, in
a word, religion. But manyintellec
tuals cut themselves loose from the
traditional religions in the modern
era.· They either ignored religion or
became ;agnostics or atheists, .quite
often of the most militant variety.
Marxism supplied for them the
place that religion has usually held
for most men.

Marxism, as was earlier noted, is
an anti-religious religion. It is an
earthbound, materialistic, man
centered, cataclysmic, prophetic,
and dogmatic religion. Dialectical
materialism is its revelation.
History is its god. Marx is its pro
phet. Lenin is its incarnation. The
revolution is its day of judgment.
And communism is its paradise. Its
claim to being scientific even
satisfies the intellectual's desire to
have a rational religion.

Of course, Marxism is not scien
tific; neither the economic analysis
nor the historical prediction can
pass muster as science. They are a
compound of special pleading,
wishful thinking, and carefully
chosen abstractions. But it should
not be supposed that the appeal of
Marxism would be enhanced if it
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were a science. On the contrary, if it
were a science, it would only be a
dismal science. The appeal of Marx
ism lies in its paradoxes, its con
tradictions, in the very fact that to
believe it requires an act of faith, as
does any religion. The intellectual of
the appropriate temperament finds
in the Marxist religion hope for the
hopeless, meaning in history, the
promised resolution of all conflict,
and the expectation of union, even
communion, with all men.

The Religion of Socialism

Marxism is, then, the religion of
socialism. Many, many intellectuals
have been, and are, attracted to this
anti-religious religion called com
munism. Indeed, most socialists
identify in some ways with it.
Perhaps, they see in it the church to
which they would belong had they
only undergone the necessary ex
perience of conversion. Most likely,
they see in it a common undertak
ing like their own, only one which
uses methods and tactics which
they cannot approve. In any case,
many of those attracted by it have
not become communists. They
have, for whatever resons, turned
to other varieties of socialism.

It might be more appropriate to
say that they turned to .the other
variety of socialism, because for the
purposes of this work all socialism
is being classified as either revolu
tionary socialism or evolutionary

socialism. It is tempting to deal
with the other socialism as watered
down Marxism. There is some
substance to this view. Certainly,
when any other approach to
socialism is compared with the
revolutionary approach it pales
beside it. More, the man who gave
currency to the phrase, "evolu
tionary socialism," Eduard Bern
stein, is usually classified as a revi
sionist Marxist.

It is, however, a temptation
which should be resisted. Marxism
is not the root of socialism; it is only
the most virulent branch. Even
German Social Democracy, in
which both Marx and Bernstein can
best be understood, was greatly in
fluenced by Marx's contemporary,
Ferdinand Lassalle. The English
Fabians were probably as much in
fluenced by Henry George, say, as
by Marx. Guild socialism in France
had yet other origins. In the United
States, there were native American
socialists who gave to American
socialism its own national flavor.
Indeed, one of the distinctions be
tween Marxism and evolutionary
socialism is that the latter is almost
invariably national socialism while
the former claims to be, and in cer
tain senses is, international.

Subtle Differences

It may be most helpful to think of
both socialisms as belonging to the
same family but being different
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species. Undoubtedly, they share
common traits as do members of a
biological family. But they are suffi
ciently different from one another
to be thought of as different
species. The basic idea from which
they spring is the same, but thear
ticulation of it is distinctly dif
ferent. I t is so different that the two
do not merge without becoming the
one or the other. To be more exact,
an evolutionary socialist may ap
prove a revolution somewhere or
other, but he does not thereby
become himself a revolutionist. In
like manner, a revolutionary
socialist may approve, even work to
bring about, some government in
tervention, but remain, all the
while, a convinced revolutionist.
Those of us who are not socialists
may find such distinctions difficult
to grasp, but, hopefully, they will
become clearer with some exposi
tion.

One major difference between the
two is in the matter of religion.
Marxism-revolutionary social
ism-is a religion of sorts. Evolu
tionary socialism is not. That is not
to say that there are not articles of
faith and things which one believes
if he is a socialist. There are. It is
rather that they are not religious in
character. Nor should it be thought
that socialist belief is less tenacious
because it is not religious. My im
pression is that it may well be more
so. The beliefs in evolution~ry

socialism·are often acquired in the
same manner as are customs,
habits, and traditions. (All
socialisms are anti-traditional. in
the deepest seDse, of course, but it
is the method of evolutionary
socialism to operate within the in
herited framework even as it is be
ing altered.) They have the staying
power of traditions once they are
acquired.

Gradualism, Democratism,
and Statism

There are three main elements in
evolutionary socialist tactics. All
three distinguish them from Marx
ism in theory, and at least two of
them are real differences. They are:
gradualism, democracy or
democratism, and statism.

Gradualism has several meanings
and functions within evolutionary
socialism. At the most obvious
level, it defines a difference between
it and communism. Socialism is to
be arrived at gradually, step by
step, rather than as a transforma
tion wrought by revolution.
Another aspect of it is contained in
the Fabian doctrine of permeation.
As Sidney Webb described it, the
policy of permeation was one of in
culcating

socialist thought and socialist projects
into the minds not merely of complete
converts,but of those whom we found in
disagreement with us-and we spared
no pains in these propagandist efforts,



174 THE FREEMAN March

not among political liberals or radicals
only, but also among political conser
vatives; not only among trade unionists
and co-operators, but also among
employers and finan,ciers ....2

Gradualism was closely tied in
with the theories of geological'and
biological evolution which were
.gaining currency at· the same time
as these socialist ideas. Marx had
declar~ that the. condition of the
proletariat would continue to
deteriorate,· or, more precisely, that
more and .more people would' be
reduced to the proletarian condi
tion. More and more wealth would
be concentrated inJewer and fewer
hands. This would continue to the
point at which it became in
tolerable. At this catastrophic
point, the time would be ripe for
revolution. The great change could
only be effected by something like, a
revolutionary overthrow of the old
system and the grasping of power
by the proletariat. The theory of
evolution was useful to Marx, too,
for it could be used to support the
idea that fundamental and basic
changes could occur in human
nat'Ure. But his revolutionary idea
was tied' to the notion of
catastrophic rather than gradual
change.

The. gradualists, on the other
hand, believed that conditions, par
ticularly in advanced industrial
countries, were already moving

gradually toward a socialist conclu
sion. Bernstein put it this way:

In all advanced countries we see the
privileges of thEl capitalist bourgeoisie
Yielding step by step to democratic
organisations. Under the influence of
this,and driven by the movement of the
working classes which is daily becoming
stronger, a -social reaction has set in
against .the exploitil).g .. tendencies of
capital, a counteraction'which, although
it still proceeds. timidly and feebly, yet
does exist, and is always drawing more
departments of economic life under its
influence. Factory legislation, the
democratising of local government, and
the extension of its area.of work, the
freeing of trade unions and. systems of
co-operative trading from legal restric;.
tions, the consideration of standard con
ditions of labour in the work undertaken
by public authorities-all these
characterise this phase of the
evolution.3

Fabian Gradualism

The Fabians were given to em
phasizing that the change taking
place was not simply a result of
changes in political power. It was,
they claimed, inherent in the in
dustrial system. One of the Fabian
Essays described the process this
way:

The factory system, the machine in
dustry, the world commerce, have
abolished individualist production; and
the complEltion of the co-operative form
towards which the transition stage of in-
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dividualist capitalism is hurrying us,
will render a conformity with social
ethics, a universal condition of tolerable
existence for the individual.4

In short, the gradualists claimed
that the direction of industrial,
social, and political evolution was
already toward their desired goal of
socialism. How this differed from
the Marxian view was well stated
by Eduard Bernstein:

The old vision of the social collapse
which rises before us as a result of
Marx's arguments ... is the picture of
an army. It presses forward, through
detours, over sticks and stones, but is
constantly led downward in its march
ahead. Finally it arrives at a great
abyss. Beyond it there stands beckon
ing the desired goal-the state of the
future, which can be reached only
through a sea; a red sea, as some have
said. Now, this vision changes, and
another takes its place . . . . This vision
shows us the way of the working classes
not only forward, but at the same time
upward. Not only do the workers grow
in numbers, but their economic, ethical,
and political level rises as well ....5

The link was made, then, between
the gradual movement toward
socialism and the idea of evolu
tionary progress. One might say,
following this junction, that
socialism was the. goal, gradualism
the way, and evolutionary progress
the engine to get there. It has cer
tainly been a most useful pro
pellant. The idea of progress has

been mightily attractive in the last
couple of centuries. Many have
come to believe that great progress
was actually taking place. If it was,
why it had anything to do with
socialism is an important question.
But gradualists propounded it not
as a proposition standing in need of
proof but as the answer to the riddle
of history. The notion that the
movement toward socialism is pro
gress has served them well. It has
enabled them to claim that all acts
moving in their direction were pro
gressive, while those opposing them
were retrogressive and reactionary.

Practical Democracy

When evolutionary socialists say
that they are democratic it does not
mean just what it appears to mean.
To get in the vicinity of its meaning
it is necessary to hark back to one
of the issues that split German
socialists in the middle of the nine
teenth century. The issue was this:
Should socialists run for and accept
seats in legislatures? More broadly:
Should socialists participate in
bourgeois governments? To put it
in present day jargon: Should
socialists participate in the system?
By participating in it would they
not be giving tacit approval to it?
Revolutionists tended to answer
that they would. The state-and
most emphatically, the bourgeois
state - was the enemy. Those who
took the other side were early called
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democratic socialists. They were
also called parliamentarists, signi
fying their willingness to partici
pate in the government.

Actually, evolutionary socialists
are what is now often referred to as
pragmatic. What this means in
socialist terms is that they are not
wedded to any particular means in
the .achievement of power and the
enactment of their policies. Hence,
democracy may mean for themma
jority rule when they have a majori
ty. On the bther hand, it may mean
equality when they are pressing for
the enfranchisement of someone or
for the use of some other than a
parliamentary device· for the
achievement of their ends. Even the
form which socialism will eventual
ly assume, indeed, whether it will
have some final form, does not
much matter. Eduard Bernstein got
in hot. water with other socialists
when he first tried to express this
view. He had said that the "final
aim" of socialism was of little ac
count. Here is his further explana
tion of what he meant:

In this sense I wrote the sentence that
the movement means everything for me
and that what is usually called "the final
aim of socialism" is nothing .... Even if
the word "usually" had not shown that
the proposition was only to be
understood conditionally, it was obvious
that it could not express indifference
concerning the final carrying out of
socialist principles, but only indiffer-

ence-or, as it would be better ex
pressed, carelessness-as to the form of
the final arrangement of things.6

The Goal Is Everything

What was shocking about Bern
stein's original statement was that
he appeared to have got the matter
wrong end to. What he should have
said, one supposes, is that the
means did not matter but that the
end or final goal of socialism was
everything. Yet, when pressed on it,
he did not back off; he affirmed his
devotion to principles, not to goals.
Actually, he changed positions. He
had said that "the movement
means everything," not that prin
ciples do. His original meaning may
have been closer to the core of
evolutionary socialism. He was say
ing, if I understand him, that what
the paradise of socialism is like does
not matter so long as we are on the
way there. It is in the concerting of
effort to achieve it that the fruits of
socialism are realized, not in some
distant goal to be reached.

Despite any appearance to the
contrary, what comes out of this is
that methods do not matter so long
as they are collectivist in principle.
What he was arguing for was the
necessity of political activity as the
necessary immediate task of
socialists. What he was arguing
against was that to become em
broiled in politics was the wrong
way to achieve socialism, that the
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political means wet;e not in accord
with the final goal of socialism. He
was arguing against those who were
arguing from some blueprint of
what socialism was going to be like.
He had no such blueprint, he was
saying, and he would not be turned
away from using methods that were
collectivist by some hypothetical
final goal.

Does this mean that evolutionary
socialists are democratic in princi
ple? A biographer of Bernstein has
summed up his mature position this
way:

Social democracy fights for
democracy in state, province, and com
munity as a means of realizing political
equality for all and as a lever for the
socialization of the soil and of capitalist
enterprises. It is not the workers' party
in the sense that it accepts only workers
as members-everyone who subscribes
to its principles may belong to it. But its
chief appeal is to the workers, for the
liberation of the workers must principal
ly be the task of the workers
themselves. The chief job of Social
Democracy is to fill the working class
with this idea and to organize it
economically and politically for its
historic fight. 7

Sidney Webb described the con
nection between socialism and
democracy in these words:

So long ... as democracy in political
administration continues to be the domi
nant principle, socialism may be quite
safely predicted as its economic obverse,

in spite of those freaks and aberrations
of democracy which have already here
and there thrown up a short-lived
monarchy or a romantic dictatorship.
Every increase in the political power of
the proletariat will most surely be used
by them for their economic and social
protection ....8

Actually, it would be more ac
curate to say that collectivism was
the principle and democracy the
means. Democracy offered the
mode for collective decision mak
ing. More, it provided a means for
thrusting toward enfranchising
mQre and more of the population.
With near universal suffrage, they
hoped that socialist measures
would be ever more likely to be
enacted. Democracy became a
mystique in the course of this ef
fort, a mystique of the proper way
to act and even a sort of mystical
goal.

Reliance on State Power

Evolutionary socialism is statist.
It determinedly uses the power of
government for its purposes. On the
face of it, however, this does not
distinguish evolutionary from
revolutionary socialism. The dif
ference, such as it is, is part
theoretical and part the role that
government is supposed to play and
how it is to be done. In theory,
Marxists are not statists. The
State, according to Marx, was sup
posed to wither away under com-
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munism..This, however, depended
upon a transformation of human be
ings and society which has not
taken place. That aside, there are
still differences between revolu
tionary and evolutionary socialism.

The evolutionists proposed to use
. the existing state and work within

it. They would gradually transform
the state even as men and society
were being transformed. By con
trast, revolutionists proposed that
the old state structure would have
to be destroyed and a new one
erected in its place.

Evolutionary socialists have been
interventionists. They proposed to
work and accomplish their ends, in
part at least, by intervening in the
capitalist system, as they described
it. They would eventually alter and
transform the economic structure
by their interventions. The revolu
tionaries were holistic in their ap
proach. They would take over the
state apparatus, change it and
redirect it so that it was no longer
what it had been. They would use it
not simply to alter the economy
step by step but would destroy the
old system and put another one in
its place. Both are no doubt statist,
at least to those who do not accept
the mysteries of communist ter
minology, but there are differences
in approaches.

There is no blinking the fact that
evolutionary socialism differs
somewhat and bears a different face

from land to land. It has already
been pointed out that by its nature
it is nationalistic. It is even called
by different names in different
countries. In Germany, it is the
Social Democratic Party today,
though most political parties are
apt to be to some extent under its
sway. In England, the Labour Par
ty has been the spearhead of evolu
tionary socialism. In some lands, it
is the Christian Socialist parties. In
the United States, its devotees are
most often referred to as "liberals,"
but they have also been known by
other names. The Democratic Party
in more recent times has been at the
forefront in pushing the gradualist
type of reforms.

The Strategy Changes

The tactics of socialists differ
much from country to country. In
those nations where socialism is
avowed as a desirable goal, it is
sometimes sufficient recommenda
tion for measures that they are re
quired by socialism. But in coun
tries, such as the United States,
where few of the actual advocates
avow their socialism, and where it
would hardly be considered a recom
mendation, measures are promoted
on other grounds.

The amazing thing is the continu
ing impetus· toward socialism and
the remarkable consistency in what
is sought from land to land. Despite
even the most obvious failures,
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despite political setbacks from time
to time, despite cultural differences
from land to land, the impetus rises
again and again and the same sorts
of measures continue to be enacted.

The question must ever arise as
to where and what is the source of
this impetus and consistency. The
impetus to and consistency of com
munism is not so difficult to ex
plain. After all, communism is an in
ternational movement, supported
by nations where communist par
ties are in power, such as the Soviet
Union, the People's Republic of
China, and Cuba. There is a party
line controlled from Moscow, Pek
ing, or wherever. Communism is
spread, too, by military conquest.
But the paraphernalia for this is
missing largely from evolutionary
socialism. There is no body with
either the power or authority to pro
mulgate .a party line across the
boundaries of nations. Even within
countries, there is usually no
authoritative body to enforce some
party line. True, the United States,
or perchance other nations, may
promote socialist measures through
foreign aid programs, but these
would hardly account for the conti
nuing impetus toward socialism.
The notion that it is done by some
international cabal is appealing, but
such organizations as exist lack the
power and authority to promote
socialism that thoroughly.

The answer, as we have explored

it thus far, is this. The world is in
the grip of an idea. The idea is to use
government to achieve human
felicity on this earth by concerting
all efforts toward its realization and
to root out and destroy all that
stands in the way. The idea, in its
Marxist articulation, is an anti
religious religion. The idea, in its
gradualist posture is a secular faith.
It is not proclaimed by the
gradualists as being either secular
or a faith. It is not a religion. It ac
cepts votaries from every religion
and none, lays claim to any good
which it finds in these religions, and
uses the elements of traditional
religiqus belief which bear any
resemblance to the idea to support
it. Its faith is in progress, in collec
tivist democracy, in the possibility
of changing human nature, and in
eventually concerting all efforts be
hind the movement to achieve
human felicity on this earth.

Long-Range Planning

The Marxists offer to the intellec
tuals the hope that ideas will
become actuality. The evolutionary
socialists offer not just temporary
employment to intellectuals but
permanent positions. Since the
evolution is an 'extremely long
range affair, there is no probability
that in the foreseeable future the
need for ideas will end. To the have
nots, to the down-and-out, to any
who conceive that they have not
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received their deserts (and the
number of these is legion) both
revolutionary and evolutionary
socialism promise that all this will
be changed. Both hold up a vision of
perfection beside the realities of an
imperfect world and proclaim that
they know how to attain the perfec
tion. If history is for them (either
history whose process was sup
posedly scientifically discerned by
Marx, or history discerned in pro
gressive evolutionary patterns),
who can be against them? These are
the lineaments of a religion, on the
one hand, and of a secular faith, on
the other.

My main purpose in this work,
however, is not to write about ideas.
The emphasis is to be on the grip,
not upon the idea. To show the grip,
it is necessary to look at the actions
of governments in some of the lands
under the sway of the socialist
ideas. There we shall discover not
the beatific vision foretold by
socialist prophets but the hard
realities produced by the applica
tions of force and violence.

From Ideas to Practice

The discussion of the ideas of
revolutionary and evolutionary
socialism has one main purpose
here. It is to show the connection
between the ideas and the practices.
Socialists of whatever persuasion
focus attention upon and talk most
about economic matters. They pro-

claim that the ills which beset us
are economic in origin. But the task
which they propose to undertake
does not simply involve rearranging
economies. An economy does not
exist in lofty isolation from man,
society, morality, religion, culture,
habits, customs, and traditions.

Indeed, economy is what it is
because man is what he is. This be
ing so, anyone attempting to in
stitute new and different economic
arrangements must perforce also
devise a new man, new society, new
morality, and so on. It may be less
painful to go about it gradually
than in one fell swoop, but the
damage must finally be done which
ever way is taken. The damage
must be done because the old man,
the old society, the old morality,
and so on, must be rooted out,
altered, or destroyed. The evolu
tionary approach is much more
subtle because much of this process
is hidden beneath diversionary
arguments and gradual methods. It
is there, nonetheless.

Loss of Independence

The impact of the thrust toward
socialism is to destroy the in
dependence of the individual and
leave him exposed to the power of
government. and the influence of
whoever has it or will wield it. This
is so because the thrust of socialism
is to remove all the supports by
which he .may. stand as an in-
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dividual: the supports of a free
society, of morality, of religion, of
custom and tradition. The logic of
this development is in the socialist
idea.

We turn now to the exploration of
this impact in several lands where it
has been applied. Undoubtedly, the
impact will vary from country to
country. It will certainly vary
depending upon whether it is
revolutionary or evolutionary
socialism at work. It will vary, too,
depending upon the leaders from
time to time and place to place.
Each country has a different
history, and each people different
ways. But when all that has been
said, there is but one definitive way
to study the impact of an idea, and

A Strange Hybrid

that is upan actual people in the
situations in which we find them. @

Next: 4. Russia: Old Regime and
New Revolutionaries.
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IDEAS ON

LIBEH.TY

IT UNFORTUNATELY has become fashionable for the artist in modern
society to quibble over this issue of freedom. He says on the one hand
that he prefers a society which emphasizes physical security for all
(which necessitates in technological civilization a degree of
regimentation which endangers freedom). At the same time he properly
wants a society where he is free to write, paint, and compose as he wills.
He fails to recognize that the artist is so influenced by the society of
which he is part, that he cannot remain free when all else is
controlled....

The tragedy of so many intellectuals in the contemporary world is
that while opposing extreme forms of totalitarianism, they are
themselves half-totalitarian; that is to say, they express a desire for a
society which is half-controlled, half-regimented, half-planned, part
capitalist, and part socialist. This strange hybrid they will find (indeed,
have found) to be a Frankenstein monster which, ironically, they have a
great responsibility for creating.

GEORGE S. SCHUYLER, Black and Conservative



CoMMITMENT refers to devotion to a
person, or to a cause, or to an ideal.
The concept defines a solemn pledge
to adhere to a certain moral choice.
Such fidelity demands steadfast
faith and belief in the object
revered. This essay proposes to ex
plore the concept of commitment.

The sine qua non of commitment
is freedom. Commitment without
freedom states an absurdity, an im
possibility. Man. must be at liberty
to choose the object of his fidelity.
Noone can express a solemn pledge
for another in matters of deep con
cern; only the actor, responsible for
the consequences of his choice,

Mr. Foley, a partner in Souther, Spaulding, Kinsey,
Williamson & Schwabe, practices law in Portland,
Oregon.
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ought to, and is able to, decide on
his destiny.

Freedom represents the absence
of human restraints on personal
creative action. Choice represents
the means of expressing freedom,
the manner in which each human ac
tor decides between the myriad
alternatives open to him. Commit
ment represents the intensity with
which the object of the free man is
sought by the actor.

Consider the suggestion that a
slave can manifest commitment to a
goal. If one chooses for another, the
choice becomes that of the tyrant,
not the slave. The tyrant, the social
structure, indeed the law of man,
may contend that the choice abides
in the slave rather than in the
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master, but such a view fails to ac
cord with reality and amounts to
mere whimsey. Even if sanctions
are meted out to the slave by those
in authority as a consequence of the
master's choice, that does not alter
the condition: the choice belongs to
the one who chooses. One who does
not choose cannot be said to make a
decisive moral choice.

Arguably, a slave can attain com
mitment if his goal coincides with
that course of conduct chosen by
his master. One questions how
often this concatenation of events
would occur. However, passi~g that
intriguing inquiry, both rational
and empirical evidence demonstrate
that the serf will act with less inten
sity if he lacks the faculty of choice,
whether or not he believes that the
object corresponds with his aim in
the endeavor. And, intensity marks
the touchstone of commitment.

Freedom, Slavery, Commitment

To this point, we have utilized the
seemingly pej orative words
"master" and "slave" to connote
parties who choose for another and
parties who lose their decision
making power to others. One might
take issue with. such harsh descrip
tive words in the absence of
analysis. Upon reflection, the terms
appear apt. One can define a master
as a person who commands,
domineers, or subjugates others. A
slave refers to a bondsman, a ser-

vant, or a fief, one limited and
directed by another. To the extent
that one person forecloses the
choice between al terna tive s
available to another, he dominates
the latter and denies him his essen
tial humanity.

Freedom means making your own
fetters. A free man circumscribes
his actions just as surely as a slave.
The difference: the free man chooses
his own yoke; the preceptor imposes
a harness upon the serf.

Cursory reflection reveals the
validity of this set of premises.
Each man bears the marks of
restraint: wholly unlimited conduct
is unthinkable, save for a madman.
Nature restricts the physical feats
we perform; morality impedes the
treatment we accord to others occu
pying this planet; our sense of value
commands the choices we make.
The salient question remains, who
shall decide what path each man
shall follow? Those who seek their
own star can be called free and com
mitted to that end; those who are
denied choice must be termed
slaves. Remember, commitment
also refers to consignment to a
physical or mental prison as well as
adherence to another person or a
course. A commitment to freedom
may well encompass a consign
ment to a stricter lash than
totalitarianism, for a free man must
bear responsibility for his moral
decisions.
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Two Faces of Commitment
Commitment, like many other

serious concepts, evinces a duality:
silent devotion to principle and
open demonstration of purpose.

The first aspect of commitment, a
quiet steadfastness, requires no
spectacle of obligation for all the
world to see. One may entertain a
deep and intense commitment
forever unknown to others. Who
can measure the depths of another's
commitment? No one, for to do so
requires an absolute knowledge of
the values embraced by another.
True commitment may include that
fidelity which is unspoken and
unknown to all save the actor, for
only he can truly measure what he
has surrendered in exchange for his
fealty.

Consider the case of Edward VIII
of England, the Duke of Windsor.
Who among us really knows how
committed he was to Mrs. Simpson
when he abdicated his throne?
Perhaps he decried the royal life.
Certainly he attained a long and
seemingly happy life with Mrs.
Simpson, full of esteem of many
people, well-being and good health.
How much deeper the comparative
commitment of one who gives up
life itself, or consigns himself to a
short, solitary, distasteful and
brutish existence of alienation in
quest of an ideal? Noone can com
prehend the commitment existent
throughout history by untold

multitudes who followed their
polestars in silent allegiance.

The second and converse aspect
of commitment devolves to the con
cept of witness. The object of com
mitment may induce, nay demand,
obeisance or even an open
demonstration of conviction. True,
those who engage in the greatest
display may actually carry the
shallowest pail. Nevertheless, true
commitment encompasses a de
mand in addition to fetters, a de
mand that one live his life in har
mony with his chosen purpose.
Distinguish between empty postur
ing, evangelical conversion, open
recruitment and proselyting, and
solid adherence to principle at all
cost, in all times, and in all places.
One can effectively witness his com
mitment without openly seeking
converts, without mass demonstra
tions, without mean rhetoric; he
need only understand his values
and express his philosophy in the
choices he makes. Yet even this
manifestation of commitment ap
pears to run counter to the silent,
internal aspect first discussed.

What Constitutes a Commitment
to Liberty?

Each individual, discrete and un
ique, must determine the existence,
extent, and intensity of his or her
commitment to fre6dom. Like other
singular features of life,
commitment-especially commit-
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ment to freedom-represents the
most personal, profound, and in
dividualistic of choices.

Each person must decide if he
possesses a commitment to liberty,
a belief in the untrammeled right of
each person to govern his own life
and to make his own choices
without interference by other
human beings. Once. established,
the actor must also determine how
far and how deep his pledge travels,
whether his is the superficial kind of
lip service without meaning, or
whether his principle has a price or
a limit. Judging by actions, few men
today offer any commitment to
freedom, and fewer still adduce any
evidence of a deep, intense, exten
sive, and abiding conviction. Were
this not true, one would not witness
all manner of interventions and
deviations in modern society.

Recognizing that commitment
comprises an inherent internal facet
of life, one not necessarily apparent
to the objective observer, we may
still ask the seminal question, what
constitutes a commitment to
freedom? Obviously, not every
answer will apply with equal force
to each unique individual; one must
deal in aggregates. Nonetheless, the
enterprise still yields some general
rules for consideration of the com
mitted.

First and foremost, commitment
to freedom compels an unyielding
belief in the sanctity of human life

and a disparagement of the in
itiation of force in any endeavor. A
faith founded on the value of in
dividuallife will impart a belief that
each life possesses subjective value
to its owner so precious that it
ought not be traduced in any par
ticular. A right to life naturally en
compasses a right to live that life in
all endeavors as the actor sees fit,
so long as he refrains from initiation
of force or fraud against any other
person. Secondarily, a commitment
to freedom requires the believer to
do more than believe-he or she
must act in accordance with that
belief and live life in harmony with
the principles espoused.

From Principle to Practice

The initial step, while presenting
a hurdle of considerable magnitude,
does not· often waylay the person
seeking freedom. -One can fairly
easily acquire and profess at least a
superficial belief in the free life. It is
the secondary postulate which
poses the most difficulty in achiev
ing true commitment. All too few
seem able to correlate action with
principle. Thus, civilization
perceives the specter of an apparent
devotee of freedom clamoring for
controls over the personal, social, or
economic actions of others.
Businessmen seemingly imbued
with the sagacity of the voluntary
market system hanker after price,
wage and rent controls during times
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of economic ferment. Workingmen
interested in individual choice band
together to conscript nonunion
believers into a coercive union and
to petition for minimum wage laws.

One can only suggest the aberra
tions apparent in such conduct and
offer light leading to a different
result; to one who does not approve
the initiation of force, that principle
must remain enduring and equable,
even to the extent of a refusal to
force man to be free. Indeed, few if
any persons possess the ability or
right to drag others on the path of

liberty. Each of us must find his
own way, a way illuminated without
compulsion from the varying light
from many lamps of other believers
inching their respective ways
toward the goal of liberty.

Improve yourself: that norm sum
marizes the essence of the obliga
tion of one committed to freedom.
Learn the philosophy of freedom
and consistently apply it to all
situations arising in life. If all
followers would adhere to this prin
ciple, the road would be better
lighted and less treacherous. I)

IDEAS ON

LIBERTY

The Personal Practice of Freedom

FREEDOM RESTS, and always will, on individual responsibility,
individual integrity, individual effort, individual courage, and
individual religious faith. It does not rest in Washington. It rests with
you and me.

Two things you and I can do, and two only. First, we can practice
what we profess. Second, we can each preach, from our own personal
pulpit, the principles we practice, whether that pulpit looks out upon a
continent, a country town, or a single cottage.

As we thus prove our faith by our works-as we accept with diligence
and devotion the responsibility for areas within our reach-as we
inspire those about us and send them in turn to inspire others-we shall
find that we are making an ever-increasing contribution to the
accomplishment of our century's most challenging job.

ED LIPSCOMB



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

COMES
THE

GARY NORTH, in an article on the
Austrian school of economics, notes
that F.A. Hayek, "the most famous
Austrian," has more or less for
saken economics for "a study of law
and society, in an attempt to find
classical liberal ways to limit the
modern political State." Hayek's
action, however, represents no
desertion of his real subject. In
deed, it is inherent in the nature of
the economics of Carl Menger, who
made the subjectivity of choice the
foundation of the Austrian system.
Value is in the eye of the beholder,
not in any such abstraction as labor
hours or cost of production.

The eye of the beholder, of course,
may stray quite away from

economics. It remained for Ludwig
von Mises, who had an unerring in
stinct for fundamentals, to observe
that all choices, whether economic
or not, compete for time in the life
of human beings. Economic action
is part of human action. I t follows
logically that man's choice of a
political (and moral) system will
have directly observable effects on
his ability to choose in the market
place.

This is what concerns Hayek,
leading him from his original preoc
cupation with technical aspects of
economics to his researches into the
"constitution of liberty."

As Hayek has found, the "plan
ned society" doesn't leave room for
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subjective divagations. To save
economic choice, one needed a cer
tain view of man. So, when Leonard
Read set up The Foundation for
Economic Education to disseminate
sound economic idea s, he
discovered that exploration in what
he calls the "freedom philosophy"
was basic to his mission. Man's
moral being is the quintessential
question. If "dictocrats" (a favorite
word with Mr. Read) presume to set
limits to men's choices, the world
will be poorer in invention and pro
duction and therefore in consump
tion. The dictocrats themselves will
be menaced by stultification.

The Morality of Freedom

Since Leonard Read's books are
concerned with the wider choices
that affect economic choices, it is
scarcely to be wondered at that his
references to moral teachers are
vastly more numerous than his
references to economists as such.
His latest collection of essays,
Comes the Dawn (FEE, $5.00), like
his other works, invites a curious
reader to playa little game. One can
count forty citations of
philosophers (Goethe, Kant,
Socrates), saints (Augustine, Mat
thew), great patrons (Lorenzo the
Magnificent), humorists (Will
Rogers, Sydney Smith), political
theorists (Burke, Woodrow Wilson),
poets (Tennyson, Cowper),
psychologists (William James),

amateurs of ideas (Stewart Edward
White, Aldous Huxley) and general
essayists (Montaigne, Voltaire) to
ten mentions of professional
economists. But it is all germane to
what Gary North has called FEE's
basic concern for the "transmission
of introductory economic ideas
rather than front-line economic
research. "

Leonard Read doesn't condemn
all "front-line" monographs, but he
thinks research of a statistical
nature has its limitations when one
is talking about future pro
babilities. He has great fun with
some of the statistical fetishes of
contemporary economics, the Gross
National Product (GNP), for exam
ple. GNP is always expressed in a
monetary unit, so it grows
whenever the medium of exchange
is diluted. It reached its peak in
Germany in 1923 when a bushel
basket of marks couldn't buy a loaf
of bread. Mr. Read ponders the ab
surdity of boosting the GNP by
paying farmers not to produce, and
marvels that if a man were to
divorce his wife and hire her as a
cook at ,$50 a week he would in
crease the GNP by $2,600 for the
year.

Problems of Intervention

The Command Society (Mr. Read
lumps feudalism, socialism, fascism
and the Welfare State together
under this heading) limits choice to
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a small group of "pre-emptors."
Naturally this drastically cir
cumscribes the· experimentation
that comes when individuals are
free to try things out for
themselves. We don't know what
would happen in any detail if the
post office monopoly should be
somehow broken. But we can be
sure that men would continue to
communicate. As Mr. Read says,
the Bell telephone system, which is
privately owned, does a pretty good
job projecting the human voice over
vast distances. Mr. Read doesn't
mention Citizens' Band radio,
which (if you don't mind what
amounts to a party line) has the
potentiality of competing with Ma
Bell herself. The point is that if
ideas are free to flow, almost
anything can happen. Where
choices are limited to a few pre
emptors, they function as agents of
destruction.

Twenty years ago Henry Hazlitt
remarked to Leonard Read that the
country was going in two directions
at once. Since then, our regulatory
agencies have invaded practically
every human province, we have
more pre-emptors sitting in
Washington than we ever had even
in wartime, and the talk of "na
tional planning" is louder than it
has been since Rexford Tugwell's
day. Socialism, says Mr. Read, "is
more agreeably accepted today
than a year ago or two decades

ago." But the "saving remnant" of
"freedom philosophy" devotees,
while it hasn't saved us yet,
threatens to become much more
than a remnant. The literature of
freedom has been growing rapidly.
Mr. Read is convinced, from
reading his mail and talking all over
the country (and, indeed, the world)
that thousands of new people are
becoming skilled in understanding
and explaining the nature of
freedom. FEE has had more re
quests for seminars than it can ac
commodate. Mr. Read might have
mentioned the trouble the Mont
Pelerin Society, which he helped to
found, now has in making room for
all those genuine lovers of freedom
who want to join it.

Setting an Example

With more than a "remnant"
becoming convinced that the Com
mand Society must inevitably
break down, Mr. Read's observa
tion that it only takes a few
"authentic heroes" to turn things
around becomes more pertinent.
Three men-Ludwig von Mises,
Wilhelm Roepke and Ludwig
Erhard-put post-World War II
West Germany on the right
economic track. And two men
Richard Cobden and John Bright
turned England away from mer
cantilism after the Napoleonic
wars. But, though "saviors are
always few in number," they benefit
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when there is more than a remnant
ready to listen to them. If the cur
rents weren't flowing in two direc
tions at once, saviors would have to
wait.

Mr. Read quotes an unknown sa
vant who said that "if you are not
part of the'solution, you are part of
the problem." The first step toward
becoming part of the solution is to
cease doing wrong (in this case, to
cease trying to live by and through
the State, which has no money of its
own to give away). The second step
is to become a creative thinker and
expositor of the freedom
philosophy. The third step is to be
such an exemplar that others will
seek your tutorship. Though Mr.
Read counsels humility, it is ob
vious that he is a most convincing
third-stage exemplar. He made his
critical decision when he decided
there was more to economics than
economics itself.

~TWILIGHT OF AUTHORITY by
Rob~rt Nisbet. (New York: Oxford
University Press, 1975) 287 pp.,
$10.95.

Reviewed by Haven Bradford Gow

WESTERN CIVILIZATION and America
in particular is in a state of
decadence. Mr. Nisbet discerns
America's decline in such indices as
the decay of values, the deifica-

tion of the self, the erosion of
patriotism, the loss of faith in our
institutions, the militarization of
our society and the centralizing of
power in the hands of the state, in
creasing hedonism, the rising rate
of crime and social disorder, waning
belief in heroes, the corruption of
language, the disintegration of
traditional social and moral
authority, the destruction of human
loyalties and the loss of a sense of
social roots. It is America's
"twilight age," a political, moral
and cultural crisis similar to that
which marked the decline and fall of
Rome.

By "the loss of social roots," Mr.
Nisbet means the decline of "the
local community, the dislocation of
kinship, and the erosion of the
sacred in human affairs." He cites
the rebellion of youth against any
and all forms of parental domina
tion, the perpetually rising. divorce
rates, the shunting aside of tradi
tional family for novel forms of
communal living, and the women's
liberation movement as evidence of
the decline of the family's "func
tional importance in the social
order." Ironically, as Mr. Nisbet
observes, the disintegration of, and
virulent assaults upon, the family
are occurring at a time when we are
beginning to learn how very impor
tant the family is in such crucial
areas as individual motivation, the
ability to learn, and personality,
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sexual and moral devopment.
Numerous studies buttress the
recognition that while the school,
peer group and church do indeed
have a tremendous influence upon
the mind of a child, these influences
nevertheless are "comparatively
weak" in comparison with the per
vasive influence of the family.

Is it too late to arrest, perhaps
even reverse, the pernicious trend
toward political Leviathan on the
one hand and the disintegration of
the social order on the other? Mr.
Nisbet finds no reason for op
timism, for the ranks of "those still
committed to the private sector, to
the social sphere, and to the in
dividual liberties within each of
these, become progressively thin
ner, their voices increasingly
muted."

Mr. Nisbet, though, does provide
some reflections concerning "what
a genuine social regeneration in the
West might consist of-either as a
consequence of historical factors
now only dimly to be seen or fore
seen or of direct, enlightened states
manship." Briefly, Mr. Nisbet
argues for the decentralization of
cultural, economic and political
power; he contends that the concen
tration of power in the hands of the
state inevitably leads to the diminu
tion of personal liberty.He makes a
sharp distinction between state and
society, and points out that there
are areas of life beyond the compe-

tence of politics and of the state to
cope with. Closely connected with
the distinction between state and
society is the need to "recover the
social," that is, the need to reaffirm
and strengthen a sense of com
munity, kinship, and social roots,
and such social institutions as
marriage, family, the church, and
other kinds of self-help and charita
ble organizations and associations.
By so doing, we may still be able to
reverse the trend toward the total
state and achieve order in the soul
and in the commonwealth.

~ THE PSEUDO-SCIENCE OF B.F.
SKINNER by Tibor Machan. (New
Rochelle, N.Y.: Arlington House) 224
pp., $9.95

Reviewed by Haven Bradford Gow

B. F. SKINNER believes that man's
behavior and choices are deter
mined by processes beyond his con
trol; man is nothing more than an
animal who reacts blindly to stimuli
in his environment. Freedom and
dignity, therefore, are just
"myths;" they cannot be "scien
tifically verified," that is, weighed
or measured.

The author, on the other hand,
contends that Mr. Skinner's view of
freedom is the myth, and-to check it
he has written a much-needed af-
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firmation of man's dignity and
freedom, and a hard-hitting attack
on the thinking of those social scien
tists and philosophers who deny
man's moral worth and freedom.

Dr. Machan points out that the
attacks on free will-Le., man's in
herent capacity to make free
choices and judgments-are based
upon a warped view of man, the
view that man is simply a machine.
True, man has a material body, but
he is also a spiritual being. Human
beings have the capacity to reason,
to conceptualize, to grasp univer
sals, to utilize and comprehend
symbols, to express in written word
and in propositional speech their
private thoughts and feelings. Man
can love and hate, he can cry and
understand and laugh at the mean
ing of a joke. Clearly, if man's
freedom, moral worth and uni
queness cannot be verified through
the techniques of the laboratory,
this is no proof that these qualities
do not exist. They are indeed real,
even though their reality cannot be
chemically analyzed or weighed.

There is an obvious relation be-

tween the Skinnerian view of man
and freedom on the one hand and
pernicious attempts in our time to
wrest away man's political liberty
and concentrate decision-making
power and authority in the hands of
a few. If, as Mr. Skinner claims, the
"survival of the culture" is the
highest value, and individual
freedom and dignity are just
"myths," then man's politicat'liber
ty may be sacrificed. Mr. Skinner
and his followers would then "feel
free" to use scientific know-how and
technology to manipulate man and
his environment to achieve their
desired results.

On the other hand, if, as Dr.
Machan believes, man has the
capacity to reason and also
possesses free will and dignity, then
proposals and efforts to manipulate
man through science and technol
ogy are virulent assaults on man
himself. Let us, instead, cultivate
and preserve those institutions and
those social, economic and political
conditions which help human be
ings to live rationally and freely
choose good over evil. ,
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INTERVENTIONS
and their

Sam H. Husbands, Jr.

IT IS no longer unusual to read and
hear expressions of discontent
about the role of government in our
lives. The proliferation of interven
tions and the resultant economic
dislocations have made almost
everyone aware that something is
amiss with the notion that govern
ment can solve problems in man's
creative affairs.

I propose to offer here some ran
domly picked examples of how
government interventions almost
invariably cause results directly op
posite to what their proponents en
visaged. Though I am primarily

Mr. Husbands of San Francisco is a member of ana·
tional investment banking firm. He is a Trustee and
past Chairman of the Board of The Foundation for
Economic Education. This article is from his ad·
dress at the Fall Meeting of the Board and guests at
the Foundation, December 5, 1976.

stressing economic consequences,
what may be more important than
the economic cost is the creation of
conditions· which reward behavior
that would be considered not only
unnecessary but often reprehensi
ble in a limited government society.
This corruption of moral sensibility
can affect both the perpetrators of
interventions and those in or out of
government who might be charac
terized as innocents or merely
naive.

For morality to be demonstrated,
a prerequisite is an element of
choice. Interventions reduce choice
and by their nature are discre
tionary, arbitrary and discrimina
tory. At a minimum, they cannot
meet the universality test of a
moral action. As police power is
used to favor one side of an other-

195
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wise freely chosen transaction, it is
my contention that there is a dim
inution of such virtues as integrity,
consistency, humility and serenity,
with the opposite characteristics of
deceit, contradiction, arrogance and
envy filling the void. Both those
who cry out for favor and those who
pander to their appeals are con
tributors to the malaise.

Of course, all men are capable of
expressing those qualities, both
good and bad, and therefore. they
are present in abundance in both
the socialist and relatively free
societies.

As an aside, it is the institutional
izing of evil in the totalitarian
systems-systems which, paradox
ically, purport to change man's
nature for the better-which has
brought about horrors inconceiv
able even to medieval torturers. The
worst of those horrors, however,
may not be the mass elimination of
mankind through deliberate exter
mination and war, but the turning
on its head the meaning of truth
and integrity-in other words, the
destruction ofconscience.

The Market as Regulator

In a free society any tendency for
man to cheat, lie and arrogantly
abuse his neighbor is continually
checked by the necessity for people
to live in free association. Each is
dependent on the good will of his
customers, benefactors, stockhold-

ers or employees, any of which can
"stop drinking tea" with one who
would abrogate that relationship.

In posing a number of disparate
examples of the results of interven
tions, I should first like to touch on
the law itself, and see how the
emergence of politicized decisions
has affected that most fundamental
element in a free society.

I approach the law in a spirit of
humility, and trust that my very
naivete and lack of formal training
in the law may lend an uncluttered
aspect to my observations. For
those of us who are convinced of the
verities of limited government, the
law based on a concept of the
natural rights of man is the founda
tion of our faith for it essentially
defines the role of government and
sanctifies the individuality of the
citizen. On the other hand, the
growth of sociological jurispru
dence has found a partnership in
the arbitrary, fiat actions that
necessarily flow out of the collec
tivist state.

Roscoe Pound's championship of
the sociological school, along with
the pragmatism of John Dewey, are
apparently modern-day manifesta
tions of those Machiavellian
prescriptions to his Renaissance
prince. As has been noted, "the om
nipotence, unrestrained by law or
morality"-that Machiavelli both
ascribes and prescribes to the
prince-is a product not so much of
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his scientific detachment as of his
tendency to view political power as
a value, as an end in itself.

Laws to Reform Us

As the power of government
grows, not only will the man of in
tegrity, consistency and humility
be shut out of any government func
tion both by his own will and that of
others, but the law must necessarily
lose its predictability, its fairness,
its restraint. It· will become instead
the thrusting instrument of socio
logical trends and fads, a threat to
civil liberties while exclaiming the
opposite, a penalizer of productivity
and a cannibal of the natural law
itself. Frederic Bastiat's ideal of the
law, as I see it, has a great deal of
inherent resiliency if nurtured and
not abused. But if politicized, it
quickly turns and must inevit
ably-and no matter the sincere
motives of its advocates-become
anti-law, a program to defile any
rational meaning to the law.

I fully respect those who teach
the law, and hope their students will
help return us to the law's more
limited constqlction. But I cannot
help wondering if the very number
of practicing attorneys per capita
may be an indication of something
amiss.

The United States presently has
licensed in excess of 400,000 at
torneys, the ratio being on the order
of one attorney for each 530 people.

At the beginning of the century the
number was one to 1,100 Ameri
cans. Japan has a ratio of one to
10,300. While we can recognize the
great cultural differences between
Japan and the United States, these
figures nevertheless are an indica
tion that the law may be being
abused, that there is among us a no
tion that every conflict, every
slight, real or imagined, must be
subjected to the full panoply of
legal adjudication.

Shortly after I received these
figures from the American Bar
Association, I noticed an article in
the October 1976 Harper's by
Jerold Auerbach, who teaches law
at Wellesley, titled "A· Plague of
Lawyers." To me the most interest
ing thing in his article is his at
tributing the proliferation of
lawsuits and resort to the Courts to
the assertion of individuality. He
says, "A society in which individual
rights are paramount requires an
abundance of lawyers to defend and
process them. In a society where
lawyers abound, contentious in
dividualism flourishes."

Laws Bring Lawsuits

I would propose that individual
ism as brought about within the
restraints of our Judeo-Christian
heritage cannot account for our
litigious society. On the contrary, it
seems much more plausible that it
is the substitution of socialist
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nostrums on what used to be an in
dividualist and responsible ethic
which has been responsible for this
lawsuit phenomenon. What could
be a finer inducement to sue your
better-off neighbor than for govern
ment to declare openly and imply
covertly that it is one of its func
tions to make men equal, not only
before the law, but also in material
possessions. Interestingly, as it
strives for redistribution it gradual
ly but inexorably reduces equality
before the law.

Recently an Alaskan jury allowed
that a man using a pistol with a
design basically unchanged for 100
years should be awarded $3,500,000
for shooting himself in the foot and
from which shooting he suffered no
permanent damage. Should the
judgment be sustained in the
Alaskan Supreme Court, the manu
facturer of the weapon would
presumably be put in the position of
not being able to buy insurance for
his product, and with the size of
those judgments, being of course
unable to self-insure.

The engendering of envy often
brought about through the law
itself is the essence of adversary
economics. Adversary economics in
turn is the very fuel the Marxist
would use to gain absolute political
power. Paradoxically, at that point
the need for lawyers drops to zero
for judicial decisions are now
political decisions. To weigh the

evidence is then absurd and merely
play-acting. I might add, the need
for marksmen for firing squads
seems to rise proportionately.

Robert Payne in his biography of
Lenin noted that early in the
Revolution, by 1918, Lenin had ac
quired the ominous habit, when
asked what to do with dissidents, of
writing back, "Shoot them," so
that in the end it became almost
meaningless; it was like brushing
off flies.

It is a long step from Lenin's ex
ecutions to modern America. There
are simply no comparisons. I would,
however, contend that to the extent
that envy and redistributionist
theory motivate a jury, a regula
tory authority, or even companies
hoping for a windfall, so will predic
table and even-handed justice be
aborted. The decisions rendered will
more clearly resemble those spring
ing naturally from the wholly
politicized state.

The Vagaries of Antitrust

Professor Benjamin Rogge and
D.T. Armentano among others,
have made the persuasive case that
antitrust law is inherently subjec
tive. Assuming their conclusions
are correct, one trouble with an
titrust law is that it takes a still
photo of a situation that is dynamic
and bases its case on that snapshot
or time slice. By the time the in
evitable decrees are laid down, the
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conditions have completely
changed and the prescription which
was never appropriate is even less
so by the time it is enacted.

As Armentano says, the sacred
cow of antitrust law takes for
granted that firms indicted under
the law actually raised prices,
reduced outputs, produced shoddy
goods, colluded with competitors,
drove rivals from the market
through predatory practices and
abused their presumed monopoly
power. As one reads his book, The
Myths ofAntitrust, it is readily ap
parent that the judges on the main
decisions of the last 70 years or so
had to make what were essentially
subjective decisions. A fair man
could have just as easily decided the
case in the reverse. Consistency?
Hardly!

As Business Week recently
noted, "Enforcing antimonopoly
law has become like the cold war.
Almost any action of a company
that dominates its industry can be
considered hostile, and no one
seems to know how to arrange a
lasting truce in this area between
Government and large companies.

"The law requires that an anti
trust decision be turned over to a
single judge, who must reach his
conclusion by shifting evidence
through the intricacies of the legal
process.

"In the IBM case the Govern
ment for its part was faced with

sorting through 2 7 million
documents, an index to which had
been destroyed as the result of a
settlement in the private suit that
Control Data had brought against
IBM."

The Federal Trade Commission
challenges the ARCO-Anaconda
merger partly on the basis that a
merger would lessen competition in
copper mining. Now that doesn't
mean that AReO is in the copper
mining business. The FTC has used
what is known as the' 'protected en
try" argument, i.e., AReO might
have gotten into the copper-mining
business anyway, had they not been
enjoined from buying Anaconda,
therefore the country might have
had another competitor.

Open to Corruption

In what I view as such misuse of
the law, the temptation to bribe and
otherwise compromise integrity is
obvious. I have on my desk a
remarkable machine made by the
Bunker-Ramo Corporation. On its
display tube we can retrieve all the
news on any publicly held company
for the previous six months. For the
masochist, one may also retrieve all
the decrees and fiat actions taken
by all the U.S. regulatory authori
ties for the same period. For in'
stance, I currently have 19 pages of
9-line items on FTC decisions, each
of which has a varying degree of im
pact on any individual company
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and the general economy, but few of
which would likely have come out of
a court of law a few years back. Yes,
I know there is the right of appeal,
but hundreds of staff members
working frantically to justify their
salaries can soon attenuate the will
of a company to challenge each arbi
trary decision.

Though all defenders of free
market philosophy would view the
Federal regulatory authorities as
arbitrary, one often hears reserva
tions about eliminating one or the
other, on the basis that though fiat
lawmaking in general may be bad,
in this .one particular instance,
parts of a commission should be
kept because there would be
nothing to fill the vacuum were it
eliminated.

The analogy may not be exact
but, to my mind, leaving a part of a
regulatory authority in existence
may be akin to a surgeon in a cancer
operation leaving a malignant cell
on purpose.

Can regulatory decisions in the
final analysis be anything but ar
bitrary? How, considering human
nature, can such actions not result
in and stem from duplicity, in
consistency and a certain amount of
arrogance? The free market is a
remarkably civilizing force, but
even threaten the use of police
power to intervene on one side of
the market equation in an otherwise
peaceful transaction, and in my opi-

nion you release the baser elements
inman.

The Food and Drug Administra
tion and its cousin agencies are
often defended on the basis that
though recognizing the danger to
freedom of fiat law, if society has to
contend with predation after the
fact, Le., in a court of law, after
harm has been rendered to one par
ty, people will be hurt who would
not have been had the regulatory
authorities been doing their job.

But let us see in the case of the
EDA whether in fact this works in
the real world. The case of thalido
mide provides defenders of such
agencies as the FDA what they
think to be the ultimate argument
for its institution. As you recall, the
resistance of one lady FDA staffer
to allowing thalidomide to be
distributed in the United States
prevented many American children
from being disfigured and crippled.
What possible objection could we
have to any institution which, by
accident or otherwise, saved
perhaps thousands of families from
the calamity experienced by Euro
peans not under FDA protection?

Life Involves Risk

Life is always a chancy thing. The
frailty of life comes home to us
many times a year, as friends,
relatives and those only known to
us through the media, depart this
existence.
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It is quite possible modern
science might be able to sustain a
man's life to 150 years, were an in
dividual willing to deliver himself as
a human guinea pig, giving up all of
his freedom. But this is not man's
nature. From the extremes repre
sented by those who volunteer as
test pilots," or take up hang gliding
or deep sea diving, to what we con
sider everyday risks such as driving
to work, walking under ladders, or
three martinis at lunch, it is ob
vious that most people are willing
to take chances. We would in fact
find life excruciatingly dull were it
not for the freedom to weigh in
one's own mind risk versus reward
and proceed according to our own
individual temperaments.

But if a regulatory authority
could eliminate an unnecessary and
unknown danger and thereby save
lives, can one really make an argu
ment against it? Were it humanly
possible to identify with alacrity
and accuracy just those drugs
which unbeknownst to· the user
could cause death or disablement,
and make that identification within
the framework of a governmental
agency, can we really object?

Politically Motivated

The nature of any political in
stitution is that different and, for
free men, not necessarily salutary
inputs motivate the actions of
government employees. Take the

case of the lady who stopped the
marketing of thalidomide. How
would we be motivated were we
she? If penicillin were introduced
today, and it was evident that cer
'tain people are allergic and can die
from the consequences of the
allergy, would we risk allowing the
drug to be sold and have to defend
our job before a Congressional Com
mittee? Or, would it be easier to
delay approval, in spite of millions
dying from infection, until public
pressure demanded release and in
effect removed the burden of
responsibility?

Lest you think I am branding all
government employees as ignoble, I
will stress that though some who
have a propensity to arrogance may
find the use of police power attrac
tive, the run of the min government
employee is likely to be inherently
no better or worse a person than his
privately employed neighbor. It is
the pressures of government which
are different and almost opposite to
those facing private companies and
individuals, and these are the
pressures which debase their ac
tions.

In my opinion, it is the private
drug company, with its desire to
maximize long term profits while
protecting its good name, which has
the best balance of restraint, and
urgency, in introducing new pro
ducts.

So, left without an FDA, what
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would be the restraining influences
on a drug company to prevent its
releasing drugs insufficiently tested
or fraudulently conceived?

-1. The most controlling influence
is no doubt the desire of a firm and
its management to maintain the in
tegrity of the firm-to jealously
guard its good name,-for this is
the source of customer goodwill and
the base on which all other cor
porate activities rest. Abuse it, and
the demise of the company can be
counted in years if not months.

- 2. There are always present and in
the absence of an FDA there would
undoubtedly be a proliferation of
non-profit consumer groups who act
as self-appointed guardians ,of the
public welfare-to be believed or
not as thefr credibility is tested,
just as everyone else's, in the free
market. It is their quasi-govern
ment status which has given them
disproportionate power in recent
years.

-3. The insurers of the drug pro
ducer, of the doctor prescribing,
and of the druggist selling, would
necessarily influence their insured's
behavior, even more than they do
currently. The very fact that
government has assumed the re
sponsibility to determine not just
the dangers of drugs, but also their
efficacy, has relieved those who
manufacture and dispense drugs

from having to assume full respon
sibility for their products.

-4. Without government agencies
holding the consumer's hand and
leading him to only those products
deemed unharmful by mandate,
caveat emptor must necessarily
become a more vigorous notion
among consumers.

The High Tax Load

Government now takes an
average of more than 40 per cent of
everyone's earned income. The high
tax take, and the government's
debasement of the money to avoid
increasing direct taxation, has
perhaps had the most debilitating
effect on the economy of any action
by government.

As taxes take an ever larger share
of the national income, a major por
tion of creative activity is directed
toward legally avoiding the tax
burden, and from this activity are
born the so-called tax shelters of
various brands. The real estate in
vestment trusts, set up with a tax
free flow-through of earnings to
dividends, attracted some $30
billion in investment funds, which
essentially pursued the same pieces
of real estate with disastrous
results.

It is not coincidental that the
tax-shelter business is the one most
commonly associated with fraud.
When one in a high bracket seeks a
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tax write-off in an investment
where one may sustain no loss after
taxes even if the investment is a
bust, one's business judgment
tends to become less discerning and
discriminating. This indirect and in
evitablywasteful allocation of in
vestment resources is a direct result
of government's high taxation and
the resultant starvation of various
private activities. These activities
are then given a shot in the arm by
the all-benevolent government,
allowing a diversion of investment
funds to the depressed area through
a tax break of some kind. The major
beneficiary is the bureaucracy,
nourished and encouraged by the
very people who are becoming its
slaves.

I hope those who seem to have as
their goal the demise of the free
market will have the graciousness
of the cannibal chieftain who said,
"My wife made a great soup, but I
shall miss her just the same."

The evidence that American bus
inessmen will play an important
part in any further socialization of
society is confirmed when one hears
the chairman of one of the largest
oil companies in the country, to the
applause of his audience of
businessmen, propose an increase in
the taxes on petroleum, to "achieve
effective energy conservation in the
United States."

Here are a couple of items involv
ing government intervention, one in

the indirect allocation of credit, the
other in price controls. See if you
can detect any potential areas for
abuse.

The Allocation of Credit

Most of you have heard of the
Small Business Investment Act
and the government corporation it
empowered. Under certain cir
cumstances, one can borrow from
the Small Business Administration
funds the private sector is not will
ing to lend. Now we have as a fur
ther extension the so-called Minori
ty Small Business Investment Com
pany. If one has, as defined, a
minority member of management
and with a minimum of $500,000 in
equity, the SBA will buy an equal
amount of preferred stock from the
company, and then lend in addition
an amount equal to three times the
company's private capital stock.
The leverage is 6 times over. In
terest rates a bit high for you?
Don't worry, the loan is at 3 per
cent below the cost of money to the
U.S. Treasury. You may be the
guarantor of other loans, for which
you will presumably receive equity
in the other company, apparently
without limit. Tomorrow the world!

In another area entirely, we now
have the Federal Energy Adminis
tration with its price controls, caus
ing this interesting phenomenon.
"Old oil" has a price ceiling of about
$5.80 a barrel, but if your well pro-
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duces less than 10 barrels a day,
you are allowed to receive the free
market price, about $14.30 for 40
gravity crude. The numbers of the
so-called stripper wells (under 10
barrels a day) have soared since the
imposition of these controls, for ob
vio\ls reasons. Will anyone produce
30 barrels a day at $5.80 a barrel
when he can receive almost as much
for 9Y2 barrels a day at $14.30 a
barrel and conserve his crude? Is it
any wonder, when low production
wells make up the largest percen
tage of total crude production in
this country, that we are now im
porting over half of our liquid fossil
fuel?

Well, what is there to do about it?
After 20 years of searching for an
answer to methodology, I can find
no prescription better than that of
Leonard Read:· It's a full-time job
bettering yourself and bettering
your understanding of the freedom
philosophy.

Perhaps we might take a lesson
from the story of the American
tenor making his debut at La Scala.
After his first aria in Pagliacci, the
crowd roared, "Encore! Encore!" A
reprise and once more they ex
claimed, "Encore! Encore!" After
several more attempts to satisfy
the audience the singer stepped to
the front of the stage, raised his
hand and said, "Ladies and
gentlemen, I am indeed honored
and flattered at your response, but

if we are to finish this opera before
midnight you must allow me to pro
ceed." Whereupon, a huge Italian
near the front arose and, apparently
speaking for the audience, said,
"No! You will sing it again and
again until you get itright!"

Sustained through Principle

What I have tried to stress here is
that freedom is an outgrowth of vir
tuous concepts and can only be sus
tained through principle. As
government crowds out more and
more of private activity, we can be
sure that those who vie for political
office-holding to no principle, and
striving for power alone-will more
closely resemble those congrega
tions of thugs heading the gro
tesque totalitarian states of this
century.

But it would be to fall into the
Marxist environmental trap if we
were to contend that man is per
manently and irretrievably cor
rupted by Statism. The paradoxes
are obvious. Out of one of the most
tyrannical and terrifying en
vironments the world has known
has emerged that towering figure of
Alexander Solzhenytsyn, an
unknown Red Army officer just 30
years ago.

Think how remarkable are these
words coming from Svetlana,
Stalin's daughter. Born into that
environment of mass murder,
cynicism and rejection of the spirit,
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emptiness and hopelessness, it
came to her in an almost intuitive
realization that the world of her
youth was the antithesis of what
she truly was and wanted to be. She
writes: "The bad and the good, as
taught me in my childhood,
changed places. The heroics of war
and revolution lost all meaning, and
men I had been taught to consider
as great crumbled in my eyes. The
authority of brute force ceased to
exist, even if it cloaked itself in the
highest ideals. The best people now
were the quiet, kind, sincere and
tru thful, the unnoticed and
unknown, instead of the rock-hewn
heroes of suppressions and vic
tories. The lies and bigotry of
political and party life became
unbearable. Any secret, any
underground activity and thoughts
that had to be kept under lock and
key were repulsive, any violence
against human beings, animals, or
life in any form, inadmissible.

"People filled with ambitions and
envy, self-enamored posturers, cold
cynics and snobs become far more
terrifying than crude physical
dangers, which for me had ceased to
exist. I was no longer afraid of
death, darkness, physical violence;
but a man who lies, even with the
best intentions and for the highest
cause, frig4tens me so that I feel
like taking to my heels. "

Well, the freedom philosophy is in
a phase of spectacular if not ex-

plosive growth, with such a pro
liferation of activities as the world
has never seen before, with the goal
of limiting government and the free
ing of man's choice. I think I can
safely say that never before in
history when relative freedom has
been threatened by totalitarian
forces has there been such a
massive philosophical response in
defense of freedom.

And this. phenomenon is the one
reassuring aspect to this battle of
ideas, for it gives us hope and
reassurance that Adam Smith's in
fluence in the 18th and particularly
the 19th century can be duplicated
in a much more profound way in the
latter part of the 20th century.

Three Important Aspects of
Ideas and Idealism

Arthur Shenfield, at a Mont
Pelerin Society meeting in St. An
drews, noted three phenomena
characteristic of ideas and idealism.

• First, there is a time lag
involved-when an idea reaches its
apogee it is at its weakest but most
observable point, and it is not until
it is at its apogee that it can be
overtaken by a contrary idea.

• Second, the shell of an idea can
continue after the kernel has died. I
might add, how can anyone-even
those who have not rejected
Statism in principle-continue to
ignore the empirical evidence of
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Socialism's destruction of moral
values, its promotion of war and
genocide, its destruction of material
goods and economies from the
Soviet Union to the South Bronx?

• Third, he pointed out the inex
haustible capacity of man to hold
inconsistent ideas. Again, it is im
perative that those who look
favorably on freedom be consistent
and hold to principles, for this is the
sharpest weapon to use against
those who would harbor collectivist
notions.

There is the story of the deaf old
Duke of Cambridge, Queen Mary's
grandfather. Every Sunday morn
ing he sat in the first pew in Kew
Church, and commented all too
audibly throughout the service. One
day when the curate prayed for
rain, the Duke was heard by the
whole congregation to observe,
"Amen-but you won't get any rain
till the wind changes. "

Well, the wind is changing, and
freedom is on its way. But it will
take men of principle to keep it com
ing. ~

IDEAS ON

LIBERTY

The Seductive Lure of Socialism

CAN THE LAW-which necessarily requires the use of force-rationally
be used for anything except protecting the rights of everyone? I defy
anyone to extend it beyond this purpose without perverting it and, con
sequently, turning might against right....

Here I encounter the most popular fallacy of our times. I t is not con
sidered sufficient that the law should be just; it must be philanthropic.
Nor is it sufficient that the law should guarantee to every citizen the
free and inoffensive use of his faculties for physical, intellectual, and
moral self-improvement. Instead, it is demanded that the law should
directly extend welfare, education, and morality throughout the nation.

This is the seductive lure of socialism. And I repeat again: These two
uses of the law are in direct contradiction to each other. We must
choose between them. A citizen cannot at the same time be free and not
free.

FREDERIC BASTIAT, The Law



Victims of
Reform Laws

E.C. Pasour, Jr.

TRAVEL would be smooth if roads
could be paved with good inten
tions. Unfortunately, good inten
tions do not assure that an action
will achieve its stated purpose. In
deed, there is ample evidence con
sistent with Mises' observation
that intervention leads to "a state
of affairs which-from the point of
view of their authors' and ad
vocates' valuations-is less
desirable than the previous state of
affairs which they were designed to
alter" (Human Action, p. 858).

Government intervention creates
victims in at least two ways. First,
laws against selected economic ac
tivities (e.g., price controls) restrict
choice by preventing voluntary
market transactions. These illegal

Dr. Pasour is Professor of Economics at North Caro
lina State University at Raleigh.

economic activities are victimless
crimes since such market transac
tions create no involuntary victims.
A number of examples are
discussed below. Second, one in
tervention frequently leads to
another further restricting in
dividual choice. The snowballing ef
fect of intervention is explained
below in the case of education and
health care.

Price Controls

First, consider price ceilings (or
floors) established by law. In these
cases, it is illegal to sell a product
for an amount higher (or lower in
case of price floor) than the stated
price. Examples include wage and
price controls, minimum wages,
prohibition of ticket "scalping,"
and usury laws. In each case, a
market transaction which would

207
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make both parties involved better
off is prohibited by law.

Consider product price controls.
When the price of gasoline in the
U.S. was set below its equilibrium
level in 1974 during the OPEC oil
embargo, a shortage was predic
tably created. The shortage was
handled through queue or line ra
tioning. A more conventional
method of rationing would have
been to issue coupons to consumers
to purchase a specified quantity of
the product. Such coupons are
typically not legally negotiable. If
the buyer is willing to pay the seller
more for the coupons than the seller
feels they are worth to him, both
parties clearly benefit. The ex
change of such coupons is a good il
lustration of a victimless crime in
that intervention creates victims
where none would otherwise exist.

Similarly, it may be shown that
minimum wage legislation, ticket
"scalping" laws, and usury laws
create real victims. In each case in
dividuals willingly engage in
market activities only if their own
position is enhanced. Usury laws
are sometimes defended on the
basis that the borrower has inade
quate information, but information
is an economic good and it is not
feasible for the consumer to obtain
complete information about any
market transaction. The consumer
must weigh the anticipated costs
and benefits of additional informa-

tion for any economic good or ser
vice.

Safety Legislation

Consumer safety regulations also
create victims. The Food and Drug
Administration, Consumer Product
Safety Commission, Occupational
Safety and Health Administration
and other agencies frequently
restrict consumer choice, effectively
prohibiting the individual from
engaging in activities which have
more risk but lower cost. The
tradeoff between risk and cost
varies from person-to-person. In
dividual A, for example, might well
choose to operate a lower cost lawn
mower which does not meet the
safety standards of the Consumer
Product Safety Commission.
Similarly, he may choose to operate
a compact car at lower cost know
ing that the probability of serious
injury is higher. Safety legislation
arbitrarily selects the amount of
safety for the individual and
restricts choice by prohibiting the
desired tradeoff between risk and
cost.

Rationale for Legislation

Why should an activity con
stitute a concern of the state if
there are no victims other than the
individuals directly involved? Two
reasons are frequently cited. First,
the regulators are alleged to have
more information than the in-
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dividual and to be better able to
make decisions for him. Safety
devices for autos provide a good ex
ample. Mandatory seatbelts, air
bags, and the like, can only be
justified if the regulators can better
determine the appropriate level of
risk for the individual than he
himself can. In a society where in
dividual freedom of choice is a para
mount virtue, such legislation ob
viously cannot be rationalized on
this basis.

Regulators have no way to deter
mine and provide for the diversity
of tastes among individuals. Thus,
regulations almost always restrict
the options facing the consumer. If
the consumer doesn't have ade
quate information to make a well
informed choice, such information
can be provided without the coer
cive restraints which accompany
most safety legislation.

A second reason for intervention
is that other people may, in fact, be
indirectly affected through side ef
fects (or "externalities"). A side ef
fect may be defined as an effect on
the welfare of others who are not
directly involved in the activity in
question. In reality, there are likely
to be differences in the extent of
side effects associated with par
ticular acts. Drug use, for example,
may affect members of society
other than the user if the user's ac
tions or appearance impose a finan
cial hardship on or, in other ways,

decrease the welfare of other
members of society.

In some cases such as auto
brakes, the side effects associated
with an individual's activity are ob
vious. Faulty brakes pose a hazard,
not just to the driver involved, but
to pedestrians and other motorists
as well. The fact that there are side
effects, however, doesn't necessari
ly mean that the motorist should be
required to have his brakes
checked. It may be cheaper to make
the man with faulty brakes liable
for damage done to other parties in
stead of requiring him to have good
brakes.

In many of the economic ex
amples cited, side effects are absent
or negligible. In the case of price
controls, ticket "scalping" and
usury laws, for example, there are
no important third party effects.
The same is true for auto safety
belts and most of the safety legisla
tion which prohibits the individual
from making the tradeoff between
cost and risk. In these cases,
government intervention cannot be
rationalized on the basis of side ef
fects.

Safety legislation in some cases
may actually have a perverse effect.
When the state assumes the respon
sibility for product safety and a pro
duct is given the government stamp
of approval, the safety incentive of
the producer and/or consumer is
likely to be reduced.
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Intervention - Why it Snowballs
There may be a basis for legisla

tion when side effects are important
(e.g., as in the case of faulty auto
brakes). What is not widely
recognized, however, is the role
played by government in creating
side effects and, hence, in providing
a justification for more government
activity. For example, when a ser
vice is provided collectively rather
than individually, the intervention
is likely to lead to additional restric
tions.

First, consider health care. As
long as the individual is primarily
responsible for his own welfare, he
bears the cost of activities which
are likely to increase the costs of
health care. Such activities include
smoking, intemperate use of food,
skiing, mountain climbing, careless
use of bath tubs, and so on. Under
these conditions, the cost of ac
cidents, sickness, and the like is
borne by the individual and his par
ticipation in these activities im
poses no cost on other individuals.
Thus, harmful side effects affecting
other people are negligible, and
there is no case for government ac
tion to restrict the individual's
hazardous activities.

The situation is much different
when health care is socialized and
the individual no longer bears the
burden of his own health care. In
this case, any activity which in
creases the cost of an individual's

health care affects the welfare and
cost of other people since the costs
of health care are borne collectively.
Where health care is socialized,
anything an individual does which
increases the cost of his own health
care is of concern to others. There
are side effects associated with
risky activities which increase the
cost of health care to other people.
Thus, these side effects or spillovers
can be attributed to the fact that
health care is collectively rather
than individually provided. In this
way, government financing pro
vides the rationale for more govern
ment intervention.

What are the implications? A
system of national health insurance
will predictably lead to restrictions
against individual activities of a
risky nature. Participation in such
activities will increase the cost of
health care. Consequently, some
economic activities which are legal
under a system of private health
care· are likely to become illegal
when health care is provided for col
lectively. For example, the "hazar
dous activities" mentioned above
might be expected to become
"social problems"when health care
is publicly financed.

Problems of Compulsory
Schooling

Education is another area in
which government financing
creates a situation where additional
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government activity is required to
eliminate side effects. Privately
financed education is compatible
with a diversity of viewpoints and
tastes. Parochial schools, for exam
ple, can inculcate the tenets of the
sponsoring group. The group is
homogeneous with respect to the
doctrine which provides the focal
point for the educational system. In
such cases, textbook selection,
choices of doctrines being taught,
and so forth are simplified.

When education is publicly
financed, the situation is drastically
changed. A state system means
that there is likely to be relatively
little leeway allowed from school to
school with respect to text-book
selection, teaching methods,
teaching approach, and the like.
The state agency responsible must
have a standard against which it
can judge compliance. Consequent
ly, there is a strong force toward
uniformity and little latitude to
cater to the interests of particular
groups. A recent example is the con
troversy in Kanawha County, West
Virginia where parents vainly ob
jected on religious grounds to text
book material being used in public
schools.

A publicly financed educational
system faces an insurmountable
problem in catering to a diversity of
tastes relating to religious or doc
trinal preferences. Separation of
church and state means that

schools must not offer fare which is
oriented toward any single group.
The prayer which poses no problem
in a parochial school serves the
needs of some students and offends
others in a public educational
system in a pluralistic society. Vir
tually any religious or moral
teaching will prove objectionable to
some group or segment in the com
munity. Here again, government
financing provides the rationale for
additional government control,
reducing choices available to
parents and students.

Numerous other examples can un
doubtedly be cited where govern
ment financing creates side effects
making a particular activity objec
tionable. That is, an activity which
is victimless when supplied through
the market, involves side effects
when publicly financed. Ironically,
victims of government intervention
in such cases typically blame the
wrong culprit. Individuals blame
other individuals for having dif
ferent tastes. The real culprit is the
method of financing the service.
When a service is supplied through
the market, a wide range of tastes
can be accommodated without im
posing costs on others.

Conclusions

If wishes were horses, we would
all be wise to own stock in a harness
factory. There is ample evidence,
however, that economic regulation
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does not achieve the results desired
by its advocates. Government in
tervention, regar.dless of the
reformer's intention, tends to
create victims where none would
otherwise exist. Laws preventing
voluntary market transactions
create victims by restricting in
dividual choice. There is no
legitimate basis for laws preventing
such transactions, as in the case of
price controls and much of the safe
ty legislation, where there are no

important side effects affecting
other parties.

The way in which intervention
paves the way for more interven
tion, leading to further restrictions
on individual choice, is not widely
recognized. A recognition of the im
pact of these effects should be
taken into account when the
relative merits of the market and
the state are being compared as
alternative ways of providing any
economic good or service. I)

IDEAS 0:":

ct\-,-
LIBERTY

Legislated Security Is Bondage

LOOK over all the world where you will, and see those governments
where the features of compulsory benevolence have been established,
and you will find the initiative taken from the hearts of the people.

Social insurance cannot even undertake to remove or prevent
poverty. It is not fundamental and does not get at the causes of social
injustice.

The first step in establishing compulsory social insurance is to divide
people into groups, those eligible for benefits and those considered
capable of caring for themselves. The division is based upon earning
capacity. This governmental regulation must tend to fix the citizens of
the country into classes, and a long-established insurance system
would tend to make those classes rigid.

There is in the minds of many an absence of understanding of the
fundamental essentials of freedom. They talk freedom, and yet would
have bound upon their wrists the gyves that would tie them to ever
lasting bondage.

For a mess of pottage, under the pretense of compulsory social in
surance, let us not voluntarily surrender the fundamental principles of
liberty and freedom.

SAMUEL GOMPERS (1886-1924)
Excerpts from an address, DecemberS, 1916



and Interest Rates

Henry Hazlitt

ONE of the persistent causes of infla
tion is the perennial demand for
cheap money. The chronic com
plaint of businessmen, and still
more of politicians, is that interest
rates are too high. The popular com
plaint is directed especially against
the rate for home mortgages.'

To cite an example at random,
President Lyndon B. Johnson, in
his State of the Union message in
January, 1967, "pledged" the
American people to "do everything
in the President's power to lower in
terest rates and to ease money."

Henry Hazlitt, noted economist, author, editor,
reviewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, 8ar·
ron's, Human Events and many others. Best known
of his books are Economics in One Lesson, The
Failure of the "New Economics," The Foundations
of Morality, and What You Should Know About Infla.
tion.

Whether he knew it or not, this was
a pledge to resume and increase in
flation.

But it is not merely by Presiden
tial pledges that governments seek
to hold down interest rates arbitrar
ily. Since the passage of the Federal
Reserve Act in 1913, government
efforts and power to hold down in
terest rates have been built into our
monetary system.

The Federal Reserve authorities
have three specific powers to enable
them to do this. The first is the
power to set the discount rate-the
rate at which the member banks can
borrow from the Reserve Banks.
The second is the power to change
the reserve requirements of the
member banks. The third is the
power to purchase government
securities in the open market.

213



214 THE FREEMAN April

Change the Discount Rate
The first of these powers helps to

set short-term interest rates direct
ly. When member banks can freely
borrow money from their Federal
Reserve Bank at, say, 6 per cent,
this fixes a ceiling on the rate they
have to pay. They can afford to re
lend at any rate above that. In
classical central bank theory, the
discount rate was treated as a
penalty rate. In the nineteenth cen
tury the Bank of England, for ex
ample, set its discount rate slightly
above the rate at which the private
banks lent to their own customers
with highest credit standing. If a
private bank then got into dif
ficulties, and had to borrow from
the Bank of England, and put up
some of the loans due to it as securi
ty, it lost by the operation. The dis
count rate was not supposed to
enable a private bank to relend its
borrowings from the Bank of
England at a profit. But in this in
flationary age, that rule has long
been forgotten. Most countries
today fix their central bank dis
count rate (sometimes called the
rediscount rate) at a level below
what the private banks charge even
their highest-rated customers.

But there are limitations to pre
vent a low official discount rate
from being too greatly abused as an
incentive to inflation. Not only are
severe "eligibility" restrictions
often put on the kind and term of

commercial paper that the member
banks are allowed to rediscount,
but the would-be member bank bor
rower may be subjected to embar
rassing questioning, and the "dis
count window" may in effect be
kept all but closed. In October 1976,
for example, when the Federal
Reserve Banks were holding
$100,374 million U.S. government
securities, and extending total
credits of $107,312 million, only $67
million of this consisted of loans to
member banks.

Change Reserve Requirements

The second power of the Federal
Reserve authorities-the power to
lower the reserve requirements of
the member banks-could be used
to allow the member banks to ex
pand their loans; but in practice the
reserve requirement is seldom
changed. The required reserve
against net demand deposits for
"central-reserve-city" member
banks, for example, stood un
changed at 13 per cent from 1917 to
1935. Since Jan. 1, 1963 it has stood
at about 16V2 per cent. There are
quicker and more flexible ways to
obtain a desired expansion· of the
money supply.

The chief way is by the power of
the Federal Reserve authorities to
purchase government securities in
the open market. This power is
employed almost daily. It is easy to
see how it expands the supply of
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money and credit. A Reserve Bank,
say, buys $1 billion of U.S. Govern
ment securities in the open market.
It buys them, say, from private
holders, and pays for them with a
cashier's check. The sellers deposit
their checks in some commercial
bank, dominantly in a member
bank. The member banks present
their checks to the Reserve Bank
for payment. As a result, their
"reserve balances" with the
Reserve Bank increase $1 billion.

Let us say that the member banks
are already "lent up"-that is, that
they have already expanded their
loans as much as they are allowed
to do against their legally required
minimum reserves. They now have
$1 billion of "excess reserves;" and
they are entitled to lend out at least
three or four times this amount
the exact multiple depending on
how much the borrowers draw out
in actual cash. So Reserve Bank
purchases of every $1 billion of
government securities can lead to
an expansion of the money and
credit supply by some $3 billion or
$4 billion.

Open Market Operations

The power of the Federal Reserve
System to expand the money sup
ply in this fashion is used daily and
heavily. In 1975 the Reserve Banks
made gross purchases of $20,892
million U.S. Government securities
(mostly-$11,562 million-of

Treasury bills with maturities of
twelve months or less) and gross
sales of $5,599 million. In recent
years the System's total holdings of
government securities have tended
constantly to increase-from
$57,500 million in December 1969,
for instance, to $100,374 million in
October 1976.

So the government can bring
about lower interest rates, in the
first instance, by two methods.. It
can do it directly by reducing the
discount rate of the central bank,
and allowing private banks to bor
row freely at that rate. Or it can do
it indirectly by "increasing the sup
ply of loanable funds" - that is, by
inflating. It can inflate in this way
through getting the central bank to
purchase its bonds, or it can
"monetize" its debt directly-that
is, it can just print the money to
pay for what it buys. The latter pro
cess, however, is too naked, too raw,
too clearly seen through, and no
respectable government today
resorts to it. Modern governments
prefer the more complicated
method I have described above,
because the majority of voters are
only dimly aware of precisely what
is being done.

If we directly lower the interest
rate, in sum, we encourage more
borrowing, and therefore encourage
an increase in the money-and-credit
supply. If we begin by increasing
the money-and-credit supply, we
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thereby lower the interest rate. So
one begets the other: lower interest
rates bring about inflation, and in
flation brings about lower interest
rates.

Effects in the Long Run

But there is a catch, wllich the in
flationists and easy money advo
cates do not foresee. The second ef
fect is at best temporary. Inflation
brings about lower interest rates
only in the short run. In the longer
run inflation brings about higher in
terest rates than ever. For inflation,
by raising prices, lowers the pur
chasing power of the monetary unit.
Lenders begin to catch on to this.
They want a real return, say, of 5
per cent a year. But in the preceding
year prices rose an average of 6 per
cent. If prices cont"inue to rise at
that rate, it will take a nominal
return of something like 11 per cent
to bring a real return of 5 per cent.
So lenders begin to demand a "price
premium" sufficient to insure them
of something close to their normal
real return.

The current nominal interest rate
demanded and offered is therefore
determined by the composite expec
tations of 'lenders and borrowers
concerning the future rate of in
flation. These expectations, in turn,
are largely influenced by the past
and present rate of inflation. Ex
perience shows that these expecta
tions' in the early stages of infla-

tion, tend to lag greatly behind
what the future rate actually turns
out to be.

For a long time officialdom, in
particular, tries to ignore the situa
tion completely. Thus in the raging
German hyperinflation of 1919 to
the end of 1923, the Reichsbank
kept its official rate unchanged at 5
per cent until June 22, 1922, and
even then began raising it only 1
percentage point a month till prac
tically the end of the year. In 1923 it
began to pay more attention to
reality. It was charging 90 per cent
in September of that year and even
900 per cent after that. But it never
did catch up with realities. At the
beginning of November 1923 the
market rate for "call money" rose
as high as 30 per cent per day-or
more than 10,000 per cent on an an
nual basis.

Discount Rate Manipulation

I have earlier pointed out that the
classical (or at least the late
nineteenth-century) British theory
and practice of the discount rate
placed it above the rate that the
private banks were charging their
own best customers for loans. The
rediscount privilege was ostensibly
granted to the private banks only
for emergency use. It would be
restricted to such use, it was
assumed, if the banks paid a penal
ty rate for what they were forced to
borrow. But when our own Federal
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maturity) of central government
bonds of at least 12 years' life, with
the respective discount rates of the
central banks of those countries.
The figures are mainly those for Oc
tober 1976.

Thus it will be seen that though
the short-term discQunt rate is
below the long-term government
bond yield in ten of these countries,
there is in general a remarkable cor
respondence between the two rates
in nearly all the countries. The very
high nominal discount rates in Italy
and in the United Kingdom reflect
the high nominal long-term rates
that prevail in those countries. And
both are so high because the rates
embody the "price premium" that
lenders demand because they ex
pect future inflation rates approx
imately equal to recent past infla
tion rates.

Reserve Banks began to operate in
1914, they soon began to set the dis
count rate below the market rate
under the influence of political
pressure and an easy-money ideol
ogy. The rate of the New York
Federal Reserve Bank was set at 6
per cent in 1914, but was down to 4
per cent by 1917. In the depression,
from 1933 to 1955, it was held
under 2 per cent, falling to the in
credibly low rate of 1 per cent be
tween 1937 and 1946. Even in
August 1958, though prices were
rising in that year and the purchas
ing power of the dollar had already
fallen to only about 48 cents com
pared with 1939, the discount rate
was set at only 13;4 per cent.

Other leading central banks
throughout the world followed
much the same easy-money policies.
The discount rate almost every
where became a national show
window rate; it bore little relation
to the high market rates that the
majority of businessmen were ac
tually obliged to pay.

But the central banks have lately
been forced to pay some attention
to these realities. We get an instruc
tive table if we put together two
separate tables in the December
1976 issue of International Finan
cial Statistics, published by the In
ternational Monetary Fund. Our
combined table compares, for thir
teen industrial countries, the
average annual yields (if held to

United States
Canada
Japan
Belgium
Denmark
France
Germany
Italy
Netherlands
Norway
Sweden
Switzerland
United Kingdom

Long·Term
Bond Yield

6.65
9.09
8.71
9.11

13.83
9.63
7.80

13.36
9.08
7.22
9.15
4.60

16.03

Discount
Rate

5~50

9.50
6.50
9.00

11.00
10.50

3.50
15.00

7.00
6.00
8.00
2.00

15.00
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Where there has recently been
hyperinflation, discount rates have
been forced to reflect this, at least
in part. In October 1976 the dis
count rate in Brazil was 28 percent
and in Colombia 20 per cent. In
Chile the discount rate rose from 15
per cent in 1971 to 20 per cent in
1972 and 50 per cent in 1973. In the
first quarter of 1974 it was raised to
75 per cent-after which it ceased to
be reported.

Interest Rate Lags

A review of past inflation records
reveals that though interest rates
eventually rise to reflect expecta
tions of future price rises, they tend
for an astonishingly long time to
lag behind the rate that would have
been sufficient to protect the lender
and give him a customary real yield.
This lag persists because it seems
to take a long period for lenders to
abandon their habit of thinking on
ly of the nominal yield from their in
vestments. To protect themselves
they must consider, instead, the
real yield to them after allowing for
inflation. They must adequately
estimate the extent of future infla
tion during the life of their loan. As
a result of failure to do this, they
frequently find that they have ac
cepted a negative real interest rate.

This was illustrated in an instruc
tive article by Ernest J. Oppen
heimer in Barron '8 of August 30,
1976. "Ever since the New Deal,"

he charged, "the Federal govern
ment has pursued a deliberate
policy of manipulating interest
rates in favor of borrowers, notably
itself. "

He presented a table covering the
36 years from 1940 to 1975 in
clusive. This listed in four separate
columns: (1) the actual yields in
each year of three-month U.S.
Treasury bills and of long-term
government bonds; (2) the "annual
inflation rate" (i.e. the price rise
each year); (3) the "assumed normal
yield" (i.e. the yield that would have
been sufficient to compensate the
holder if it were to offset the "infla
tion" rate and in addition give the
holder a real yield of 2 per cent from
his Treasury bills and 3 per cent
from his bonds); (4) and finally a
calculation of the "real" gain or loss
to the investor in that year.

The table revealed that on this
calculation the investor in U.S.
Treasury bills lost money in all but
six years, and the investor in long
term bonds lost money in all but
three years of the thirty-six year
period. The interest payments he
received during the whole period
were not even sufficient to offset
what he lost by the inflation.

Summarizing what happened in
the year 1975 alone, Dr. Oppen
heimer wrote: "Altogether, in 1975
the Federal government paid $31
billion interest on its $577 billion
total indebtedness. Just to cover
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the inflation rate of 9.14 per cent
[that year] would have required
$52.7 billion. Thus investors in
government securities lost over $21
billion on inflation in one year, not
to mention any return on capital. "

It is important to keep in mind,
however, that these investor losses
were no~ directly the result of
government manipulation of in
terest rates. This manipulation
caused the losses only in so far as it
helped to cause the inflation. The
buyers of all fixed-return securities,
private as well as government, suf
fered similar real losses during the
same thirty-six years. What the
buyers paid for these securities was
the market rate at the time, but the
market rate (except in rare cases)
proved insufficient to compensate
them. The cure is not, as Dr. Op
penheimer seems at one point to
suggest, that the government (or
any other borrower) should offer to
compensate the lender for any
inflation-loss actually suffered.
That would be ruinous to most bor
rowers. The cure-for this as well as
a score of other evils-is simply to
halt the inflation.

High Rates Persist

After an inflation finally comes to
an end, in fact, the high nominal in
terest rates eventually brought
about by the inflation tend to con
tinue; and then they give the lender
far more than the customary real

yield. This was illustrated in Ger
many during and after the hyperin
flation of 1920 to 1923. While in
terest rates never caught up with
the rate of price increase until the
very end, in April and May of
1924-five to six months after the
inflation was over-monthly loans
in Berlin rose to a level equivalent
to 72 per cent a year.

The pure rate of interest is not a
merely monetary phenomenon. It
reflects what is called time
preference. I t means the discount of
future goods as against present
goods. I t helps to determine the
proportions in which money is
spent and saved; the times and pro
portions in which consumption
goods are made and capital goods
are made. It acts as a guide to
which projects are likely to be pro
fitable and which not. It helps to
determine the entire allocation and
structure of production.

Production Distorted

Because inflation leads inevitably
to distortions in the interest rate)
because during it nobody knows
what future prices, costs, or price
and-cost relations are likely to be, it
inevitably distorts and unbalances
the structure of production. It gives
rise to multitudinous illusions.
Because the nominal interest rate,
though it rises, does not rise
enough, funds are more heavily bor
rowed than before; uneconomic ven-
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tures are encouraged; corporations
making high nominal profits invest
abnormal sums in expansion of
plant. Many regard this, when it is
happening, as a happy by-product of
inflation. But when the inflation is
over much of this investment is

The Rate of Interest

found to' have been misdirected-to
have been malinvestment, sheer
waste. And when the inflation is
over, also, there is found to be
because of this previous misdirec
tion of investment-a real and
sometimes intense capital shortage.

~

IDEAS O~

LIBERTY

THE ACTUAL RATE of interest at any point in time is a product of many
forces. Economists do not agree on all of the specific relationships in
volved, and the serious student would do well to consult Hayek's The
Pure Theory of Capital (1941) for an introduction to the complexities of
the issues. Nevertheless, there are some things that we can say.

First, the rate of interest reflects the demand for money in relation to
the supply of money. This is why inflationary policies or deflationary
policies have an effect on the rate of interest: by changing the supply of
money, its price is altered.

Second, the rate of interest reflects the time preferences of the lend
ers, since it establishes just how much compensation must be provided
to induce savers to part with their funds for a period of time. This is the
supply side of the equation. The demand side is the demand for capital
investment. Entrepreneurs need the funds to begin the production
process or to continue projects already begun; how much they will be
willing to pay will depend upon their expectations for future profit. In
an economy where the money supply is relatively constant, the rate of
interest will be primarily a reflection of the demand for capital versus
the time preferences of potential lenders.

Another factor is also present in the interest rate, the risk factor.
There are no certain investments in this world of change. High risk ven
tures will generally command a higher rate of interest on the market,
for obvious reasons.

Finally, there is the price premium paid in expectation-of mass infla
tion, or a negative pressure on the interest rate in expectation of
serious deflation. It is the inflationary price premium which we are wit
nessing in the United States at present.

GARY NORTH, "Repressed Depression"



Clarence B. Carson

4. Russia: Old Regime
and New Revolutionaries

THE SOVIET RULE over the Russian
Empire has been one of, if not the,
most oppressive and tyrannical in
all of history. It reached its nadir of
arbitrary oppression under the dic
tatorship of Joseph Stalin, but it
has been throughout its sixty-year
domination a tyranny. There has
been no shortage of efforts to ex
plain this, or to explain it away, as
the case may be. One of the most
common explanations is that the

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around the
world.

Soviet government inherited an
autocratic regime from Czarist
Russia and continued it. Another
explanation, one which goes even
further afield, is that the dictator
ship of the Soviet Union is out of
some sort of mold of Oriental
Despotism. Then, there are those
explanations which focus on the
personality of Stalin, largely ignor
ing the despotism of Lenin and of
Stalin's successors. Thus, it is
alleged that Stalin was paranoid
and/or a megalomaniac. This focus
on Stalin has been particularly
popular since Stalin was debunked
by Nikita Khrushchev in 1956.

221
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The major shortcoming of these
and other such explanations is that
they do not come to grips with the
problem. They leave us with the
need for an explanation of what has
supposedly been explained. Why,
we need to know, would the
Bolsheviks or Communists (as they
came to be known) have continued
the autocracy from a regime which
they hated and were pledged to
displace root and branch? (This is
not to deny that there may have
been some connections but rather
to affirm the need for explaining
these.) Why would European
oriented Communists have become
Oriental despots? If Stalin was
paranoid, how did it happen that he
was able to come to power and rule
for so long? Perhaps Stalin did have
an inordinate love of power, but
what enabled him to satisfy it? In
short, why evade the issue?

Tyranny Fills the Void

There is an obvious explanation
for the tyranny of communism. It is
in Marxist ideology. An explana
tion begins to emerge when the mat
ter is approached in the following
way. Marxism has no political
theory. It has a theory about
politics but no political theory.
Many critics of Marxism have
focused on its misconceptions about
economics. But at least Marx had a
conception of economics, a concep
tion derived from classical

economics, however distorted it
was in his formulation. By contrast,
he abandoned political theory
almost entirely.

The reason is not far to seek. No
political theory was necessary
because the state is unnecessary.
Government, or the state, is an acci
dent, in philosophical terms. It
arose as an instrument for class
rule. It is a figment, so to speak, of
the class which controls the in
struments of production and
distribution of goods. Since, as
Marx conceived the matter, this
control always involved deep-seated
and universal injustice, govern
ment, or t.he state, had been used to
perpetuate the injustice and repress
the dispossessed classes. Marx
predicted that with the triumph of
the proletariat the classless society
would emerge and the state would
wither away.

True, there would be an interval
between the time of the initial
triumph of the proletariat and the
emergence of the classless society.
During this interval, the pro
letariat, or the class-conscious arm
of it, would take over the state ap
paratus and run it. This would be
the period of the "dictatorship of
the proletariat." But it would only
be an interlude; the state would still
be accidental and ephemeral; it
would then wither and disappear.
There was no need to trouble to
devise political arrangements for
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something which had no future. It
would be like devising means for
governing ghosts when all that
would really be needed would be to
exorcise them.

Government Misunderstood

Marx had confused and, in effect,
fused two distinct aspects of reali
ty: government and economy. Out
of his materialistic philosophy and
under the deceptive lure of the
potential perfection of economy as
viewed from the angle of economic
theory, he supposed the economic
system to be essential and govern
ment to be accidental. Given a just
economy, government, or the state,
would have no reason for being. In
the real world, as contrasted with
Marx's abstract poetic world, both
government and economy are essen
tial. Economy is essential to pro
vide us with sustenance; govern
ment is essential to maintain the
peace. Nor does the economic
system determine the government;
on the contrary, the character of the
government determines, to con
siderable extent, the economic
system. (This is not to deny
reciprocal relations between the two
but to emphasize the primary role
of government by virtue of its
monopoly of the use of force.)

Be that as it may, the important
point is that communism has no
general theory (or tradition) of
government. In Marxist theory,

government had been an accidental
instrument of class rule; it will be
only a temporary expedient for con
solidating the position of the pro
letariat. There is no theory or tradi
tion within it of what constitutes a
legitimate government. There is no
formalized requirement for the con
sent of the governed. There is no
provision for the separation of
powers, an independent judiciary,
checks and balances, or any means
for containing and restricting
government. Indeed, since all con
flict is supposed to disappear, and
since all limitations presuppose con
flict, Marxist theory cannot ac
commodate any of these ideas.

Marxism is a covert blueprint for
unlimited, despotic, arbitrary, and
tyrannical government. It is covert
because the theory posits a poten
tial harmony which nowhere exists
and the absence of government
when in fact government prevails
everywhere. More, Marxists in
power employ the full weight of
political power in drastic efforts to
transform human nature, power
limited only by the imagination and
lack of determination of those who
wield it. If it were given a theory
and tradition of government, it
would no longer be Marxism. Marx
ism is committed to a vision of the
future and an explanation of the
past which does not accept the reali
ty and permanency of government.
Reality ignored does not, of course,
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go away; instead, it grows lux
uriously and smothers all else. This
is precisely what has happened in
all communist lands.

Rule by Gangsters

In fact and in practice, com
munism is rule by gangsters who
seek to give legitimacy to their
governments and acts by Marxism.
That they have been gangsters does
not stem merely from the fact that
they were outlaws and exiles before
they seized power, though they
were. Nor does it stem merely from
the fact that they operate in a con
spiratorial manner, though they do.
It is more deeply a part of their
mode of operations and reason for
being than these things imply. They
are gangsters, in the first place,
because they are thieves. They take
the property of others and use it for
their own purposes. They are
gangsters, in the second place,
because they operate by force and
violence on those under their sway.
They are gangsters, finally, because
their rule is not legitimate, and the
very ideology by which they would
give legitimacy to their rule makes
them gangsters.

But why call them gangsters?
Why not despots? Or dictators? Or
usurpers? These latter terms are, of
course, to some extent appropriate,
but they do not adequately describe
the phenomenon with which we are
dealing. There are despots and

despots, dictators and dictators,
usurpers and usurpers. They are
relative terms. "Gangster," by con
trast, is precise; it describes a
possibility of a type of ruler for
which the perversions implied by
dictator, despot, and usurper do not
prepare us.

Every communist regime appears
capricious so long as we employ the
usual terminology for the rulers. It
is something to be accounted for by
the peculiarities of a Stalin, or a
Mao Tse-tung, or a Castro. But once
they are conceived of as gangsters
tied to Marxist ideology, any
capriciousness becomes a secon
dary characteristic. There is a pat
tern to their behavior, a pattern
that persists from Lenin to Stalin
to Malenkov to Khrushchev to
Brezhnev. It is a pattern of secrecy,
terror, purges, rulers surrounded by
henchmen, of expropriation (theft),
of violence, and of fear. It is not
that there are not variations from
one set of rulers to another, nor that
there are not peculiarities of in
dividual rulers. Obviously, there
are. It is rather that communist
regimes must be explained by what
persists, not by what changes from
one to another. What persists is
gangsterism tied to Marxism.

The Problem Is Political

It is customary to write about
communist regimes as if their main
problem were economic. But their
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economic problems follow from the
abuse of political power. To grasp
the basic problem of communist
regimes, it is necessary, first, to im
agine what the basic problem of
gangsters would be if they were to
gain control of the political ap
paratus. It should be obvious what
that problem would be. It would be
legitimacy.

If ordinary, non-ideological
gangsters were to seize a govern
ment, the problem could probably
be solved over a span of time. They
would probably regularize pro
cedures, as all governments tend to
do. They would probably con
solid~te their regime by giving
favors to influential individuals and
groups. At some point, they would
probably cease to be gangsters and
become politicians, or something of
the sort. Transformations similar to
this have occurred many times
when armies composed of little bet
ter than bandits have seized power
over a people.

The problem for communist
regimes to establish legitimacy,
however, may well be insuperable.
Marxism provides no handle to
grasp with which to legitimize a
regime. If it regularizes the govern
ment, it is on the way to making
permanent what is supposed to be
temporary. Marxism does not
recognize the legitimacy of the
motives of self-interest, the appeal
to which would enable a regime to

consolidate its power. Communist
rulers are committed to erasing all
those conflicts which make politi
cians necessary rather than becom
ing politicians.

Reliance on Marxism

A communist regime attempts to
establish its legitimacy by its
adherence to Marxism. The more
gangster-like the rulers are the
more fanatically they proclaim their
Marxism. Indeed, theirs must be
the only true, correct, and orthodox
Marxism, else how can they justify
the atrocities they commit? Marx
ism cannot legitimize their govern
ment, or any government, but it
does legitimize, for them, their
gangster-like rule. They may be
completely cynical about the pro
grams they advance, but they can
not tolerate the growth of any
cynicism about the validity of
Marxism, for if Marxism is invalid,
they have no reason for being.

Gangsterism cannot, of course, be
deduced from the verbiage of Marx
ism. Even the phrase, "dictatorship
of the proletariat," does not presup
pose the rule by gangsters.
Gangsterism arises in the real
world from the attempt to superim
pose over it the visionary world of
Marxism. In the real world, men are
ordinarily devoted to the pursuit of
their own interests as they conceive
them. If they act in concert with
others, in their ordinary
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employments, it is to advance their
own interests as over against those
of others.

In reality, governments en
counter not harmony but conflicts
of interest. Communism does not
propose machinery for resolving
these conflicts as they continually
arise; instead, it proposes to
dissolve them. Given the perpetuity
of the conflicts, communism must
be imposed from above downward.
It must be imposed by those who
connive to do so against the will of
the populace. The attempt to do
this requires determination and the
will to use whatever measures are
necessary to enforce it, Le., the men
tality and habits of gangsters.

Inherent in the System

Communist behavior does not,
then, arise from the history and
traditions of the lands over which
its rule is imposed. On the contrary,
it is implacably opposed to the
history and traditions, and commit
ted to their obliteration. It arises
out of the inner necessities of the
ideology. Nor is the communist con
quest of power directly related to
any oppression or tyranny which
may have preceded it. Peoples seek
ing an outlet from tyranny would
hardly turn to communism for that.
This much needed to be got on the
record before discussing the rela-'
tion of the Czarist regime to the
Bolshevik Revolution. It is often

alleged that it was the oppression of
the Czarist regime that set the
stage for communism and con
tributed to its character in Russia.
Whatever the degree of oppression
under the Czars, it would not have
justified communism; nor could it,
except in tangential ways, have in
formed communism.

In fact, it was the deterioration
and dissolution of Czarist rule
which provided the opportunity for
the Bolsheviks to come to power.

The end of the rule of the Czars
came swiftly and ignominiously in
the last days of February and early
March of 1917. (If we follow the
Julian calendar which was then in
use in Russia. If not, it was in the
middle of March, 1917.) This is
usually referred to as the February
Revolution in Russian history. On
February 20, say, Nicholas II was
the unchallenged Czar of the Rus
sian Empire (except such of it as
had fallen into the hands of the Cen
tral Powers). On March 2 (Julian
calendar), Nicholas abdicated, and
the rule of the Czars was effectively
ended.

The Fall of the Czar

The events which signalled this
sudden and swift dissolution could
hardly have been predicted. For
several days in late February there
were massive demonstrations in the
capitol, Petrograd (lately, St.
Petersburg, and before many years
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to be renamed Leningrad). Nicholas
II had taken over the command of
the armed forces and was away
from the capitol. When he heard of
the disturbances, he ordered them
to be stopped. To effect his order,
soldiers were called out to end the
demonstrations. They fired on the
crowd, and some people were killed.
Following this, some of the soldiers
declared that they would not again
fire upon their own people. A detail
mutinied against its officers, and an
officer was killed. The soldiers
joined the city people and, spurred
on by the Petrograd Soviet and
leaders of the Duma (a sort of elec
tive legislature), took over the City
of. Petrograd. When the Czar at
tempted to return by train to
Petrograd he was unable to do so
and wound up in Pskov instead.
There, pressured 'by representatives
from a provisional government and
most of his generals, he abdicated in
favor of his brother, Michael.
Michael refused to accept the
throne, and the three-hundred-year
reign of the House of Romanov was
over.

What had happened was the
dissolution of the authority of the
Czar. With the dissolving of that
authority went virtually all the
political authority in the empire. It
was this dissolution of authority
not repression, not oppression, not
backwardness, not progress, not
even, in the final analysis, the po-

tent solvents let loose by World
War I-that set the stage for the
Bolshevik Revolution later on in the
year. There were would-be rulers
aplenty, but mostly they had
neither the determination nor the
tradition to cement authority over
an empire and conduct a major war
simultaneously.

Many Diverse Interests

In retrospect, how the czars ever
maintained authority over the em
pire may be more in need of explain
ing than why the authority dis
solved. At the beginning of World
War I, Nicholas II ruled over a
vast empire which extended from
Finland and Poland in the west to
the Bering Sea in the east. This ex
tensive land mass constituted the
largest country in Europe and in
Asia. It was truly an empire, for it
contained not only the Russians but
also Ukrainians, Finns, Poles,
Georgians, Yakuts, Buryats, Letts,
Germans, and so on.

The Russian Orthodox Church
provided the official religion but
there were also, among the Chris
tians, the Old Believers, Baptists,
Roman Catholics, Lutherans, and
assortment of oth~r sects. In addi
tion to Christians and Jews, there
were Moslems and Buddhists.
Among all the peoples, however, the
Russians were the most numerous
and the dominant ones as well,
which is why it is rightfully referred
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to as the Russian Empire. In a
similar fashion the Russian Or
thodox Church was the dominant
religion.

For several centuries, too, Russia
had been pulled East and West. The
East toward which Russia was
drawn was not the Orient but the
East of the Orthodox Church, the
cultural East of Constantinople and
the Eastern Roman Empire bf the
Middle Ages. The West was, of
course, Western Europe and its
culture and ways. There were
Westernizers, and had been since
Peter the Great, who wished to see
Russia imitate and adapt to the
culture of Western Europe. There
were Russifiers who pushed for the
Russification of the Empire. And,
there was pan-Slavism, a move
ment, of sorts, to unite all the
Slavic people under Mother Russia.
There was a considerable con
tingent of Germans who wielded
much intellectual influence. How
anyone could rule over this polyglot
assemblage is difficult to under
stand, yet rule over it the czars had
done.

Diminishing Powers

The czars ruled the Empire by the
hold they had over the Russian peo
ple, by conquest of the outlying pro
vinces, by repression, by tradition,
and by concessions. The great
bulwarks of the regime historically
had been the Orthodox Church, the

nobility, the bureaucracy and the
landlords. The most repressive of
czars in recent times had been
Nicholas I (1825-55). The repression
wasabated by Alexander I I
(1855-81), under whom the serfs
were freed, and the economic com
plexion began to change. Nicholas
II (1894-1917) was almost certainly
the least repressive of the czars of
modern times, much less so than his
father, Alexander III (1881-94). He
granted major concessions in 1906
and further relaxed the repression
thereafter.

In many ways, Nicholas II was an
exemplary monarch. He loved the
German princess, Alix of Hesse
Darmstadt, well, if not always wise
ly and was a beloved and devoted
father to his four daughters and on
ly son. He liked hunting especially,
though he also appears to have en
joyed in general the trappings of
royalty in the last halcyon days of
royalty in the modern era. If he was
not himself a man of great vision, he
used two vigorous and far-seeing
ministers, Sergei Witte and Piotr
Stolypin, to good effect. Under the
leadership of these men, Russia
began to make considerable in
dustrial progress, and Stolypin,
before his assassination in 1911, did
much to develop independent farm
ing. (So heady was Stolypin's early
success that some of the socialists
began to despair of appealing effec
tively to the peasants.) The fact
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that some 15 million troops could be
mustered, with little complaint, for
World War I appeared to indicate
widespread loyalty and acceptance
of the regime.

But Nicholas II was hoist by his
own petard, indeed, hoist by
changes which had been made in the
power structure, some of which
went back to the time of Peter the
Great in the early eighteenth cen
tury. Nicholas II was a proud and
unrepentant autocrat, proclaimed
his autocracy, and appears to have
been determined to preserve and
pass on his powers undiminished to
his frail and sickly son. This was the
case, even though the Constitution
of 1906 indicated that he was to
share his powers with the elected
Duma. In fact, he proceeded
through Stolypin to alter the consti
tuency of the Duma to suit himself
and to adjourn it or dismiss it when
its actions became inconvenient.

Weakening the
Supports

Autocracy, in and of itself, did
not cost him his throne. What did
was that in solidifying their
autocracy the czars had cut away
the independent and responsible
supports to monarchy. The Or
thodox Church was surely a most
important potential bulwark of
monarchy. Yet Peter the Great had
abolished the Patriarchate by which
the church might have been in-

dependently and responsibly ruled.
Some great cities still had
Metropolitans, but their authority
over the church in general was
minimal to non-existent. In effect,
the church had only a political direc
tor over it, a director who could
hardly command the religious
allegiance that was wanting.

Following the abolition of serf
dom, the nobility and landlords lost
much of their power. In general,
there was an increasing tendency
throughout Russia to have local
rule by committees. This not only
violated the principle of monarchy
but also of responsible government.
The result was that when the
authority of the czar was
challenged, there were no responsi
ble independent leaders to come
forth to support it who ~arried the
weight of traditional authority.
Nicholas II's regime was isolated
by its own autocracy. When
challenged, the authority crumbled
and dissolved.

Events in the years just prior to
March, 1917 contributed much also
to the dissolution of Nicholas I I's
authority. It is most difficult for an
autocratic regime, indeed, any
government, to survive military
defeat. The more personal the
power, the more dependent it is
upon its effective exercise. Russia
had been humiliatingly defeated by
Japan in the war of 1904-05. Nor
did matters improve in World War
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I; the Russian armies suffered
crushing losses in major battles
with millions of casualties. These
defeats undoubtedly contributed to
the deterioration of support for the
regime.

The Role of Rasputin

On top of this, there was the
bizarre affair of Grigori Rasputin.
Rasputin was a gross, illiterate, and
dissolute adventurer posing as a ho
ly man who managed to worm his
way into the confidence of Czarina
Alexandra (as Alix was called after
she married Nicholas II). His in
fluence was gained because he was
able to stop the bleeding, probably
by hypnosis, of her only son, the
Crown Prince Alexis. The boy suf
fered from hemophilia. The family
lived in constant fear that the boy
would bump or bruise himself so as
to set off another bout with the af
fliction. It happened often enough,
and the suffering was such that it
was all the family could do to bear
it. Physicians could do little but
allow the affliction to run its course.
Rasputin was able, on occasion, to
attend the boy and reverse the
course of the affliction. This earned
for him the gratitude of the Czarina,
gratitude which it pleased him to
use to influence policy and appoint
ments.

Rasputin was killed in 1916
stabbed, shot, and finally drowned,
so vigorous was the life in him-,

but the damage had already been
done. The damage was done in this
way. The Czarina exercised often
decisive influence on the Czar's ap
pointments in his last years. At a
time when the regime needed strong
and resolute ministers, and par
ticularly prime ministers, ineffec
tive and weak men occupied the
posts. They were often the choice of
Rasputin who may have had little
more motive than rewarding the
husbands of women with whom he
was engaged in sexual dalliances.
To be associated with such a man
could hardly help the reputation of
the Czarina either, for though they
were ill-founded there were rumors
of illicit relations between Rasputin
and Alexandra. This was the more
devastating because the Czarina
was German by birth, and Russia
was at war with Germany. There is
no reason now to question the loyal
ty of the Czarina to the Czar or to
Russia, but the tales of machina
tions at court were sufficient at the
time to damage greatly the prestige
of the royal family.

Intellectuals
and Reform

There was yet another element in
the erosion of the authority of the
czars. There is no way of measuring
such things, but it may have been
the most important. Certainly, it
was the most important for what
lay in store for the Russian Empire
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in the future. It was the role of the
intellectuals. Intellectuals have
played an increasingly important
role in the modern world, particular
ly in the spread of socialism.

Prior to the eighteenth century,
most of what we now call intellec
tuals had church vocations of one
sort or another. Following the Pro
testant Reformation, some of them
were no longer under the strenuous
discipline of a strong church and, at
any rate, had the opportunity to
follow and advocate their .own par
ticular views. With the spread of
religious liberty, such activity by
churchmen became common. But it
has been with the decline of the
power of churches in the last two
centuries, coupled with the growth
of secular education and a secular
press, that intellectuals, many of
them with a reformist bent,
assumed such an important role.

The intellectuals owed their rise,
too, to the spread of liberty and the
much greater economic productivi
ty which accompanied it. In the
nineteenth century, they were most
apt to subscribe to a liberalism in
support of liberty. In Russia,
however, such liberalism was most
ly thwarted. The failure in 1825 of
those of this inclination to wrest
power from the hands of the czars
turned them, according to some ac
counts, to more revolutionary in
clinations. One writer describes the
development this way:

In the early nineteenth century there
was taking shape a group of men and
women . . . which called itself and was
called by others the Russian intelligent
sia. .. . The Russian intelligentsia was
bound together not by class origin or
wealth or economic function but by com
mitment to certain ideas.... The group
may he defined as the politically
oriented portion of the educated class
that portion which was preoccupied
with ideas concerning what state and
society were like and what they ought to
be like, in Russia as well as the rest of
the world....

An air of dedication-which, carried to
its logical extreme, would prompt Lenin
to declare that he would not listen to
Beethoven because it made him feel soft
and weak-and a sense of risk pervaded
the Russian intelligentsia. . . . The Rus
sian intelligentsia developed a fervo~

and fanaticism of their own, but applied
them to the advancement of a stock of
ideas which were largely imported from
England, France, and Germany.1

I t was of such people that Fyodor
Dostoevsky wrote in his novel, The
Possessed.

I t was such intellectuals who
formed the backbone of the revolu
tionary parties which sprouted and
spread in Russia in the late nine
teenth century. These revolu
tionists did not believe in or hope
for peaceful and gradual change in
Russia; they believed that there
would have to be a drastic transfor
mation. As one scholar puts it:

Until the very end of the tsarist
regime the spokesmen for the radical op-
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position groups all belonged to the so
called intelligentsia. They were a motley
assortment, consisting of "penitent
nobles" and the sons of priests, mer
chants and peasants, who went among
the people to preach their new doctrine,
in which the main emphasis was placed
on political and social revolution. 2

Revolutionary Parties

These revolutionary parties were
generally small before 1917, but
they exercised influence' far beyond
their numbers. There was the
Socialist Revolutionary Party
which contained a considerable
corps of anarchists at the outset. It
was anarchists, mainly, who were
so active in the large number of
assassinations and assassination
attempts in the last decade or so of
the nineteenth and the first decade
of the twentieth century. A
veritable reign of terror against
government officials occurred in
1906-07. The Socialist Revolu
tionaries aimed their appeal toward
the peasants as they settled down
somewhat and were the prime
movers for the nationalization and
redistribution of the land.

There was the Russian Social
Democratic Worker's Party, which
was the Marxist party. It broke in
to two factions almost at the
outset: the Mensheviks (minority)
and the Bolsheviks (majority). The
Bolshevik was the party of Lenin; it
generally stood for an early pro-

letarian revolution as opposed to
the generally held Menshevik view
that such a revolution must await
the full development of capitalism.

There was a Labor Group Party
which sought to advance the
political role of industrial workers.
There were also the Constitutional
Democrats (Kadets) who may have
been more liberal (in the old sense)
than left, but they did advance the
idea of some sort of land distribu
tion.

United in Opposition

The revolutionary parties had one
thing in common: their determined
and continued opposition to the
government of the czar. They pro
pag~ndized, campaigned (when
they could), and attempted in
whatever ways they could to under
mine it. The central authority must
go. The nationalities must become
self-governing as must the peasants
and the industrial workers. This
campaign bore fruit. When the
authority of the Czar dissolved in
early 1917, there was no recognized
authority to take its place. There
was a multitude of factions and par
ties, each with its extensive pro
gram, attempting to gain or in
fluence power. When Nicolai Lenin
arrived at the Finland Station in
Petrograd in April, 1917, he found
the situation ripening for him to
grasp the power. The time was
already nearly past when anyone
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but the most resolute and iron
willed could control events in the
Russian Empire. Every change that
was made was greeted by the
revolutionaries with clamor for ever
more radical change. Radical
democracy had penetrated the
armed forces with the enlisted men
controlling their officers, had
penetrated the factories, and was
spread throughout the provinces.
Czar Nicholas II Rnd his family
were in custody; the old regime was
by now not even a very lively

memory. The day of the new revolu-
tionaries was at hand. ~

Next: 5. Russia: The Revolution
Commences.

- FOOTNOTES -

1Donald W. Treadgold, Twentieth Century
Russia (Chicago: Rand McNally, 1964, 2nd
edition), pp. 33-34.

2Erwin Oberlander, "The Role of the
Political Parties," in Oberlander, et. at.,
Russia Enters the Twentieth Century (New
York: Schocken Books, 1971), p. 61.

IDEAS ON

LIBERTY

The Mirage of Material Equality

COMMUNISM added to the old idea of a revolutionary elite governing the
people for their own good until the millennium, when the State is sup
posed to "wither away," the newer idea that private ownership of
wealth is the root of all evil. Nationalize factories, mines, railways,
stores, abolish private profit-so ran the theme song of Lenin, Trotsky,
and their associates-and the sins and frailties of human nature will
automatically disappear.

But this promise has proved a mirage, like the promises of the
Jacobin agitators of the French Revolution. In order to make the
wheels of their economic machine turn, the communist rulers of the
Soviet Union were compelled to throw out of the window the early slo
gans of material equality with which they had appealed to the envy and
class hatred of the politically illiterate Russian masses. Differentiation
by status, differentiation by the pocketbook are the rule, not the excep
tion, in Russia today.

WILLIAM HENRY CHAMBERLIN. "Ethics Is Personal"



Lawrence W. Reed

IN THE PUBLIC DEBATE over current
economic problems, a crucial issue
involving the very foundations and
procedures of economics has been
obscured. What is the proper
method for analyzing economic pro
blems? Is it mathematical or
theoretical? When Adam Smith
first gave it a distinct place in social
science, economics was a theoretical
discipline. It was considered a
deductive science using verbal
logic, grounded on a few basic ax
ioms. Today's orthodoxy is quite
different. It holds that economic
knowledge can be discovered and
extended by means of mathematical
expressions.

Mr. Reed of Beaver Falls, Pennsylvania, is a recent
graduate of Grove City College, now studying for an
advanced degree in American history with emphasis
on economics.
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The mathematical treatment of
economic principles was first under
taken by the French economist,
mathematician, and philosopher,
A.A. Cournot, in 1838. Elaborate
numerical formulations of the con
ditions of "general equilibrium"
have been worked out, notably by
Leon Walras in 1874 and Vilfredo
Pareto in 1909. Alfred Marshall was
very influential in -popularizing
mathematical economics but never
theless relegated his own mathema
tics and even diagrams mainly to
footnotes and appendices, and
preferred to present his conclusions
in the verbal or "literary" form of
exposition.

The work of W. Stanley Jevons in
the late 19th Century gave great
impetus to the mathematical ap
proach. In his preface to the second
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"all economic writers
must be mathematical so
far as they are scientific at
all. .. "

W. Stanley Jevons

edition of The Theory of Political
Economy, Jevons instructed other
economists that "their science can
only be satisfactorily treated on an
explicitly mathematical basis."!
Jevons went even further in con
tending that "all economic writers
must be mathematical so far as
they are scientific at all, because
they treat of economic quantities,
and the relations of such quantities,
and all quantities. and relations of
quantities come within the scope of
mathematics.' '2

The Keynesian Revolution

With the Keynesian revolution of
the 1930s, the transformation of
economics was complete. Extensive
use of graphs, equations and
statistics replaced the verbal,
deductive method. The majority of
economists today are absorbed in
the construction of economic
"models," along the lines of
classical mechanics, and use a
myriad of complex numerical rela
tionships. Only a small minority of
unorthodox economists, consisting
mostly of "free market" advocates,

have raised serious objections to
this methodology.

It is time the orthodox methodol
ogy be challenged vigorously. The
mathematical approach is based on
fallacious assumptions and intellec
tual arrogance. Though its impact
has been enormous-that is not
disputed here-it has done little
more than make economics into a
dull and confusing morass for the
layman and a clever excuse for cen
tral planners to justify coercive
government interference with the
market.

John Maynard Keynes once
wrote that "if we have all the facts
before us, we shall have enough
simultaneous equations to give us a
determinate result."3 At first this
description of the essence of
mathematical economics appears
most profound. But a second glance
reveals that what Keynes is saying
is, that if we already know the
future we can predict it! If only a
snake had arms it could do push-ups!

Ralph Waldo Emerson had a

"It gives an illusion of
knOWledge in place of the
candid confession of ig
norance, vagueness, or
uncertainty which is the
beginning of wisdom."

Henry Hazlitt
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more sober view of what constitutes
human knowledge. He said that
"knowledge is knowing that we can
not know." Humans are mortals
and cannot know for sure what
tomorrow holds. All the equations,
all the data and all the impressive
algebraic concoctions in the world
cannot remove the uncertainty of
the future.

The Entrepreneurial Role

Non-mathematical economists
have postulated for decades that
the function of the entrepreneur is
to anticipate changes in the
marketplace. Once the entrepreneur
has made a decision, he then ex
poses his wealth and income by ar
ranging factors of production in
such manner that he may satisfy
future consumer demand. If he an
ticipates correctly, he will earn en
trepreneurial profits; if his
judgments are wrong he will incur
losses. Any number of variable and
unforeseen elements may arise to
affect the outcome: changes in
fashion and technology, govern
ment policy, labor union activities,
competition, prices, and even the
weather. None of these elements is
entirely predictable; none can be ac
curately determined by past per
formance. Such is the nature of the
entrepreneurial function and, in
deed, of reality itself. Attempts to
mathematically quantify these
elements in advance or to attach

All the equations, all the
data and all the impres
sive algebraic concoc
tions in the world cannot
remove the uncertainty of
the future.

numerical significance to the sub
jective judgments of the en
trepreneurs themselves are pure fol
ly. They are doomed to the failure
which lies in gross simplicity and
imprecision.

It is ironic that mathematical
economics strives for the exactness
of numbers and yet bogs down in
static equations which necessarily
cannot begin to account for all the
relevant factors. Economist Henry
Hazlitt tells us that if a
mathematical equation is not
precise, it is worse than worthless;
it is a fraud:

It gives our results a merely spurious
precision. It gives an illusion of
knowledge in place of the candid confes
sion of ignorance, vagueness, or uncer
tainty which .is the beginning of
wisdom.4

J.E. Cairnes, a contemporary of
Jevons, concluded that economic
truth could not be enhanced by
mathematics. Answering Jevons,
Cairnes declared that

Unless it can be shown either that
mental feelings admit of being ex-
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pressed in precise quantitative forms,
or, on the other hand, that economic
phenomena do not depend on mental
feelings, I am unable to see how this con
clusion can be avoided.5

Historical Data

The "quantities" which
mathematical economics claims to
know can be little more than data of
economic history. The equations
which incorporate them are thus
static and incapable of dynamic
analysis. They are not directed to
describing the ever-changing,
volatile marketplace where en
trepreneurs and speculators con
tinually rearrange production in
order to profit from price changes.
In actuality, these equations at
tempt to depict "equilibrium," a
static model-a purely hypothetical
construction which can never be
realized in a changing world.
Moreover, these equations provide
no information about the human ac
tion by means of which the
hypothetical state of equilibrium
has been reached.

A further weakness inherent in
the rnathernatical approach is
discussed by Henry Hazlitt in his
great book, The Failure of the "New
Economics. " There Hazlitt shows
that "a mathematical statement, to
be scientifically useful, must, like a
verbal statement, at least be
verifiable, even when it is not
verified.' ,

If I say, for example, that John's love
of Alice varies in an exact and deter
minable relationship with Mary's love of
John, I ought to be able to prove that
this is so. I do not prove my
statement-in fact, I do not make it a
whit more plausible or "scientific" - if I
write, solemnly, let X equal Mary's love
of John, and Y equal John's love of
Alice, then Y= f(X)-and go on trium
phantly from there.

Yet this is the kind of assertion con
stantly being made by mathematical
economists, and especially by Keynes.6

Mathematical economists are
fond of drawing hypothetical "de
mand curves" and deriving from
them hypothetical "functional rela
tionships" between demand and
price. But Hazlitt reveals the
truism that "out of a merely
hypothetical equation or set of
equations they can never pull
anything better than a merely
hypothetical conclu~ion."7Whether
a hypothetical demand curve cor
responds to any real "demand
curve" is utterly impossible to
determine. Supply and demand
curves, then, are nothing more than
"analogies, metaphors, and visual
aids to thought," which should
never be confused with realities.

At a Point in Time

A graph showing "the intersec
tion of supply and demand" at a
certain point may be suitable as a
visual aid but not as a tool for ex
tending economic knowledge. At
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best, it hypothetically illustrates a
tiny segment of the market at one
fleeting instant in time and has
nothing to do with the ongoing
changes in the market. If we have a
snapshot of a dog jumping over a
fence just as he clears the top rail,
we do not assume that dogs live on
top of fences. And the snapshot
does not tell us the path the dog
took to get to the fence or what he
will be doing at 8:00 tomorrow
morning.

A good modern example of the
failure of assigning mathematical
meaning to human experience in
order to guide us in the future is the
famous "Phillips Curve. " Once a
cornerstone in the thinking of
government planners, the Phillips
Curve is now a discredited
statistical device employed by only
the most diehard and naive
mathematical economists. The
"Curve" was supposed to show a
"trade-off" relationship between in
flation and unemployment: when in
flation goes up, unemployment goes
down, and vice versa. Along came
the 1973-75 recession, with both
prices and unemployment soaring,
to send the rna thema tical
economists back to their drawing
boards.

The old "Quantity Theory of
Money" was an early attempt to
assert a fixed, constant relationship
between the quantity of money and
the prices of goods. The quantity

How a change in the sup
ply of money wi II affect
prices is determined by
how acting, motivated hu
man beings react.

theorists held that a change in the
money supply would result in a pro
portional change in the prices of
goods. Later economists showed
that no such predictable relation
ship exists. Prices rise or fall
neither in tandem with one another
nor with the change in the money
supply. How a change in the supply
of money will affect prices is deter
mined by how acting, motivated
human beings react. In the real
world of individual, subjective
valuations, there are no constant
relationships and consequently no
measurement is possible.

But Man Reacts

Mathematics is made for the
physical sciences, not the science of
human action. It is very useful in
physics, for example, because there
one deals with a certain regularity
of motion by unmotivated particles
of matter. These particles,
economist Murray Rothbard tells
us, "move according to certain
precisely observable, exact, quan
titative laws."8 For instance, a
brick dropped from atop a ten-story
building will most assuredly fall to
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the ground below. Why? Because it
has no choice in the matter and no
means of making a choice. A
regular, immutable force governs
the unmotivated brick: the law of
gravity. Science can proceed, via
equations and "laboratory" ex
perimentation, to determine the
brick's speed of descent with a
precision so accurate that it can be
duplicated with any number of
bricks of the same weight dropped
from the same height under the
same conditions. Mathematical
equations, then, are appropriate
where there are constant quan
titative relations among un
motivated variables.

In economics, the situation is en
tirely different. Here we are dealing
with human ideas and human
motivations leading to human ac
tion. Professor Rothbard writes:

Furthermore, since the data of human
action are always changing, there are no
precise, quantitative relationships in
human history. In physics, the quan
titative relationships, or laws, are cons
tant; they are considered to be valid for
any point in human history, past, pre
sent, or future. In the field of human ac
tion, there are no such quantitative con
stants.9

Politics as a branch of human ac
tion has fortunately escaped the
mathematical jargon which plagues
economics. Perhaps this is due to
the resulting absurdity that would
be readily apparent. Imagine some-

"since the data of human
action are always chang
ing, there are no precise,
quantitative relationships
in human history."

Murray N. Rothbard

one manufacturing a set of equa
tions to predict the outcome of an
election! About the most
mathematics could say would be
that X=f(Y) [X is a function of Y]
with X equaling the outcome of the
election and Y equaling the voters.

Not Subject to Equation

No equation could indicate the
path by which a man was elected or
rejected, no equation could describe
what the voters thought of a can
didate at any particular time, no
equation could account for shifts in
public opinion and no equation for a
current election could tell us
anything about how any future elec
tion may turn out. These are all
features of individual human action
and are not capable of quantifica
tion. Only the verbal, logical
analysis of the political scientist is
applicable. Why is it any different
in the equally volatile, equally sub
jective field of economics?

No wonder economics is labeled
"the dismal science," one hundred
years after Thomas Carlyle coined
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the phrase. Under the spell of
mathematics, it has been reduced to
cold, hard statistics. Acting man
somehow has been left out of the
picture, replaced by lifeless graphs
and equations. Economics really
deserves better. I t is the science of
human action and thus is a living
thing. To live is to change, to be im
perfect. To die is to become a
statistic, to cease changing, to be
perfectly dead.

Doubly Unwelcome

The mathematical approach is
thus frowned upon by believers in
the market. The typical citizen-the
non-economist-is .likewise repelled
by it but for a different reason: the
confusing array of complicated
equations is simply beyond his
understanding. When economics is
treated in this manner, the typical
citizen prefers to "leave it to the ex
perts" with their slide rules, com
puters, and crystal balls. These "ex
perts" invariably are proponents of
expanding government power by
manipulating the private economy.
Mathematical economics is well
suited to the central planner
because its static, impersonal and
collective analysis "says" to acting
individuals: "Slow down! I want to
get a handle on you."

So it is that mathematics as a

methodology is incapable of making
substantive contributions to
economic knowledge. That task,
today and always, belongs to deduc
tive logic and verbal exposition.
Economists must come to realize
that their science is based on
human action; that "aggregates"
do not act, only individuals do.
When that happens, we may be well
on our way to solving many of our
economic difficulties. ,

- FOOTNOTES -
lW. Stanley Jevons, The Theory ofPolitical

Economy (New York: Sentry Press, 1965), p.
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2Ibid., p. xxi.

3J.M. Keynes, The General Theory of
Employment, Interest and Money (New York:
Harcourt, Brace & World, Inc., 1936), p. 299.

4Henry Hazlitt, The Failure of the "New
Economics" (Princeton, New Jersey: D. Van
Nostrand Company, Inc., 1959), p. 99.
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Method of Political Economy (2nd ed.; Lon
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.<~~<Problems of

Great
Minitude

WE have big troubles. And they're
all small.

That is no contradiction in terms
because what we're doing is taking
minimal problems and making them
grandiose through political action.
Our problems are so small, we can't
even see how small they are, buried
as they are under polished con
ference tables, in paneled commit
tee rooms, behind the office doors of
hundreds of thousands of
bureaucrats and smothered by
billion dollar expenditures.

How small are they? Virtually
everyone is a household problem,
no more complex than taking down
the screens, putting up the storms
or getting the youngsters dressed
for school.

Miss Leonard is a free-lance writer.

Can you imagine what your house
would be like if run by a committee
in the attic? There would be edicts
on how many ounces of oatmeal to
serve. You'd probably starve before
you got a decision on whether or not
you could buy food with preser
vatives. And, of course, all your
tables would have to have rounded
corners, padded for safety.

It is increasingly obvious that
such a committee is in your attic, so
to speak, and the way you're living
is getting to be just that ridiculous.
Although you don't see the commit
tee itself, you see the results of its
work in your newspaper and in your
cupboard. And it's a committee of
marauders! They rob you while you
sleep. They have already dipped in
to your savings through inflation,
siphoned gas out of your car

241
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through energy controls, made your
house expensive to comfortize
through the regulation of utilities.
And they take a cut out of every
package of food in your pantry
through added costs, subsidies,
taxes and the like.

They work 24 hours a day to
make life difficult for you. They pay
people not to do your odd jobs and
make all work done for you more ex
pensive through law-enforced wage
scales and unemployment compen
sations.

When you're sick, they keep life
saving medicines out of your reach
and tell you it's for your own good!
If you can't get a doctor to come to
your house, they are the reason.
Their "protection" racket keeps
doctors from being as available as
they would otherwise be, due to
licensing, lack of competition and
controlled medical training and
practices.

They operate the only school in
town and they teach your kids that
you are selfish and they are nice.
After all, you wouldn't provide your
own children with education if not
for them, through compulsory at
tendance.

They've found your safe, taken
out the valuables and replaced them
with IODs. These IODs used to say
they would pay you back. They
don't say that any more. Now your
dollars are just paper, unbacked by
value of any kind.

And these fellows don't like you a
bit. They think you are unkind and
uncharitable, so they keep taking
your things and giving them to
others who are willing to accept
them. They have the keys to all the
homes in the neighborhood; and
those who want your things keep
sending them back for more.

The Protection Racket

Who are" they?" They're the laws
we have. They're the makers and
enforcers of socialist governmental
policies. They're the fellows you
hired to protect you from the
criminal activity of others. Protec
tion used to be their responsibility.
Now it's their racket. But their suc
cess depends on their invisibility,
and people are beginning to see.

Look anywhere and you'll see it
. .. little household problems
overblown into community-wide,
country-wide and world-wide pro
blems and emergencies.

Garbage is an example. Trash
disposal and sanitation were among
the earliest "problems" taken over
by government on the basis that
private enterprise couldn't be
trusted to dispose of it. And what
do we have? Reeking garbage in the
streets, unattended by $18,OOO-a
year city garbage collectors who are
on strike for more pay. Less fre
quent collections. More demands
for garbage preparation by
householders for the benefit of the
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high-paid collectors. Open dumping
and burning. Hideous trash heaps
on the countryside. Buried garbage
that is bulldozed up into noxious
problems when land is developed.
Streams polluted by .sanitation
plants. A deteriorating system that
has grown not in efficiency, but in
expense. A system virtually unim
proved since Roman times when
Caesar is said to have placed a sign
on the city outskirts reading:
"Carry your refuse farther or you
will be fined. " 1

When the government handles
garbage it is a weighty problem of
some 145 million tons a year (1964
figure). To Elmer Bard, operating
on the scale of 1, it was not a big
problem at all. Mr. Bard wanted to
dispose of garbage at his summer
home. He developed a backyard
chemical unit (The Bard-Matic Gar
bage Eliminator System) that
reduces garbage to a compost that
can be used for fertilizing his soil
and improving its moisture reten
tion. 2

Numberless solutions would now
be working to our advantage if
government hadn't taken over "the
problem" with its one, old
fashioned method. While industry
has greatly improved waste

lSuccessful Management of New Products

by John T. Gerlach and Charles A. Wain
wright (New York: Hastings House, 1968).

2Ibid.

disposal through sink units and
compactors, we still have garbage
on the streets for pick-up, garbage
cans to load and haul around ... a
centuries-old system in a 1970
society. All because this in
finitesimal "mole-hill" of a disposal
problem is handled as a mountain of
waste by government.

The Energy "Problem"

Or, consider the most magnitud
inous "problem" of our day
energy-another area reserved for
government control on the basis of
its importance. Although the
utilities are investor-owned and
often present themselves as private
industries because they pay taxes,
they are government subsidiaries in
that their rates and practices are
controlled by government.

Energy, like garbage, is only a
mammoth problem when con
sidered on a mammoth scale
providing zillions of kilowatts from
central sources rather than the
relatively simple task of generating
electricity for a household, building
or tract of homes.

Just how ridiculous can we be? At
the moment, the government, with
$290 million in solar energy pro
grams within its $8 billion Energy
Research and Development Ad
ministration (in addition to HUn
solar energy research at the cost of
$1200 per home and investigation
of energy by the Office of
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Technology Assessment as well as
who knows how many other agen
cies3) is considering several sunny
areas for an experimental solar
energy facility. The proposed $100
million facility in Gila Bend,
Arizona would use solar energy for
steam and turbines to produce
10,000 kilowatts and supply part of
the electricity used by 2500 homes.

Now, how many things can you
find that are absurd in that whole
experimental idea. Besides the enor
mous sums ($10,000 per kilowatt
compared to regular generating
costs of $130 per kilowatt in 1960
and $386 per kilowatt in 1975).
Besides the overlapping efforts.
Besides the fact that government
projects drain energy from private
efforts that would make solar
energy efficiently produced, widely
available, abundant, low cost and a
source of profit for investors in
stead of a means of impoverishing
taxpayers.

There is, of course, the limited
value of conducting research for the
whole country in areas of unusually
intense sun. But the funniest thing
probably is that the sun is going to
be used to produce steam and run

3Nor should we omit the efforts of the En
vironmental Protection Agencies which often
negate the energies of public and private agen
cies, the most recent example being in
Seabrook, New Hampshire where an EPA
reversal of approval for a nuclear power plant
may result in an unusable $2 billion facility.

turbines. That's something like at
taching an electric motor to a horse.
The sun is energy. And it's all
around us ... everywhere! Only a
bureaucracy would think of loading
the sun's energy onto wires and car
ting it across the countryside.
Transporting the sun! And spilling
it all over too!

Solar Energy

Solar energy can eliminate the
need for electrical transmission
from centralized power stations. It
cari eliminate the losses and waste
of energy in transmission. The sun's
energy is directly convertible to
electricity through solar cells.
These cells are still prohibitively ex
pensive, rather strangely so since
their principal ingredient is sand,
but this squandering of public
wealth is not only an utter waste in
itself but diverts resources (money
is energy too!) from the develop
ment of less expensive cells.

The solar cell can make each
house independent of utilities and
government for the manufacture of
power. No more power lines. No
more utility bills. Of course, the
government would miss revenues
from utilities. Is that why it is try
ing to keep us in the past of
centrally-produced power?

While technology continually
moves us toward lower costs and
greater independence, the govern
ment keeps pushing us backward
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with higher costs and greater
reliance on its power.

The government justified its con
trol of the energy supply by the im
portance of availability and the
"need" to avoid duplicating wires
and the like. Our cities wouldn't be
so strung up with wires and hung
up with shortages today if politi
cians hadn't centralized and con
trolled power.

Wherever there is a long-lasting
or large-scale shortage, government
has exercised its stifling control.
It's axiomatic: A free market
automatically supplies demand
through the incentive of profit.
Government automatically stifles
industry when it directly or in
directly controls profit and cost
levels. Government intervention is
just that-an interruption of activi
ty. It should be used to interrupt
the disruptive but never the produc
tive. Although it often uses the
need for availability as an excuse to
interfere, political interferences can
only act to limit availability.

It is the same with the air waves.
Availability is considered
"limited," so government has to ex
ercise its control. But voice and pic
ture transmission has only been
limited to the extent government
has limited it. Televis~on is
transmitted by cables as well as air
waves and produced through
cassettes as well as through broad
cast studios. Voice is not just

transmitted by radio stations but
by short wave channels, "ham"
relays, recordings and tapes. New
uses of light and lasers suggest
more new sources of electrical
transmission. We're not "limited."
We're controlled.

Government Housing:
Chicanery and Waste

Consider our housing "problem."
Without government help, we pro
vided more and better housing than
any country in history has enjoyed.
With the entrance of government
subsidies into housing, we have
seen deterioration in quality and
escalation of costs, every dollar
spent toward. government stan
dards being extracted from efficien
cy and innovation. But building
codes and controls stultified hous
ing and construction long before
direct government intrusion ruined
it with shoddiness, financial
manipulation, political chicanery
and waste.

Basically, through regulations,
we have been building the same
house over and over again. Codes
establish blind, unthinking unifor
mity. It is incredible that with all
the new materials and technology
at our disposal we are still building
houses as we built them forty, a
hundred and two hundred years
ago. It is especially disconcerting
since we have had the benefit in our
time of the ideas of a man many
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consider the greatest architect in
history.

Frank Lloyd Wright was building
homes with recessed lighting and
built-ins as long ago as 1895. He
was working in areas of prefabrica
tion in the first decade of the 1900s.
He was developing steel construc
tion and low cost housing and
writing about "a fireproof house for
$5000" in the '30s. And it was also
way back then that he introduced
radiant floor heating. I appreciate
that fact particularly because the
apartment I live in was built about
fifteen years ago under·all the city,
state and federal building codes. It
has radiant heat too-in the ceiling.
Since heat rises, the space between
the ceiling and the roof is probably
quite cozy. Even just under the ceil
ing it is quite nice, but I hardly ever
lounge around up there.

Building Codes

Codes have not protected us from
nonsense, mistakes or low stan
dards any more than licensing has.
On the contrary, they tend to in
stitutionalize low standards
because the minimum becomes the
norm.

For example, codes specify the
number of outlets in every room.
We wind up with the stipulated suf
ficiency. But would you mind hav
ing a room without outlets? I cer
tainly wouldn't. They're a mess.
And if builders weren't legally

forced to install specific numbers of
outlets they'd be thinking more
about other ways of providing for
our electrical needs that would be
greatly improved.

We don't need unsightly wires all
around the floors. Would you miss
those octopus outlets and extension
cords? If it weren't for electrical
codes which keep us so old
fashioned, by now we might have
luminous walls giving off varying,
dial-controllable intensities of both
light and warmth. We could have
light like sunshine coming from our
interior walls. We could have day
light at night. We could use lighting
in many different ways for varying
effects. We could do away with
cumbersome lamps. Our appliances
could be turned on by touch
anywhere in the room-without
outlets at all.

Because he built in new and bet
ter ways, Wright was constantly at
odds with building codes officials;
and who knows how many of his
ideas didn't appear as a conse
quence. Then, at the age of 86, after
66 years of unparalleled accomplish
ment in architecture, he was ad
vised by the State of Arizona to get
a license or stop practicing. Such is
the protection of State boards.

We have been so protected
against creativity, innovation and
advancement that our housing is
hardly farther along than what our
pioneers enjoyed. We've filled our
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"cabins" with the benefits of
modern industry, but the cabin
itself remains pretty much the same
old box because of government con
trols.

Wright brought a free spirit to
American architecture and charac
terized it as "unfolding, rather than
enfolding." But not until we rid
ourselves of the binding uniformity
of government codes and standards
can it begin to unfold.

Market Adjustments to Change

There is no way to stop change,
but it can be politically arrested and
diverted so that regress temporari
ly supplants progress. A natural,
free market system accommodates
change. "Plans" assume no change,
but even planners change plans.
And plans change hands. And no
two planners plan alike. All plans
are at odds with each other. There
are no grand plans, only temporary
ones. Plans change. Lands are re
zoned. They go from agricultural to
commercial. They go from state to
private ownership and back again in
trades. Privileges are granted or
taken away as in the case of tree
cutting, grazing and other uses of
public lands. But always, the
change is according to the whims,
bribes or favors of politicians.
Zones and codes are made to be
broken by other zoners, coders and
political maneuvers. Only through a
free market is change brought

about by efficiency, innovation and
advances of benefit to all; because
only in an open market do rewards
go to the productive and inventive,
not the political hacks, op
portunists and politically expe
dient.

Consider our "problem" of con
servation and environment. The
free market is the greatest instru
ment for the conservation and effec
tive utilization of resources ever
devised, penalizing waste and
rewarding efficiency. But we put
"conservation" in the hands of
government and the result is
nonuse, waste, destruction and
litter.

Seeing our forests sitting absurd
ly useless while our need and de
mand for wood increases at higher
and higher prices is like sitting on
your hands and starving while your
garden is ripe for picking. While the
government has abandoned mil
lions of acres of forest to accidental
fires and further wasted resources
through "artificial burns," private
companies like Weyerhaeuser have
cultivated forestry and reforesta
tion techniques. Weyerhaeuser is
creating new, well-spaced forests of
stronger, genetically superior trees
... trees that freshen the air with
new and healthier oxygenization ...
trees that nourish wildlife by pro
viding food and shelter through an
improved natural habitat ...
woodlands that provide recreation
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before being harvested for industry
and then are replanted, re-used and
reharvested in a totally productive
life cycle of benefit to people,
animals and the forests themselves1

Government Encroachment

We complain about the disap
pearance of animals while abandon
ing them to starvation, fires and
obliteration in our government
sponsored wilderness areas. We at
tribute the extinction of our en
dangered species to the encroach
ments of civilization, but, on the
contrary, it is the encroachment of
government that keeps civilization
from reaching and benefiting them.
Starving coyotes are driven to at
tacking sheep and causing furors
between sheep raisers and coyote
lovers. "Open season" brings
hunters in droves, killing even the
baby deer.

Private development of wilder
ness preserves for sportsmen,
photographers and vacationers
would bring protection and care to
the animals instead of leaving them
to survival tests with neglected
Nature's strangled overgrowths.
As long as hunting is a sport there
would undoubtedly be hunting
preserves and resorts, but hunting
could be better controlled, the

4S ee Weyerhaeuser High Yield
Forestry/Growing Trees for Your Future
printed by Weyerhaeuser Company, Tacoma,
Washington 98401.

young protected. Fishing streams
would be stocked and fresh, fish
developed and increasing instead of
becoming rare and extinct.

There would be places where peo
ple would go just to enjoy the com
panionship of tame, cared-for
animals. Natural enemies of the
forest would be naturally separated
under the self-interest of private
property protection.

Our government-operated zoos
are also out of place in our time and
should have become extinct with
the development of transportation.
With a free, uncontrolled market in
transportation we could be visiting
giraffes, elephants and zebras in
their African homelands with
greater ease than we drive to the ci
ty zoo on a Sunday. We could visit
animals living freely in their natural
areas without crating and carting
them to cages no matter how deluxe
and "natural" we make them to
salve our consciences.

As it is, under our restrictive
system of government control of
people and animals, we now have
many zoo denizens eating better
and more regularly than some of the
taxpayers who help pay for their
many pounds of fresh meat each
day.

Depletion of the Sea

Our seas and streams are ravaged
by our own fishermen and foreign
foragers as a matter of public policy
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and government arrangement. As
trawlers sweep our shores and fish
become more scarce, tensions inten
sify and we come closer to such bit
ter skirmishes as The Cod War in
the North Atlantic. Meanwhile
there is the controversy over the
dolphin dying by the thousands as
our nets scoop up 'tuna, suggested
controls only acting to leave more
tuna and more dolphin deaths to
foreign fishermen.

Actually, there is no more reason
for foreign vessels to be fishing our
waters than for Alpine herders to
come over here and steal our
sheep-or for I talian bread makers
to come and snatch our wheat-or
for French winemakers to come and
take our grapes. Life produces
everywhere if it isn't destroyed. It
is destroyed everywhere through
government disposition.

Through private ownership and
farming of our continental waters,
we could be raising tuna and other
fish for market just as we raise
other food and animals for eating.
Through productive methods, we
can leave the sea environment
virtually undisturbed or even the
beneficiary of increase for a change
instead of victimized by rapacious
ness. As we let private enterprise go
to work supplying fish, with
government serving only to protect
private development of the oceans,
other countries will learn from us to
raise the fish they need-or we'll

ship ours in trade as our productivi
ty increases.

Freedom Is Civilization

Private development is a system
of close overseeing while "govern
ment conservation" is a system of
neglect. Freedom is civilization.
Through its increase, freedom ex
tends happiness to every living
thing.

You can go on down the list
yourself. Take every problem and
dispute you read about in the
papers. You'll find small problems
turned into massive messes
through enlargement of the difficul
ty by government regulation. Many
are just household problems ... like
energy. Many are just personal pro
blems ... like drugs. Many are not
problems at all . . . created and, fic
titious.

Consider our mass immunization
to prevent an epidemic of a disease
when there is not a single case of it
anywhere in the country. They
should have called it Piglet Flu
since it's more imaginary than real.
Mass treatment with "free" in
noculations seems only to be a
tremendously costly and wasteful
dress rehearsal for the more perma
nent shenanigans of mass health
care through a Federal health pro
gram.

Or consider the need for cultural
advancement through tax
supported arts, theater and music.
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It's a good demonstration of in
terventionists trying to create a
problem out of a solution. Nothing
has advanced the arts and
broadened their availability more
than private enterprise.

A television production is seen at
once by more millions than the com
bined total of all people who
witnessed live stage productions
over the past 400 years. 5 Movies
have displayed classic productions
and performances all around the
world. The greatest singers, operas
and syn1phonic orchestras can be
heard with technical perfection
right in your home, inexpensively
and as frequently as you like, via
recordings as well as radio and
television. Masterpieces of art
formerly known and enjoyed by on
ly a few are available to everyone
through copies, prints and books
with even the originals seen by
millions.

The creative arts are practiced
and enj oyed by more people than
ever before through the availability
of materials, instruction and im
proved technologies. And leisure
time to pursue them is afforded by
our incomparable productivity.

Through our communications and
distribution channels, artists
become famous faster-even before
they die. Never before in history

5From the television special: "The First Fif
ty Years."

has there been anything com
parable to our vast market for
talent of all kinds. Television, with
its voracious appetite for entertain
ment, suffers only from a lack of
talent, certainly not an under
exposed overabundance of it. You
have only to look at your set on any
night to see 'what unlimited op
portunity there is for improvement.
In publishing, despite inflationary
pressures by government, people
are finding themselves in print who
never would have been published in
a society of less abundance.

Every field of art is the same:
never before such unlimited op
portunity! Even the perennial
"struggling artists" eat better and
live better during their developing
pre-fame years than any who were
supported by kings and wealthy art
patrons because they have the
benefits of competition through
which they can support themselves
even on part-time earnings, feeding
and clothing themselves at the
lowest possible cost.

Artists needed favors in medieval
times. Who didn't! Today everyone
has already been favored by the ex
tended, extending and always· more
and more extendable benefits of the
American way of life . . . the free
economy.

How can such foolishness as
government support of the arts
even get a hearing? It probably
must be attributed to the numbness
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of mind that sets in when "others"
assume responsibilities and
"others" are to foot the bill.

Accomplishing the Impossible

Our problems are simply so small
we can't see them, and besides,
we've turned our eyes over to
others. But they are no better than
we are. Imagine someone paid to lift
a fork to your mouth. It would be
done much more clumsily and
messily than if you did it yourself,
but since you need to eat, the feeder
could extort a lot of money from
you for the service. The solution:
pick up the fork!

My mother thinks one of the big
gest problems in the world is
folding fitted sheets. She thinks I'm
a whiz at it. When she sees my car
coming down the street she runs for
the washer so the sheets will be
ready for me to fold. One wallows in
the admiration of even so humble an
accomplishment, so I was folding
away one day, thinking I might
start a fitted-sheet-folding business
("I fold the sheets that give you
fits.") when I looked up and saw my
mother's lip curl in revulsion as she
saw what I was doing. "Ugh! It's
always so neat looking, I thought

you had it neat inside too!" But, of
course, there's no way to make
roundness square or to take
stitched-in puckers out of shirred,
stretch corners. The wrinkles are
concealed, not eliminated. You
can't change what is natural. You
accommodate it.

Similarly, the highly polished
wood of all bureaucrat's neat, flush
doors are simply closed on problems
that can't be solved. Meanwhile,
outside, people think the impossible
is being accomplished and problems
that can't be solved politically are
somehow, miraculously finding
solutions!

Bureaus and laws are the rugs
we're sweeping all our dirty prob
lems under. The way to rid
ourselves of problems is not to hide
them. We should open every prob
lem6 to the light of the free market
and then watch that problem disap
pear ... easily, quickly, efficiently.

No problem is too small for the
free market to solve. And small,
solved problems can't grow into in
soluble national crises. I)

6The natural exception is the prevention of
crime and protection of property, Constitu
tionally reserved as the only proper area for
law-enforcement activity.

IDEAS ON

LIBERTY

Ralph Waldo Emerson

TRUST men and they will be true to you; treat them greatly and they
will show greatness themselves.



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

WE NEEDED a good bicentennial his
tory-and Home of the Brave: A
Patriot's Guide to American His
tory, by John Alexander Carroll and
Odie B. Faulk (Arlington House,
$12.95), is it.

What distinguishes this history
of our country is its continental
view. The authors are specialists in
western history, and they have a
most intense curiosity about every
last phase of the settlement of the
"lower forty-eight" states as the
population center moved west. The
Indian wars of the post-Civil War
period bulk as large or larger in the
Carroll-Faulk pages as some of our
more familiar conflicts. In ten
packed pages, complete with maps
and portraits and admirably suc
cinct biographies of Indian leaders

252

(Crazy Horse, Geronimo), we get a
beautifully detailed account of how
a third of our continental domain
was won. The Spanish-American
War, by contrast, only gets six
pages.

This reverses what the standard
histories have to say-and the ques
tion of values becomes one for legi
timate argument. Which is more im
portant, the projection of the U.S.
on the world scene (the Spanish
American War put us in the Philip
pines, and dramatized the need for
the Panama Canal), or the winning
of the West that gave us, first, the
cattleman's empire and the gold
rushes, and, at a later date, an
incredible development of our whole
trans-Mississippi railroad grid?

The question is peculiarly perti-
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nent now that we seem to be re
treating from Asia and are talking
seriously about surrendering the
Pan.ama Canal. As we recoil from
"imperialism;" the West that was
wrested from Sioux and Comanche
Indians is feeding the world (includ
ing Soviet "imperialism") and, inso
far as the southwestern states are
concerned, is responsible for the
Sunbelt shift in our politics that has
left the familiar East Coast "Estab
lishment" reeling.

Winning the Southwest

As westerners, Carroll and Faulk
reject the view that the Mexican
War, which resulted in the cession
of California, New Mexico, Arizona,
Utah and part of Texas to the U.S.,
was a shameful episode in our his
tory. The Spaniards never had a
firm grip on this immense expanse
of territory, which remained Indian
country outside the towns. Texas it
self numbered less than 3,500 set
tlers (other than Indian) at the time
of Mexico's secession from Spain.
Americans were welcomed to the
region around San Antonio by Gov
ernor Antonio Maria Martinez, and
by 1830 they were far in the
majority in what was soon to be
come the Lone Star State.

When Santa Anna overthrew the
Mexican constitution of 1824,
which provided for a federal repub
lic,Texas was one.of seven Mexican
states to resist the usurpation. It

had as much right to revolt against
a dictator as any other component
of what had been the Mexican
republic. And the Texas majority,
largely from Tennessee and the
Louisiana Territory, had a right to
set up its own government, which it
did under Sam Houston after rout
ing Santa Anna in a battle that
lasted only eighteen minutes. The
Mexican War that came after
Texas' incorporation in the U.S.
grew out of legitimate claims to
restoration of property to U.S. citi
zens that had been destroyed in
Mexico. It was not, as has been
often said, a war to expand U.S.
slaveholding territory. Carroll and
Faulk point out that New Eng
land's congressmen voted stead
fastly for the war, while John C.
Calhoun of South Carolina voted
against. it. As for California, if we
hadn't acquired it, its tenuous ties
to Mexico City would have been
ruptured by the British or the Rus
sians, whQ coveted it to round out
their Pacific Coast empires.

Warren G. Harding

There are many surprising j udg
ments in this "patriot's" bicenten
nial history. One of them is that
Warren G. Harding was in many
ways an effective President. He had
an extremely strong cabinet.
Charles Evans Hughes, as Secre
tary of State, forced some naval
agreements that may have delayed
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war in the Orient for ten years and
in the West for fifteen. Herbert
Hoover, as Secretary of Commerce,
and Andrew Mellon, as Secretary
of the Treasury, were certainly not
weaklings. Harding made praise
worthy conservative appointments
to the Supreme Court, and elevated
ex-President William Howard Taft
to Chief Justice. The Ohio gang pre
sumably did him in behind his back,
though we'll never know the truth
about this, inasmuch as Harding's
widow destroyed his personal
correspondence.

Some scandals provoke vindictive
blood feuds (Watergate, which
roused the "Eastern Estab
lishment" against Nixon, will
probably go down in history as one
of these). But other participants in
scandalous .doings get off easily.
John Brown was found guilty of
conspiracy, murder and treason for
seizing the arsenal at Harper's
Ferry, Virginia, in a plot to arm the
slaves. He was sentenced to the gal
lows. But the clergymen, profes
sional reformers and businessmen
who provided Brown with the
money and weapons to carry out his
treasonous raid got off scot free. A
Senate investigating committee
drew back from probing too deeply
into Dr. Thomas Wentworth Hig
ginson's and other respectable New
Englanders' connection with
Brown's demented raid, although,
as Carroll and Faulk say, grand

jury proceedings would have been
justified by the documentary evi
dence. "Times definitely were extra
ordinary," so Carroll and Faulk
sum it up, "when ... Emerson and
Henry David Thoreau could pro
claim a murderous monomaniac like
John Brown 'an angel of light' and
made him a martyr." But when
church organizations provide
money that leads to guerrilla kill
ings in South Africa, the "Brown
syndrome" seems a little less
extraordinary.

A Hopeful Note

The Carroll-Faulk history ends on
a hopeful note. There were gross ex
cesses, the authors say, during the
Vietnam War among the radical
chic and the youth culture. But, to
continue with some final quotes,
"as the United States approached
the year of the Bicentennial, there
was a growing mood of conserva
tism, a shift from the extremism of
the Kennedy-Johnson years ...
public opinion had rej ected the
youth counterculture ... also
immutable, hopefully, is the basic
good sense of the American people
and their willingness to work to
achieve the goals of a free society
... present and future Americans
can afford to do no less than their
ancestors.' ,

Altogether, the Carroll-Faulk his
tory is the best to have come along
since the late Garet Garrett's The
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American Story. One hopes that it
will have many editions. If it does, a
good proofreader might be called in
to correct a few annoying errors,
such as the one that sets the Lind
bergh transatlantic flight in June of
1927 instead of May, or the one that
credits the invention of the cotton
gin to "Ely," not Eli, Whitney. It is
nitpicking to mention such things,
but they might as well be cleared
up.

~ AN OVERGOVERNED SOCIETY
by W. Allen Wallis. Free Press, 301
pages. $10.00.

Reviewed by William H. Peterson

How MUCH GOVERNMENT is the right
amount of government?

For the past third of a century,
W. Allen Wallis, chancellor of the
University of Rochester, distin
guished "Chicago School" econo
mist, statistician and member of
several Presidential commissions,
has probed this question.

His collection of essays from 1942
to 1976 reveals an agile, far
reaching and remarkably consistent
mind. It is a mind not unlike that of
Nobel laureate in economics F.A.
Hayek, who also has seen service at
the University of Chicago and ex
plored the nature of legislation and
the state.

Applying Thoreau's "that gov-

ernment is best which governs
least" to American experience,
Wallis finds decades of government
intervention into our social and
economic life have mostly come to
naught and even less than naught.
Costs exceed benefits. Ours is "an
overgoverned society. "

Proof, sadly, abounds. Wallis
points out government now
swallows up more than a third of
the gross national product and
destroys a lot of potential job
creating capital formation in the
bargain. Moreover, he demon
strates taxes distort resource
allocation and reduce economic effi
ciency. Progressive taxes diminish
personal incentive. Profits are
doubly punished, first as corporate
income and again as dividends.
Various other costs of tax com
pliance and legal avoidance dissi
pate still more economic potential.

In another essay, Wallis notes
how government has fashioned the
so-called energy crisis. It has
prevented or impeded drilling off
shore, it has impeded or prevented
the construction of nuclear power
plants, it has sharply reduced the
mining of coal, it has regulated
natural gas prices so as to retard ex
ploration and encourage wasteful
use, it has delayed construction of
the Alaska pipeline by five years.

Again, he sees how Congress and
the Food and Drug Administration
have changed the U.S. from a leader
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to a laggard in developing new
medicines. Citing work by phar
macologist William Wardell of the
University of Rochester medical
school, he says the U.S. was at least
the 30th country to approve the an
ticancer drug adriamycin, the 41st
country to approve the antimania
drug lithium carbonate, the 51st
country to approve the antituber
culous drug rifampin. These delays
have led to untold suffering and
even death.

In addition, government contri
buted to a faltering economy, to
bigger swings in the business cycle.
Wallis blames Congress and the
Federal Reserve. Congress has
forged giant inflationary deficits.
The Fed has allowed the money sup
ply to grow erratically. Andlately
at a faster pace: money stock rose
an average of 4 per cent a year from
1962 to 1966, 6 per cent a year from
1966 to 1971 and 7 per cent a year
from 1971 to mid-1974. In the se
cond half of 1974 money supply

HANDSOME BLUE LEATHERLEX

growth ground to a halt; the great
recession of 1974-75 was on and its
after-shocks are still felt.

So how much government is the
right amount of government?

Appropriately in this bicentennial
era, Wallis opts for the original Con
stitutional design oflimited govern
ment and individual freedom, of
checks and balances, of the rule of
law and not the rule of men. (A tax
audit, observes the author, "in
volves sitting down across the table
from a man-not a law. ")

What can we do about our "over
governed society"? First, says W.
Allen Wallis, perceive public opin
ion as the root of the problem, not
ignorant or malevolent legislators.
Then educate and communicate.
Finally-and this may be his most
challenging prescription- "discrim
inate in financial support between
organizations, institutions, and in
dividuals that are part of the prob
lem and those that have a potential
for doing something about it."
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Harold S. Davis

The Secret Revealed:

Is Not Easy

SOME years ago, a researcher
decided that he would try to find
the secret of success. After months
of study and countless interviews,
he gave up. He said there was no
clear answer, but many people
seemed to believe success required
hard work. He had found out more
than he realized! Without question,
work accomplishes more than wish
ful thinking. One must climb the
ladder of success, it is not an
escalator! Thomas Edison aston
ished those who thought his success
was due to luck by stating" I 'never
did anything worth doing by acci
dent, nor did any of my inventions
come by accident." Success often

Dr. Davis is a Professor of Education and Chairman
of the Administration and Supervision Department
at Southern Connecticut State College.

begins at the point where most peo
ple would quit. We must believe,
then achieve!

T.F. Buxton said "I hold a doc
trine ... that with ordinary talent
and extraordinary perseverance, all
things are attainable." This idea of
setting a goal and then relentlessly
pursuing it is a formula that has
worked for centuries. Even the
great dramatist and poet Shake
speare delineated essentially the
same rules for success. He said "see
first that the design is wise and
just: that ascertained, pursue it
resolutely; do not for one repulse
forego the purpose that you
resolved to effect." The wit, Am
brose Bierce, called perseverance
"A lowly virtue whereby mediocrity
achieves an inglorious success."
Two thousand years ago, Virgil
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solemnly intoned "Labor conquers
everything.' ,

Bill, a friend of mine, whom I had
seen work his way up from stock
boy to general manager in a mid
western firm, abandoned every
thing to accept a vice-presidency of
a large company in New York City.
The job was a real challenge
because the firm's deficits had been
growing annually. In less than three
years, he helped to turn the finan
cial picture from red to black only
to face another crisis. The Board of
Directors appointed a new Presi
dent who brought in his own "man
agement team." Bill resigned and
began to reassess his career.

The past few years had provided a
large measure of success and in
creased income. On the other hand,
he had neglected family, friends,
and personal investments. He had
been so busy making business deci
sions for others that he had let his
own financial affairs fall into disar
ray. He was even uncertain about
how to obtain proper financial ad
vice and came to the realization
that many other executives were in
the same boat. Bill found his search
for information about investments
so fascinating that he turned down
a lucrative offer in the field of
management in order to launch a
new career. He had decided to enter
the fields of financial planning and
insurance.

After a family conference, Bill's

Success often begins at
the point where most
people would quit. We
must believe, then
achieve!

wife and children agreed on a
number of belt-tightening moves. A
change of living style and the sale of
their large home provided capital
while Bill studied the fundamentals
of his new profession and gained
on-the-job experience. He followed
this up quickly by opening his own
agency. After his first year of in
dependent operation, Bill became a
member of the "Million Dollar
Round Table" for insurance sales.
Six consecutive years of outstand
ing sales gave him permanent
membership in that prestigious
organization and it wasn't a matter
of luck. First he believed, then he
achieved!

When misfortune first struck, Bill
could have sat around wringing his
hands. Instead of needlessly worry
ing about the future, he chose to
shape it. As the poet Robert Frost
once said "The reason why worry
kills more people than work is that
more people worry than work. "
Rudyard Kipling phrased the same
thoughts in allegorical terms:
"Gardens are not made by singing
'Oh, how beautiful,' and sitting in
the shade."
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The Power of Planning
Most successful people have

found that luck seems to be a by
product of hard work. Genius is
never discovered unless it is ap
plied. Even the great Michelangelo
pointed out "If people knew how
hard I work to get my mastery, i1t
wouldn't seem too wonderful after
all." The internationally famous
pianist Paderewski said "Before I
was a genius I was a drudge.' , We
all know that hard work does not in
sure success, but we can't expect
success unless we work at it!

Every administrator recognizes
"planning" as a fundamental of
good management. Yet, it is amaz
ing how few have put this principle
to use in developing their own
careers. Many drift from job to job
with little thought about their own
strengths, weaknesses, and desires.
Executive placement firms do a
thriving business in helping such
persons pull themselves together.
George Bernard Shaw claimed
"Few people think more than two or
three times a year. I have made an
international reputation for myself
by thinking once or twice a week."
Facetious? Yes, but with a large
grain of truth. When is the last time
you sat down and asked: Where am
I going? Why? What are my goals?
Such questions must be answered if
we are to be successful in personal
relations.

Through self-understanding we

We all know that hard
work does not insure suc
cess, but we can't expect
success unless we work
at it!

learn more about others. As we
understand more about others, we
learn more about ourselves.
Knowledge of our own strengths
and weaknesses helps us establish
reaHstic goals. In the words of
William James: "In the dim back
ground of our mind, we know what
we ought to be doing but
somehow we cannot start every
moment we expect the spell to
break ... but it continues, pulse
after pulse, and we float with it."
Procrastination is one of the
greatest inhibitors of success. Peo
ple set up their own roadblocks: "I
don't have time," "It's too late to
change," "I'm too old," "Maybe
some day." Some people have found
that the greatest labor-saving
device available today is tomorrow!
In the words of Socrates: "Let him
that would move the world, first
move himself."

The Principle of Momentum

We have all heard the statement
that "Success breeds success." But,
have we ever thought of that state
ment as a principle of momentum?
There is a law of physics that
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states: It takes more energy to
overcome inertia in getting started
from a standstill than to cont~nue

the momentum of a moving body
when it is once in motion. Applying
this principle to' achieving success,
it becomes evident that it is easier
tofind a new job when you have one
than to find one when you are
unemployed. Similarly, it is easier I

to move up the ladder of success
when you have a reputation for
being a "go-getter" than when you

) have to overcome years of standing
still! In other words, we can't afford
to rest on our laurels. As Elbert
Hubbard stated "Folks who never
do any more than they get paid for,
never get paid for any more than
they do." While the successful few
focus on objectives, the unsuccess
ful majority see nothing but obstac
les. The passage of time records the
accomplishments of· the former,
while oblivion is the penalty for the
latter.

It isn't sufficient just to be busy.
Insects are busy! The real question
is: What are you busy about? Effort
should be concentrated on reaching
the goals you have set. Charles Ket
tering said "My interest is in the
future because I am going to spend
the rest of my life there."

A Case in Point

Henry, a long time acquaintance,
was a manufacturer's agent selling
steel tubing. Large firms were the

"Let him that would move
the world, first move
himself."

Socrates

primary clients. Henry discovered
that orders from smaller firms were
being turned down because they
were short-term, small-quantity, or
specialized nonstock items. He
reasoned that a small plant with a
flexible operation could handle such
requests. He visualized the type of
operation needed and figured that
he could make a fair commission on
referrals. Spending his spare time in
looking for such a plant, he discov
ered that this highly specialized
operation did not exist. Rethinking
his original plan, he set a new goal.
He would- find a small vacant fac
tory building, acquire the necessary
machine tools, and equip it on a
minimal scale.

After an intensive search, Henry
found a suitable facility and then
the work began. He spent his
weekends cleaning and rebuilding
second-hand machine tools with the
help of a small crew in his rented
factory. Once tooled up, word
spread that his company could
reliably fill small orders that larger
manufacturers declined. Work
flowed in and Henry expanded
operations to meet the growing
need. With an investment of time,
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money and energy, he made his
dream come true. As Justice
Brandeis once quipped "The way
the inevitable comes to pass is
through effort."

Years ago, Calvin Coolidge
stated: "Nothing in the world can
take the place of persistence. Talent
will not: nothing is more common
than unsuccessful men with talent.
Genius will not: unrewarded genius
is almost a proverb. Education will
not: the world is full of educated
derelicts. Persistence and deter
mination alone are omnipotent. The
slogan 'Press on' has solved and
always will solve the problems of
the human race."

The Secret Revealed

Certainly we can't do everything
at once, but we can do something.
And as the Chinese proverb states
"Even a trip of 1000 miles begins
with a single step." One of the
greatest minds of all time, Sir Fran
cis Bacon, said: "There is no com
parison between what we may lose
by not trying and by not succeed
ing; since by not trying we throw
away the chance of an immense
good; by not succeeding we only in
cur the loss of a little human labor."

Is there really a secret of suc
cess, or has the secret been
revealed? I believe studies of
those who succeed vs. those who

"My interest is in the fu
ture because I am going to
spend the rest of my life
there."

Charles Kettering

don't have unlocked the secret for
all to behold. First, we must
believe in ourselves. A positive
self-image is a prerequisite to suc
cess. Next, we must set goals and
plan how we will reach them.
Finally, we must implement our
plans! This takes persistent
effort-what some call work! In
my studies of leadership, I have
found that there are three kinds of
people in this world. Those who
make things happen, those Who
watch things happen, and those
who wonder-what happened. To
be a success, you must be the first
type. In the words of Goethe:

Are you in earnest? Seize
this very minute;

What you can, or dream you
can, begin it;

Boldness has genius, power
and magic in it;

Only engage and then the
mind grows. heated;

Begin and then the work will
be completed.
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5. Russia:
The Revolution Commences

WHAT was the Bolshevik Revolu
tion?

This became a momentous ques
tion as soon as the Bolsheviks
seized. power in Russia in the fall of
1917. It was at the outset a press
ing question for those people within
the Russian Empire who fell under
the sway of the Bolsheviks (who
proceeded shortly to change their
name to Communist). The question
has not diminished over the years
but has rather gained in importance

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around the
world.
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as communism has spread over the
world. There are now at least 19
countries containing over a billion
souls now under the power of com
munist parties. The revolutions
going on in these lands are mostly
patterned after the Bolshevik
Revolution in Russia. To know the
Bolshevik Revolution and its ex
tended aftermath, then, would be to
know much about communist revo
lution.

The Bolshevik Revolution-and
all communist revolutions-must
be examined at every stage from
two different and often irrecon
cilable angles. One is the angle of
ideology. This angle entails the
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Marxian mythology with its over
lay of Leninism and whatever other
interpretations may be involved. It
contains its own peculiar language,
its vision of history, its heroes and
villains. The other angle is the reali
ty of what is actually happening.
The ideology can be understood, so
long as it is kept in a separate com
partment. So, too, we may suppose
that we understand the reality
apart from the ideology.

This latter point must be denied,
however. This approach leads to
continual misunderstanding of com
munism. Those who persist in view
ing communism this way will inter
pret the acts of the leaders in such
terms as the quest for power,
expansionism, and other such his
torically familiar. motives. It is not
that communist leaders may not be
moved by such aims; it is rather
that their aims are clothed in and in
separable from the ideology. There
is a continual interplay between
ideology and actuality. The inter
play is probably most often one of
cause and effect; ideology is the
cause usually, and the reality is the
effect. To look at a communist
revolution without taking into ac
count the ideology is like surveying
the damage done on Eniwetok Atoll
without knowing that a hydrogen
bomb was exploded there.

It is important, then, to grasp the
pattern of the Bolshevik Revolu
tion.· It is equally important to

make a running account of the in
terplay between ideology and ac
tuality. Ideology was not only at
work in the events in Russia from
1917 onward, but it was also being
shaped and hardened by the par
ticular turns of events. To put it
another way, communist ideology
today is largely Marxism plus the
Russian experience as the latter has
been ideologized. A topical ap
proach is more appropriate to an ac
count, then, than a strictly
chronological one.

1. The Violent
Seizure of Power

On October 25 (Julian calendar),
1917, the Bolsheviks gained control
over the points of power in Pet
rograd, the capital city of the Rus
sian Empire. The climactic event
was the storming and taking of the
Winter Palace by armed force on
the evening of the 25th and the ear
ly morning of the 26th. The Winter
Palace was the headquarters of the
Provisional Government, and the
cabinet was in session there even as
Bolsheviks fought their way
through the labyrinth of corridors
and rooms to where they were. A
guard entered the chamber where
the cabinet was meeting.

Kishkin, the Governor-General, did
not seem to know whether the Palace
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had actually been occupied. "It is
taken," the cadet replied. "They have
taken all the entrances. Everyone has
surrendered. Only this room is being
guarded. What does the Provisional
Government order?"

"Tell them," said Kishkin, "that we
don't want bloodshed, that we yield to
force, that we surrender."1

So it was, with hardly a whimper,
that the government fell.

In the next several weeks, the
Bolsheviks consolidated their c,on
trol. Prime Minister Aleksandr
Kerensky escaped from Petrograd
just as the revolt was comirig to a
head. He sought to gather an army
to retake the capital, but he could
muster only seven hundred soldiers
from the once vast armies of
Russia, and this force was turned
back by Bolshevik forces only a few
days after the storming of the
Winter Palace. Moscow fell to the
Bolsheviks'with no greater struggle
than had occurred in Petrograd.
Local soviets (councils) had for
months held dominant positions
throughout much of the empire. It
was only necessary for Bolsheviks
to dominate these in order to come
to power, which they were usually
able to do rather quickly.

The culminating act of the Bol
shevik seizure of power came with
the dissolution of the Constituent
Assembly which met in January,
1918. Ever since the abdication of
the Czar there had been talk of

holding general elections, assemb
ling a parliament, drawing up a con
stitution, and regularizing the
government. The elections were
held late in 1917. Even with
freedom of campaigning curtailed
and the Bolsheviks in power in
many places, they still did not do
well. The Bolshevik candidates
received less than one-fourth of the
total vote cast. The Socialist Revo
lutionary Party got a plurality of
the vote.s and of deputies elected to
the assembly.2 The question then
became whether or not the Bolshe
viks would convene the assembly.
The Bolshevik, Uritsky, put it this
way: "Shall we convene the Consti
tuent Assembly? Yes. Shall we
disperse it? Perhaps; it depends on
circumstances."3 It was permitted
to hold one meeting, but the Bol
sheviks used force to prevent it
when the Assembly tried to meet
again. The Bolshevik Party held
such reins of governmental power
as existed in the Russian Empire.

How had the Bolsheviks been
able to seize power? They were,
after all, a minority party. The
soviets, which brooked so large dur
ing 1917, were not even creations of
the Bolsheviks for the most part.
The party itself consisted of only a
tiny portion of the vast population
of Russia. The answer can be
reduced to a single word-Violence!
It was the willingness of the
Bolsheviks to employ violence that
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offers the immediate explanation of
how they came to power. It distin
guished them from the Mensheviks.
It distinguished them from the ma
jority of the Socialist Revolu
tionaries. (A minority, called left
S-R's, joined with the Bolsheviks.)

The Bolshevik use of violence
may be sufficiently illustrated here
by what happened when the Consti
tuent Assembly met for its first and
only session. On the day that it was
to meet, the Bolsheviks called out
large numbers of soldiers and
sailors loyal to them to surround,
guard, and control the Tauride
Palace where the meeting was to be
held. Even before the Assembly
met, a crowd that had gathered out
side was fired upon, and several
were killed. The crowd dispersed,
obviously intimidated by the kill
ings. What then occurred has been
described this way:

The Tauride Palace was an armed
camp. All doors were closed except the
main entrance. The entrance hall was
crowded with armed soldiers and
sailors, who examined the credentials of
the deputies and amused themselves by
commenting aloud on whether it was
preferable to shoot, hang or bayonet the
deputies.4

There was an attempt when the
deputies had gathered in the hall to
conduct the session according to
Russian tradition. The custom was
for the oldest member to preside

during the organization. This task
fell to a man by the name of Sergey
Shvetsov, who was a Socialist
Revolutionary. But the Bolsheviks
would not have it so:

Suddenly there was an uproar. Every
one was shouting at once, the guards
were hammering their rifle butts on the
floor, the Bolshevik deputies were poun
ding their fists on the desks and stamp
ing their feet, while Bolshevik soldiers in
the· public galleries coolly aimed their
rifles at the unfortunate Shvetsov....
He had just time to say "I declare the
Constituent Assembly open," and to
ring his bell, when the bell was snatched
from him. In place of the towering
white-haired Shvetsov there was the
small, dark, black-bearded Yakov
Sverdlov, who announced amid cries of
"Hangman!" and "Wash the blood off
your hands!" that the Bolshevik Ex
ecutive Committee . .. had authorized
him to declare the Constituent
Assembly open.5

Some organization and activity was
permitted, but the Bolsheviks final
ly grew weary and turned out the
lights. Thus began and ended repre
sentative government in the Soviet
Union.

Violence triumphed, and in its
train came the Terror, but let that
wait for now.. Marx and Engels had
envisioned the need for violent over
turn of governments in order to
bring about the revolution but for
different reasons than prevailed in
Russia. Indeed, Marx had not
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believed it possible that the first
communist revolution would occur
in Russia. The man who conceived
the possibility, prodded it into
being, contrived a theory for it,and
led it was Vladimir Ilyich Ulyanov,
known to the· world as Nikolai
Lenin, though he was also known as
V.1. Lenin, and until his death was
called "Ilyich" by those who knew
him.

2. Leninism

According to Marxian theory,
Russia was not even close to being
ripe for a communist revolution in
1917. It was, in the lingo of both
progressivism and Marxism, a
"backward" country. The popula
tion was preponderantly rural, and
most people made their living by
farming. The strides in industriali
zation before 'World War I had, it is
true, increased the number of in
dustrial workers in such centers as
Petrograd and Moscow, but they
were still only a small portion of the
population. This situation did not
fit into the Marxian theory of
revolution. If a communist revolu
tion was to be a proletarian revolu
tion, and Marxism envisioned
nothing else, Russia did not have
the one ingredient essential to it-a
proletarian majority.

To get around this difficulty,
Lenin developed several strate-

gems, mostly theoretical but tied in
to some extent with the actual
situation. By so doing, he wrenched
Marxism off its supposed historical
course and gave it a new direction.
It was a fateful shift for the world,
for it laid the groundwork for com
munist revolutions in industrially
backward countries, which is where
they have mostly occurred, and
took Marx off the hook, so to speak,
for the errors in his predictions
about advanced countries. The doc
trinal result is known as Leninism,
though it is generally accepted by
the communist faithful as orthodox
Marxism.

Lenin attempted to patch over
the gaping theoretical hole by pro
claiming that the revolution in
Russia was part and parcel of an im
minent world-wide revolution. The
time was right for that, he declared.
Imperialism was the final stage of
capitalism. World War I was the
death agony of the last imperial
thrust of moribund capitalism. In
the midst of or in the wake of the
war would come the inevitable com
munist revolution everywhere. The
situation was ripening for revolu
tion in Germany, and if Germany
went, could the rest of the world
resist? (It is easy to forget now how
closely Marxian theory was tied to
the German situation.) With the
tide of history rolling shoreward to
bring world revolution, what did it
matter in the scheme of things if it
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rolled over Russia first? Except, it
mattered a great deal to V.I. Lenin;
it must come first in Russia. Why?
There is an obvious answer. Lenin
was Russian, and he was the chosen
vessel to usher in the world revolu
tion. No other will quite do.

A Man Possessed

Lenin was like a man possessed
from the moment he arrived at the
Finland Station in Petrograd in
April of 1917. Indeed, he may have
been obsessed for years, but the
obsession appeared now to have
him in its control. If an artist had
been charged with the task of pain
ting a portrait of a man possessed,
he would have done well to choose
Lenin as a model. Lenin looked the
part with his wide forehead, large
head, and penetrating eyes. He was
cold, hard, determined, and often
appeared to be devoid of ordinary
human weaknesses. (After stren
uous sessions when debates had
gone on late into the night and sleep
for most could hardly await a bed,
Lenin could be found engrossed in
reading or writing.) Time and again
during the months from April to
October, 1917, Lenin threatened de
fiance of all the party organs if he
would not have his way. This
childishness was a product,
plausibly, of his obsession.

Now a case can be made, and has
been, indeed, was made at the time,
that Lenin was an agent of the Ger-

man Imperial Government. It is
fact that he and his entourage were
shipped through Germany in a
sealed train by the government. It
is also known that the Bolshevik
Party received money from the Ger
man government.6 Moreover,
Lenin's activities might have been
little different from what they were
had he been a paid German agent.
From the moment he arrived in
Russia he worked toward getting
Russia out of the war. He labored
also to undermine what remained of
the morale in the army. Once the
Bolsheviks seized power they acted
as quickly as they could to end the
war with Germany, which they ac
complished with the Treaty of
Brest-Litovsk in early 1918. Even
those of less than average inclina
tion to suspicion might suspect col
lusion from these circumstances.

But there is a better explanation
than'the German-agent theory, and
it accounts for more of the facts. It
is this. Lenin believed he had dis
cerned the course of history, not the
course of history' in some general
and theoretical way as Marx had,
but its very unfolding before his
eyes. The long-awaited revolution
was ready to take place. Lenin
believed himself to be riding the
wave of history to its cresting, and
when the moment came he must be
at the' helm to direct the course of
the craft. The best evidence for this
is his attitude and behavior in the
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weeks, days and hours just before
October 25, 1917.

Lenin knew as well as anyone that
the authority of the Provisional
Government which had always been
tenuous was deteriorating. It might
have been toppled in July had the
Bolsheviks directed the forces at
their command during the demon
strations. General Kornilov attemp
ted a "counter-revolution" in
August, but it failed. Lenin had to
go into hiding in August to keep
from being arrested by the govern
ment. From that time on he became
more and more insistent that the
Bolsheviks must overturn the
government. In early October, he
wrote:

Comrades! Our revolution is passing
through a highly critical time. This
crisis coincides with the great crisis of a
growing worldwide socialist revolution
and of a struggle against world im
perialism. The responsible leaders of our
party are confronted with a gigantic
task; if they do not carry it out, it will
mean a total collapse of the interna
tionalist proletarian movement. The
situation is such that delay truly means
death.7

He had become almost hysterical
by October 24:

Comrades: As I write these lines on
the evening of the 24th, the situation is
impossibly critical. It is clearer than
clear that now, in truth, a delay in the
uprising is equivalent to death....

The bourgeois onslaught of the Kor
nilovists, the removal of Verkhovsky,
show that we cannot wait. We must, no
matter what, this evening, tonight, ar
rest the government, after we disarm
the cadets....

We cannot wait! We may lose every
thing!!8

Lenin was beside himself. Though
he was repeatedly refused permis
sion to come out of hiding and take
up his work at Bolshevik head
quarters, he finally ignored it and
went there anyhow. From that mo
ment, he took direct leadership of
the revolution which he forged.

Minority Rule

Whether there was a world revo
lution ·or not-there was not-, the
fact remained that the Bolsheviks
were a minority in Russia. They had
promised land to the peasants and
peace-withdrawal from the war
to everyone, particularly soldiers,
but these promises did not secure a
majority. The Bolsheviks still
lacked a substantial "proletariat"
as well as numerical majority.

Leninism entails making a revolu
tion by imposing the will of a
minority on the majority. Lenin, in
fact, was contemptuous of major
ities. Majorities, he declared, were
simply means by which the "bour
geois" deceived the masses. The
"important thing is not the
number, but the correct expression
of the ideas and policies of the really
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revolutionary proletariat."9 In
answer to the complaint of socialist
opponents, he wrote:

They have not understood that a vote
within the framework, the institutions,
within the habits of bourgeois parlia
mentarism, is part of the bourgeois state
apparatus, which must be smashed and
broken up from top to bottom in order to
realize the dictatorship of the pro
letariat, for the transition from
bourgeois democracy to proletarian
democracy.

They have not understood that all
serious questions of politics are decided,
not at all by votes, but by civil war,
when history places the dictatorship of
the proletariat as the order of the day.l0

"Civil war" is the key to under
standing communism, but how
Lenin conducted it successfully
with a minority needs to be
grasped.

3. The Leverage Principle
and Party Rule

Lenin did not develop the theory
of party rule simply as an expedient
when it turned out that the Bolshe
viks were a minority in Russia. His
task might have been easier had he
had a majority in the Constituent
Assembly, but it might not have.
He should be' believed when he says

that majorities do not matter to
communism (except for propaganda
purposes), for communism must be
imposed on the populace however
elections turn out. The instrument
for doing this would be the tightly
knit, disciplined, and relatively
small party. Lenin had for several
years prior to 1917 been attempting
to develop the core of such a party
in Russia. He had also developed a
justification of it within the outer
bounds, at least, of Marxism.
Alfred G. Meyer has summarized
the theory this way:

The Leninist conception of the party
is derived from this acknowledged
superiority of socialist theory (con
sciousness) over the spontaneous
movement of the working class. The par
ty is conceived as the organization, in
carnation, or institutionalization of
class consciousness. In it, historical will
and purposiveness are to acquire domi
nation over unguided and irrational in
stinct and drift.... The task of the par
ty is "to make the proletariat capable of
fulfilling its great historical mission.... \
The party exists for the very purpose of
going ahead of the masses and showing
the masses the way.' '11

Even despite themselves, no doubt.
The manner in which the power of

the party is exercised is a variation
of the leverage principle. Whether
the phrase has ever been used in
connection with communism or not,
it is a useful one for visualizing
what is done. In financial circles,
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the leverage· principle involves the
use of a relatively small amount of
money to control and profit from
something much more expensive.
For example, one might buy a $100
stock by putting up $20 in cash and
borrowing the rest. Suppose that
the next day the stock goes to $120;
it might be sold, and the investor
would have doubled his money. In
communism, the leverage principle
is the means by which a party com
posing a tiny minority controls and
manipulates the whole populace.

Bolshevik Leverage

The Bolsheviks showed them
selves astute at using leverage from
the outset. Even the adoption of the
term, "bolshevik," was a leverage
maneuver. The term means major
ity. Yet at the Social Democratic
gathering where the followers of
Lenin adopted the title· many votes
were taken and those who came to
call themselves Bolsheviks won
only one. Nonetheless, thereafter
they claimed the prestige of being
the majority. Bolsheviks maneu
vered successfully to gain leverage
in the soviets even before the
revolution. They used the practice
of having a political commissar in
military units from the outset. They
were not long in extending the prac
tice of having such a person in fac
tories, on collective farms, and so
on. The secret police, which were
reorganized as the Cheka by the

Bolsheviks, were a prime example
of leverage.

But what made the leverage prin
ciple work to enable a small party to
control the whole? How, for exam
ple, could a single political com
missar control a military unit? The
answer is simple enough. The lev
erage was exerted by intimidation,
violence, and terror. Intimidation,
violence, and terror are not inciden:'
tal to communism; they are central
and essential. They are its modus
operandi. There are those who
believe that Lenin's insistence on
attacking on October 25 arose not
so much from its necessity in taking
over the government, which might
have capitulated anyhow, but from
the desire to resort to violence. It is
plausible enough. Only by letting
loose violence would the party have
the necessary means at its disposal.

And, in a land under the sway of
violence, the man who is the most
ruthless, determined, and arbitrary
in employing it is king. Unre
strained use of intimidation and
violence is, of course, the method of
gangsters, but even gangsters must
have a head or leader. The leader is
the one who initiates the violence
and thus dominates those around
him. As indicated in an earlier arti
cle, communist rule is gangsterism
plus ideology. Lenin was the
ideologue personified; when he
began to initiate violence he became
also the leader of the gangsters.
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4. Personal
Dictatorship

Almost immediately following his
death in 1924 Nikolai Lenin was
transformed into a virtual god by
his followers (and even, it is said, by
many who were not communists
within Russia). The veneration of
him went beyond all bounds. In
death he became what he never was
during his lifetime-all things to all
men, the gentle persuader, the
tolerant leader, the incarnation of a
benign and beneficent communism.
In fact, Lenin was the first dictator
of the twentieth century, and he
was a model of what made the term
hated and despised. He was a dic
tator in practice, and developed a
theoretical justification for it.

No sooner had the Bolsheviks
seized power than Lenin began to
rule by decree. It was the most per
sonal and direct manner of rule.
Much of it was done by telephone,
for his desk was covered by the in
struments. Examples of rule by
decree abound, but one will have to
suffice here. The following, issued in
December, 1917, was supposed to
remove all inequalities in the army:

1. To do away with all ranks and titles
from the rank of corporal to that of
general inclusive. The army of the Rus
sian Republic is henceforth to be com
posed of free and equal citizens bearing

the honorable title of "soldier of the
revolutionary army";

2. To do away with all privileges and
the external marks formerly connected
with the different ranks and titles... .1 2

Evidence that Lenin instituted
terror survives in messages which
he sent out. The following was sent
in August, 1918:

Your telegram received. It is neces
sary to organize an intensive guard of
picked reliable men to conduct a mer
ciless mass terror against kulaks,
priests and White Guards....

More explicitly, he wrote to the
Soviet of Nizhni Novgorod in the
same month:

An open uprising of White Guards is
clearly in preparation in Nizhni Nov
gorod. You must mobilize all forces,
establish a triumvirate of dictators, in
troduce immediately mass terror, shoot
and deport hundreds of prostitutes who
ply soldiers and officers with vodka. Do
not hesitate for a moment. You must act
promptly: mass searches for hidden
arms; mass deportations of Mensheviks
and security risks.I 3

Telegrams are given to being terse,
but even after that is taken into ac
count it is clear that Lenin did not
ameliorate the severity of his death
sentences by wishing that God
might have mercy on the souls of
the victims.

When two or three people are
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gathered together, even in the name
of the Lord, one of them is likely to
disagree with the others all too
soon. Such dis~greement is equally
likely in secular affairs, and is cer
tain where such an overweening
concept is involved as concerting all
activity to achieving felicity on
earth. In short, the idea which holds
the world in its grip is a subtle
prescription for dictatorship, for
only thus could all effort be con
certed, if it could be done at all. Per
sonal dictatorship is even more
clearly required by communism.
The violence and terror are sup
posed to be justified by the ends to
be attained by the revolution.
These, in turn, are certified by an
orthodoxy of ideology. Such or
thodoxy can only prevail when one
man prescribes and all others ac
cept or are beaten into submission.

Lenin put it somewhat different
ly, but the conclusion was about the
same. He called his theory of dic
tatorship "Democratic Central
ism." His meaning is fairly clear
from this description of it:

The party is in a position in which the
strictest centralism and the most
stringent discipline are absolute neces
sities. All decisions of higher head
quarters are absolutely binding for the
lower.14

A scholar has characterized Lenin's
views in this way: "We come closer
to the' real issue when we realize

that all discussion was suspect to
him, because it was a waste of time
and because it might threaten the
unity of the party in action. "15

When Lenin had wrought revolu
tion, idea had become actuality, and
those who differed were proposing
to argue with reality. When the
reality is a gun, the debate is closed.
Lenin sent a telegram to Commu
nists in Novgorod about something
that they had done with which he
disagreed. The message contained
these words: "I warn you that I
shall have the chairmen of the
guberniya executive committees,
the Cheka and members of the
executive committee arrested for
this and see that they are shot. "16

Fortunately for them, he didn't go
through with it.

5. Civil War

There was a civil war in Russia
from 1918 into 1921 between the
Reds and the Whites, but that is
not the civil war under discussion
here, nor did Lenin refer to the con
flict between the Reds and Whites
in speaking about civil war in an
earlier quotation. What is here
being called civil war is what com
munists refer to as revolution.
Revolution is too vague and general
an appellation; whereas, civil war
calls attention to the true character
of what was going on. It was a con-
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flict between the Bolsheviks, or
Communists, on the one hand, and
the customs, institutions, and
possessions of the people on the
other.

J.P. Nettl emphasized the
strangeness of these new rulers by
the following description of them:

A Bolshevik was ... anti-social in the
normal sense of the word. He did not
communicate readily, he did not seek
friends, he did not attempt to make
himself agreeable, he had no time for
sociability or relaxation as such. Since
he believed in a philosophy which was
totally incomprehensible to non
Marxists, it was often difficult even to
talk to him....

The dichotomy between Party and
society in the early days was thus rein
forced by a clash of cultures and of
language....17

Party against society, that was
one dimension of the conflict, but
there was also Party against the
state, Party against the army, Par
ty against religion, Party against
the money supply, Party against
the family, Party against property,
Party against venerable custom
and tradition, and Party against
everything that had been Russian,
Christian, or Western Civilization.

It may not have appeared this
way to many people at first. True,
there was a great wave of destruc
tion that swept over Russia in the
wake of the Bolshevik seizure of

power, but many people accepted
much of the destruction gladly. The
remains of the old. regime-the
Duma, the Senate (supreme court),
and local governments-were des
troyed, but if their passing was
mourned there is little record of it.
The army was destroyed, but most
soldiers hardly regretted that. As
one historian notes: "The crumbling
army was pushed to complete disin
tegration by decrees ordering elec
tion of officers . . . and abolishing
all ranks and decorations. What
units were left in being were speedi
ly demobilized.18

The system of alliances with the
rest of the world was discarded
when the Bolsheviks made a sep
arate peace with. Germany. The
Russian Empire was supposed to be
dissolved, and the various na
tionalities were promised virtual in
dependence. The workers were en
couraged to take over the factories
and run them. The peasants were
bidden to take the land for their
own. It looked at first as if the
revolutionary promises might be
fulfilled, as if a large portion of the
populace was to be awarded the
spoils of victory.

New Tyranny for Old

But the Bolsheviks gave, and the
Bolsheviks took away, almost
before the spoils could be grasped.
The old state structure was
destroyed, but in its stead a new
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state was built, more autocratic
than the old, under the complete
control of the Communist Party
with no vestige of popular control,
with a new secret police to impose
its will. The old army was hardly
demobilized before a new one was
being built. Leon Trotsky forged
this new army into fighting trim.
Compulsory military training for
workers and peasants was estab
lished, the death penalty for deser
tion restored (it having been
abolished under the Provisional
Government), election of officers
ended, and many of the old officers
brought back into service.

The only nationality ever to be
granted independence was Finland;
after that, under the leadership of.
Joseph Stalin the process of con
solidation of the empire was re
newed. There were no more foreign
alliances, but in their stead the
Communist International (Comin
tern) was set up to foment revolu
tion around the world. The workers
did not run the factories for long;
the government nationalized the in
dustries, brought back many of the
old managers to run them, and com
missars representing the Party
kept a watchful eye over them. The
peasants might own the land, but
the government took the produce,
or most of it, by simply confiscating
it. Even peace was short-lived, for a
real civil war between the Reds and
the Whites broke out in 1918.

It is not possible to convey the
full sweep of the revolutionary
thrust of those first months and
years. Perhaps the most symbolic
event was the movement of the
capital from Petrograd to Moscow.
Peter the Great had moved it to
what was then called St. Petersburg
as a part of his program of the
westernization of Russia. It was to
be Russia's "window to Europe."
Whatever the practical reasons for
returning the capital to its ancient
seat, the act was laden with sym
bolic meaning. The Kremlin, the
walled city, was an ancient religious
center. Its churches were some of
the most magnificent of Eastern
Christendom.

Religious Symbolism

One might suppose that Moscow
and the Kremlin were emblematic of
all that the Bolsheviks hated and
wished to destroy. So they un
doubtedly were, but it never does to
forget that the Communists were
founding a new religion. What bet
ter way to do so than at the seat of
the old, and what greater profana
tion of the old than to locate it in
the Kremlin? Comintern and Party
agents headquartered there could
go forth to convert all nations even
as Christian missionaries had done
of old.

The Bolsheviks did not wait long
to begin their assault on the family
and religion. In a pamphlet on the
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family, Alexandra Kollontai, a
leading Bolshevik, had this to say:

The family ceases to be necessary. It
is not necessary to the state because
domestic economy is no longer advan
tageous to the state, it needlessly
distracts women workers from more
useful productive labour. It is not
necessary to members of the family
themselves because the other task of the
family-the bringing up of children-is
gradually taken over by society.19

Lenin did not go so far. Instead, he
acted to remove many supports to
the stability of the family. A new
marriage code required civil regis
tration of marriages and made
religious ceremonies of no account
at law. Divorce was made possible
on demand by either or both par
ties. Illegitimate ·children were ac
corded the same rights as legiti
mate children. Both sexes were
declared to be equal. Abortion was
legalized in 1920 "for so long as the
moral survivals of the past and
economic conditions of the present
compel some women to resort to
this operation. ' '20

As to religion, the Party an
nounced in 1919 that it was

guided by the conviction that the
realization of planned order and con
sciousness . . . can alone bring with it a
complete dying out of religious pre
judices. The party aims at a complete
destruction of the link between the ex-

ploiting classes and the organization of
religious propaganda by assisting the
effective liberation of the toiling masses
from religious prejudices and by
organizing the broadest propaganda in
favour of scientific enlightenment and
against religion.21

But the attack on religion was hard
ly restricted to propaganda. Church
and state were proclaimed to be
separate. Church property was con
fiscated. Church activity in the
schools was banned. And there was
widespread persecution: some
priests were killed, and churches
taken over for secular uses.

A Record of Destruction
By 1921, the Russia that had

been was virtually in ruins. The old
order had been almost completely
destroyed, but the bright utopia
foretold by communist prophets
had not emerged. Much damage
had undoubtedly been done by par
ticipation in World War I and dur
ing the war between the Reds and
Whites, but even more of the devas
tation should probably be charged
to the revolutionary thrust. In 1921
industrial production was only
about thirteen per cent of what it
had been before World War I.
Seventy-four million tons of grain
had been harvested in 1916 com
pared with only 30 million tons in
1919, and production continued to
decline. The Bolsheviks had almost
destroyed the value of the money
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by drastic increases of the supply
(inflation). Famine conditions ex
isted in many areas.

The civil war was over, but new
rebellions were already occurring.
People were leaving the cities to
seek sustenance in the countryside.
The population of Moscow had been
about 2 million in 1917, but it fell to
800,000 by 1920. The population of
Leningrad had been 2,416,000 in
1916; it dropped to 722,000 by
1920. The situation was desperate.

That, then, was the Bolshevik
Revolution and its outcome. The
Russian people would suffer much
more, and, in some ways, worse, as
they were beset later by Permanent
Revolution, to use Trotsky's
phrase, but for the time being the
revolutionary thrust was virtually
ended. The Bolshevik Party had
already become the Communist
Party, and later revolutionary ac
tion would .not be called or at
tributed directly to Bolshevism.
Lenin restored some freedom of
trade with ·his New Economic
Policy (NEP) in 1921, and condi
tions began to improve somewhat.

Having intertwined ideology with
developments in the account thus

far, it is in order now to sort out the
myth from the reality of commu
nism. ,

Next: 6. The Communist Facade
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LIBERTY

George Santayana

WHEN experience is not retained ... infancy is perpetual. Those who
cannot remember the past are condemned to repeat it.
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Monet~·

ElginG roseclose

MONETARY EXPANSION is a pleasant
sounding phrase, like "an expand
ing economy, " "an expanding world
view, " and the like. It is associated
with expanding employment, ex
panding investment,an expanding
standard of living. Some are so
taken by its euphoric connotations
that the only difference among
them is the desirable rate of
ballooning. One economist of our ac
quaintance argues that the money
supply ought to grow in direct pro
portion to population growth;
another would have it plod ahead at
a fixed rate regardless of popula
tion' economic activity, or whatso
ever. Still others, influential in Con-

Elgin Groseclose, Ph.D., of Groseclose, Williams &
Associates, financial consultants of Washington,
D.C., serves as executive director of Institute for
Monetary Research, Inc. He is the author of Money
and Man, Fifty Years of Managed Money, and other
works.

gress, apparently would like it to
explode until every man, woman
and child looking for a job had
employment-or a guaranteed in
come.

Monetary growth, in short, is
regarded by these exponents of ex
pansion as the key to unlock the
door to limitless wealth. They
would repeat John Law's facile pro
posal for enlarging the wealth of
France. "Wealth," Law said,
"depends on commerce; and com
merce depends on circulation. A
state must have a certain quantity
of money proportioned to the
number of its people. What I pro
pose is to make a currency equal to
the value of the land."

The Money Pump

In the U.S. the fountain from
which issues what passes for money
is the Federal Reserve System.

279
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Here is the cock that adjusts the
flow of fiat purchasing power into
the economy. If business is slack, if
interest rates are rising, open the
cock a little wider. "Freeing up the
money supply"-to use the phrase
of former senator and presidential
candidate Fred Harris-is the
answer to our economic problems.

The money supply-the so-called
M1- is enlarged two ways: by the is
suance of paper notes (Federal
Reserve notes) and by increasing
the reserves to the commercial
banks by which they may increase
their loans and deposits. The deter
mination of the amount and rate at
which notes and reserves are to be
created is set by the Federal
Reserve Board.

Prior to 1965 the Federal
Reserve's power to increase the
money supply was limited by a
statutory requirement of a gold
reserve against Federal Reserve
banks' deposit liabilities and
Federal Reserve notes in circula
tion. In that year Congress
removed the gold reserve against
deposits, and in 1968 the reserve
against notes.

The Spurting Fountain

The Federal Reserve may now
issue notes in unlimited amount
simply by purchasing Treasury
obligations and paying for them
with a piece of paper. Formerly
these pieces of paper were the same

as commercial demand notes; Le.,
promises to redeem on demand in
lawful money. But a few years ago
the phrase "redeemable in lawful
money" was quietly removed, and
today their only validity as money
is that they must be accepted as
legal payment of any debt public or
private.

About one-fourth of the so-called
money supply (M1) consists of paper
notes and debased coinage. The
balance consists of commercial
bank deposits. Member banks of
the Federal Reserve System are re
quired by law to maintain a
minimum reserve in cash or on
deposit with the Federal Reserve
banks-10 per cent of demand
deposits for reserve city banks.

Again, the Fed can make more
reserves available to the commer
cial banks by the purchase of
Treasury obligations and paying for
them by check on itself; the effect is
to create deposit credits in favor of
the commercial banks which enable
them in turn to increase their lend
ing and their deposit credits to
customers. At the same time the
use of Treasury obligations as
reserve for Federal Reserve notes
and deposits is to monetize the
public debt-just a step removed
from the government itself issuing
greenbacks.

Are there limits to the amount of
money that can be created by this
mechanism? Theoretically none.
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The Fed is hampered by no gold or
other reserve requirement in its
power to flood the economy with
currency and credit. Elements in
Congress regard this tremendous
economic power with suspicion or
envy, and would like to transfer it
to the. hands of Congress, where no
doubt it would be exercised with
less restraint than presently.

Brakes on the Well Pulley

Actually there are restraints
which the planners, the theorists,
and the politicians have overlooked.
With their gaze fixed on the Utopia
of an ever-expanding money to
energize an ever-expanding econ
omy to provide an ever-expanding
affluence to the citizenry, they
assume that all the Fed need do is
to wave its wand.

The theory of Federal Reserve ac
tion assumes that as the Fed in
creases member bank reserves the
effect will be a corresponding ex
pansion of total bank credit (loans)
by the so-called multiplier of 5 to 6
times. It is also assumed that this
added credit will flow into the chan
nels of business stimulating new
construction, capital investment
and employment.

But for a bank to expand its loans
it must have borrowers willing and
wanting to borrow. With interest
rates soaring in recent years (a
reciprocal of a declining value of the
dollar), and business uncertainty

rising, borrowers are fewer and
more reluctant to put their heads on
the block. Since the events of 1974
businesses have been paying off
debts and getting more liquid.
Thus, commercial borrowing at
large commercial banks (the bulk of
the commercial loans) dropped from
around $131 billion at .1974 year
end to as low as $111 billion during
1976 (although rising somewhat
since).

Once Bit, Twice Shy

With a paucity of loan applica
tions, the banks, to make use of
their reserves, have invested heavi
ly in Treasury obligations, with the
funds going to finance government
expenditures much of which is for
welfare and other non-productive
uses rather than business enter
prise that creates employment. Be
tween the end of 1974 and 1976 year
end, bank holdings of Treasury
bonds nearly doubled with some
$45 billion going into such obliga
tions. The demand for Treasury
obligations has also facilitated the
financing of the deficit and lulled
both Congress and the Administra
tion into complacency about the
steady build-up of the Federal debt.

Few are willing to recognize the
truth that the policy of monetary
expansion under the guise of "bank
credit" is simply one of increasing
the burden of debt already enor
mous with its continually rising in-
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terest cost. The persistence of a
policy of monetary expansion· is
resulting in increasing suspicion of
the soundness of the economy and
the certainty of the outlook, leading
the business community to caution
about commitments.

The consequences of.so much ad
ded purchasing power flowing into
Treasury obligations instead of
business are found in the rise in
prices. Contrary to popular expecta
tions, the injection of so much ex
cess purchasing power into the
economy, by fiat rather than the
production of goods and services,
does not. stimulate enterprise but
deadens it. It has the same result as
too much water in the body: an
economic dropsy occurs, reflected in
a bloated price structure, that has
nearly doubled the consumer price
index since the removal of the gold
reserve against notes.

The Specter of Default

The failure of so many real estate
investment trusts, which the banks
have financed, amounting to a
REIT debacle, has made banks re
luctant lenders to the real estate
market, and all the propaganda
against "red lining" (limiting mort
gage ·loans to certain preferred
metropolitan districts) will not put
Humpty-Dumpty together again.
With cities everywhere in distress,
municipal loans are less attractive.
Nor are the banks aggressive

lenders to business, having in mind
the number of major collapses in re
cent years.

A further and more critical limit
overlooked by the planners in their
fiat to "free up the money supply"
is that imposed by capital reserves.

Capital reserves-equity or
stockholders' investment-provide
the protection to depositors against
banks' losses on bad debts and un
collectible loans. Such reserves are
not regulated by law, as are de
posits, 'and supervision over banks'
operations is fragmented among
three Federal agencies. The Federal
Deposit Insurance Corporation ex
amines state chartered non-member
banks; the Comptroller of the Cur
rency nationaI banks; and the
Federal Reserve, state chartered
member banks. Since adequacy of
bank capital is a matter of judg
ment rather than formula, with the
judgment of the examiner put
against that of the management,
regulatory authority becomes more
admonitory than injunctive.

Banks generally have a naive, op
timistic view of capital adequacy.
Thus, while bankers would be
aghast at a loan application show
ing $90 liabilities supported by only
$10 equity, they consider this
generous for banking, for which the
average capital is 'around 7.5 per
cent of total liabilities.

With the recent heavY write-offs
of loans to REITs, municipals and
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some large businesses, the ade
quacy of the capital structure of the
banking system is being quietly
questioned here and there-quietly
so as not to disturb confidence.

The End of the Road?

A bigger concern as to the bank
ing structure arises from their
foreign loans, particularly those to
the less developed countries. Total
LDC borrowings abroad are esti
mated to exceed $200 billion, of
which· some $50 billion are debts to
private banks, mainly U.S. banks.
Opinions differ as to the danger of
default of these loans, the World
Bank naturally taking an optimistic
view. In any case, the mere fact of
the question invites doubt. In addi
tion to the LDC debt is the amount
of debt owed by the Soviet Union to
Western lenders. Having in mind

See What People Will Pay

that in Communist philosophy the
end justifies the means and expe
diency is the rule, one would
hesitate to stamp Soviet obliga
tions as gilt-edged.

Needless to say, the banks
themselves are becoming as much
concerned about their attenuated
reserves as anyone, a fact that
stands chockablock against the
policy of continual monetary expan
sion advocated in more ethereal
precincts.

The real question today is
whether the Administration and
the expansionist element in Con
gressare sufficiently aware of the
danger in trying to stimulate
business by forcing more Federal
Reserve credit into the banking
system in an effort to "free up the
money supply." This could well be
the straw to break the camel's back.

I}

IDEAS ON

LIBERTY

THE VALUE OF currencies, like the value of many other commodities,
depends upon a thousand factors which cannot be measured. These
depend upon the opinions of the thousands of businessmen who want
to buy currencies and. upon those who wish to buy and sell the goods
those currencies can purchase.

No government has a yardstick that can measure the value of the
goods currencies can buy, and this means that no government has a
standard for measuring the value of currencies and the rate at which
they should exchange for one another. The -only possible way to ascer
tain the value of a currency is to place it on the free market and see
what people will pay for it.

GEORGE WINDER,
The True Convertibility ofSterling



Henry Hazlitt

INFLATION is caused by the issuance
of too much paper money. Inflation
is the issuance of too much paper
money. Its most conspicuous conse
quence is to raise prices. But it never
raises all prices, wages, and incomes
simultaneously or to the same
extent. ~he persons whose wages or
incomes it raises least or latest suf
fer the most from inflation and raise
the greatest opposition to it.

Therefore some politicians and
economists propose that this be
remedied by what they call "index
ing" or "indexation." This consists
in prescribing that everybody's
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price, wage, or income be raised as
much as the average "level" of
prices. This usually means: by the
same percentage as the official
"Consumer Price Index" of the
country has gone up.

The mere statement of this pro
posed remedy suggests some of its
difficulties. We must distinguish
first of all (though it is surprising
how seldom this is done) between
mandatory and voluntary indexing.
This country has already adopted a
large measure of the latter. Ac
cording to a calculation made in
1975, the incomes of more than 65
million Americans were indexed:
31.3 million Social Security
recipients, 19 million food stamp
users, 7 million union members, 4
million .aged, blind, and disabled
persons on Federal aid, a~d so on
including also members of Congress
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and thousands of other employees
of federal, state, and local
governments.!

This "voluntary" or quasi
voluntary indexation does some
harm, as I shall later point out,· but
not nearly as much harm as man
datory indexation. Mandatory. in
dexing is a form of government
wage-and-price control. Like any
form of price control it is bound to
be disruptive. "Standard" price
control prescribes maximum wages
and prices; mandatory indexing
would prescribe minimum wages
and prices. Imposing price ceilings
brings underproduction and over
consumption of many commodities,
causes shortages and leads to ra
tioning. Imposing wage and price
floors would lead to massive
unemployment and to surpluses of
goods that could not be sold at the
higher prices.

Wt,at Is Not Seen

I t is amazing that among the
champions of compulsory indexing
there are some self-styled free
market economists. Inflation from
its very nature does not raise all
prices, wage-rates, and incomes
simultaneously and uniformly but
at different times and by different
amounts. And during an inflation
individual prices, wage-rates, and
incomes also change in relation to
each other, for the same variety of
reasons that they do when there is

• What the advocates,of index
ing overlook is that in a mar
ket system, with division of
labor, practically every
man's money income is
some other man's cost.

no inflation. But the advocates of
indexing see all these changing
divergencies not as market fluctua
tions that accelerate and smooth
out a necessary re-allocation of pro
duction to changes in demand, but
as "inequities" that need to be
eradicated.

What the advocates of indexing
overlook is that in a market system,
with division of labor, practically
every man's money income is some
other man's cost. Therefore, index
ing not only creates more inequities
than it cures, but it tends to disrupt
and misdirect production. When
wage-rates in industry X, that have
not yet gone up as much as the
average, are suddenly and man
datorily boosted to that level, profit
margins in that industry are nar
rowed or wiped out. One result is
bankruptcies of marginal producers
and less output. Another result is
not a higher income for all the
previous workers in that industry,
but more unemployment. Similar
consequences follow when raw
material prices or rents are boosted
by mandatory indexing. And every
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upward adjustment to produce
"equity" creates the need for other
upward adjustments, a never
ending process.

Misallocation of Resources

One of the great evils of inflation,
of course, is that it tends to
redistribute wealth and incomes er
ratically and wantonly. Another
consequence is that it leads to the
misdirection of labor and invest
ment. But indexing, by arbitrarily
altering and falsifying the market
signals still further, only tends to
increase the misdirection and
misallocation of labor and output.

The advocates of indexing appeal
to a class interest. What they say in
effect is: You haven't got your "fair
share"; you are being cheated, and
only indexing will save you. Power
ful pressure groups push for a kind
of indexing calculated to benefit
them at the expense of everybody
else. But if they could succeed in
their aim, the result in the long run
would be damaging to them as well
as everybody else. The strong
unions, for example, want to keep
abreast of increases in the Con
sumer Price Index as a minimum.
On top of that they ask for so-called
"productivity" increases, increased
pensions, and other guarantees.
The result can only be reduced
returns to employers, leading at
best to less capital formation and
slower growth, if not to increased

• Powerful pressure groups
push for a kind of indexing
calculated to benefit them at
the expense of everybody
else.

bankruptcies and unemployment.
The typical newspaper reader is

led to assume that the official Con
sumer Price Index, on which most
indexation schemes are based,
represents all prices of all consumer
goods. It is in fact not even
designed to· do that. I ts full official
name is the "Consumer Price Index
for Urban Wage Earners and Cler
ical Workers." I t covers only 400
items out of the thousands bought
and sold by consumers. I t is
weighted to apply to a particular
minority. Its calculation is ar
bitrary in a score of ways. As a
measure of changes in "every
body's" cost of living, it lacks preci
sion. And it necessarily must,
because each person's particular
"mix" of needs and purchases is in
dividual. The average is never the
actual. The average family has 3.1
members, but there is· not a single
family in the United States with 3.1
members.2

Unevenly Applied
But these statistical defects are a

comparatively minor objection to
indexing. Contrary to the naive
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assumption of its advocates, index
ing simply cannot be applied evenly
all around the circle. It can only fix
prices; it cannot gUarantee incomes.
It can order that wage-rates be
raised; but it cannot insure that
employment will not thereby be
reduced. It can order that the price
of an item be increased, but it can
not guarantee that the sales of that
item will not be diminished.

For another example, let us look
at how indexing would affect sav
ings and loan institutions. The
government, as has been suggested,
could offer notes and bonds on
which the annual interest rate
varied with consumer prices, and on
which even repayment of principal
was increased to correspond with
consumer price rises. Perhaps some
private borrowers would offer
similar bonds. In that case there
would probably be massive
withdrawals from the savings
banks to buy such securities. How
could the savings banks then main
tain their liquidity or solvency?
Would they, in order to compete,
have to offer their depositors a
similarly indexed interest rate and
indexed repayment of principal?
Where would they get the money
from? Would they, in lending mort
gages, also demand an indexed in
terest rate and a similarly scaled-up
repayment of principal? How many
homeowners would dare to under
take such a risk or be able to meet

the terms in the event of a major in
flation?

Mandatory indexing is practical
ly certain to favor the interests of
the most powerful political groups.
In a democracy it would favor
primarily the big labor unions. It is
naive to suppose, as some of the ad
vocates of indexing do, that in the
event of an actual fall in prices, the
unions would tolerate a correspon
ding cut in money wages. Indexing
would force wage-rates up, and keep
them up, on a ratchet principle.

Among those whose incomes are
already indexed-if not overin
dexed-are Social Security reci
pients. This is having a disturbing
political effect. It must tend to
remove many of our elder citizens
as opponents of inflation, and make
them complacent about it. If elderly
persons and the members of labor
unions ever come to assume that
they are adequately protected
against the ravages of inflation, and
may even profit by it, the outlook
for restoring balanced budgets and
a sound currency will become all but
hopeless.

• One of the most serious in
equities wrought by inflation
falls on all those subjected
to progressive income taxes
and to capital-gain taxes.
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Among those who are already
overprotected by indexing are
retired Federal employees. Lately
Congressmen have been voting
themselves all sorts of catch-up
raises. This is the most ironic index
ing, and the most ominous of all. If
those who are responsible for per
mitting or producing the inflation
are allowed to become also the pro
fiteers from inflation, to whom can
we look to end it?

Higher Tax Brackets

One of the most serious inequities
wrought by inflation falls on all
those subjected to progressive. in
come taxes and to capital-gain
taxes. Inflation keeps pushing them
into higher tax brackets.· They are
called on to pay higher percentage
rates even though their real income
may not have gone up at all. Many
are forced to pay taxes on so-called
capital gains when in real terms
they may actually have suffered
capital losses. If the taxpayer were
allowed to recalculate his money in
come or capital gain in "real"
terms, it would remove this flagrant
inequity, at the same time as it
would take part of the profit out of
inflatiol) for the government that
was producing it.

In this instance the argument for
indexation makes a strong appeal
to conservatives. In fact, it might
perhaps with as much accuracy be
called de-indexing taxes as indexing

• When government expendi
tures are forced up automati
cally whenever the Con
sumer Price Index rises, we
have come close to a
formula for perpetual
inflation.

them. But politically speaking, it
would be at best very difficult to
get such tax indexing or de-index
ing except as part of a sweeping in
dexation program. And such a pro
gram would only tend to prolong
and increase inflation itself.

Prolonged and Accelerated

Indexation tends to prolong and
accelerate inflation for two reasons.
I t does so first because it post
pones, diminishes, or removes the
worst effects of inflation on influen
tial groups, and so greatly reduces
the political opposition to inflation.
And it does so also because of its
purely mathematical effect. In
Phase 1, say, indexing would bring
all (or most) wages and incomes
that were below the average up to
the average. But as soon as Phase 1
had been completed, the average
itself would be raised by that in
crease. This would necessitate a fur
ther upward adjustment in Phase 2;
and so on. To make the new wage
and income levels sustainable at
each stage, there would be great
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political and economic pressure to
increase the money supply still fur
ther.

The effect is even greater when in
dexation directly increases govern
ment expenditures themselves. It
does this most notably, for exam
ple, when Social Security payments
are indexed. When government ex
penditures are forced up automati
cally whenever the Consumer Price
Index rises, we have come close to a
formula for perpetual inflation.

It should be pointed out that the
same sort of result would follow,
though on a smaller scale, if tax
rates were also indexed or de
indexed so as not to go up with in
creasing nominal money incomes.
This indexation would make tax
revenues lower than they· would
otherwise be, and so tend to in
crease the deficit-unless the
government compensated, as it no
doubt would, by openly increasing
income-tax rates.

Even if indexing did not increase
inflation or the political pressures
for inflation, it should at least be
obvious that it does nothing by
itself to reduce or slow down infla
tion. Even Milton Friedman, one of
the strongest advocates of index
ing, concedes that' 'indexing per se
will not, in my opinion, do anything
to reduce inflation,"3 and even that
H. •• widespread indexation would
reduce the public pressure to end in
flation. "4

• When an inflation once
develops and continues
beyond a certain point,
indexing arises almost spon
taneously and spreads by
mutual acceptance as the
only way of mitigating an
otherwise intolerable
situation.

How does it come about that,
with all the objections to it, index
ing is nonetheless being seriously
proposed and discussed? The active
discussion began in this country
early in 1974, when Milton Fried
man returned from a short visit to
Brazil full of enthusiasm for the in
dexation program that he found
there.

The Brazilian Model

To have Brazil upheld as an
economic or monetary model for the
United States to emulate seems a
strange irony. Brazil, one must ad
mit, does not have the very worst
inflation record in the world in re
cent years. Chile and the Argentine
have been competing too vigorously
for that honor. But Brazil does have
one of the worst records-especially
one of the worst long-term records.
It was inflating at a double-digit
rate as early as 1941. The accom
panying table shows its annual
record for the last 26 years:
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Annual Percentage Change,
Year-end

1952 20.8% 1964 91.90/0
1953 16.8 1965 34.5
1954 26.2 1966 38.3
1955 19.1 1967 25.0
1956 21.7 1968 25.5
1957 13.4 1969 20.1
1958 17.3 1970 19.3
1959 52.0 1971 19.5
1960 23.8 1972 15.7
1961 43.2 1973 15.5
1962 55.2 1974 34.5
1963 80.6 1975 29.4

1976 46.3

Source: Getulio Vargas Foundation.

It will be noticed that in the
single year 1964 consumer prices in
Brazil soared 91.9 per cent. In fact,
in the first quarter of 1964 the an
nual rate of inflation was running at
150 per- cent, but at that point the
Brazilian authorities took hold and
applied the old-fashioned "classical
medicine." They imposed a heroic
contraction in the growth of "ag
gregate demand" by severe fiscal
and monetary restraint. It was this,
and not "indexing," that slowed
down the cost-of-living rise to 25
per cent in 1967.

The indexing that was applied in
Brazil in this three-year period was
not the kind that its present
American advocates are recom
mending. Brazil's authoritarian
government was careful not to

allow full indexing of labor incomes
to rising consumer prices. In this
way it was not only able to prevent
heavy unemployment, but by diver
ting a larger proportion of in
dustry's income to profits, it en
couraged capital accumulation,
plant expansion, and "economic
growth." Once fuller indexing came
into play after 1967, labor's opposi
tion to inflation diminished, and in
flationary policies were resumed.5

Automatic But Voluntary

When an inflation once develops
and continues beyond a certain
point, indexing arises almost spon
taneously and spreads by mutual
acceptance as the only way of
mitigating an otherwise intolerable
situation. This was exemplified in
the hyper-inflation in Germany in
1922 and 1923. But such indexing
should always be voluntary, and
flexible enough to adapt itself to
special situations. When it is man
datory and Procrustean, it can only
increase economic disruption and
create at least as many inequities as
it cures.

We come back to the point that
one man's price, wage, or income is
another man's cost. Inflation is a
disguised, haphazard, and iniqui
tous form of taxation. It is a
government-imposed swindle or
robbery, and most of us must be
swindled or robbed by it. As Dr.
Hans F. Sennholz has put it:
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"If a government resorts to infla
tion, that is, creates money in order
to cover its budget deficits or ex
pands credit in order to stimulate
business, then no power on earth,
no gimmick, device, trick or even in
dexation can prevent its economic
consequences. If by way of inflation
government spends $10 billion in
real goods, capital or labor, some
one somewhere must forego $10
billion in real resources. It is a fun
damental principle of inflation that
there must be victims. Indexation
may shift the victimization; it can
not prevent it. "6

The Only Real Cure
One last argument against index

ing remains. It is the most impor
tant of all, and in itself sufficient.
The advocates of indexing tacitly
take it for granted that. inflation is
some mysterious and incurable
disease, like cancer; and as it cannot
be cured, the best we can do is to
live with it and try to mitigate the
pain as much as possible. This is a
preposterous assumption. Every
economist worth the name knows
precisely what causes inflation and
how to stop it. It is caused by a
government that insists on spend
ing more than it can or is willing to
raise by taxes; a government that
recklessly runs chronic deficits and
issues more paper money to pay for

them. If the politicians responsible
for government policy had the will,
they could stop inflation overnight.

The proponents of indexing
blandly suggest .that the same
government that is creating and
prolonging the disease continue to
do·so but graciously provide us with
indexation as a partial pain-killer
or rather, that it shift the pain from
some of· us to someone else. They
propose a complicated and spurious
cure and overlook the simple, real,
and only one: Stop the inflation. I)

-FOOTNOTES-

1U.s. News and World Report, Aug. 18,
1975, p. 44.

2The reader interested in a fuller analysis of
the defects of the CPI may consult the pam
phlet "The Case Against Indexation," by
John W. Robbins (Committee for Monetary
Research and Education, P.O. Box 1630,
Greenwich, Conn. 06830).

3Indexing and Inflation, American Enter
prise Institute, 1974, p. 2.

4Ibid., p. 18.

5For a more detailed description, see Ronald
A. Krieger, "Inflation and the 'Brazilian Solu
tion,''' in Challenge, Sept.-Oct. 1974, pp.
43-52. And for a fascinating history of the in
credible monetary mismanagement and chron
ic inflation in Brazil from the seventeenth cen
tury to the present, see Norman A. Bailey's
pamphlet: "Brazil as a Monetary Model"
(Committee for Monetary Research and
Education, Greenwich, Conn., June 1975.)

6Inflation Survival Letter (Washington:
Human Events, July 1, 1974.)



EASY MON
Prelude I

to Recession
Brian Summers

WHY is the American economy
plagued by recessions?

The simplest way to answer this
question is to focus our attention on
individuals. Once we know why in
dividual businessmen experience
economic setbacks, we will have the
key to understanding· why the en
tire economy intermittently goes
through periods of recession.

A businessman suffers heavy
losses when he has seriously erred
in 'estimating his future costs
and/or his future revenues. And it is
always true that some business ven
tures will fail. But during a reces
sion large numbers of business
men-sometimes a vast majority
find they have seriously erred in
estimating future conditions. Why
are so many hitherto successful

Mr. Summers is a member of the staff of the Founda
tion for Economic Education.
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businessmen suddenly simultane
ously in error?

Critics of capitalism assert that
recessions are caused by free enter
prise. But when pressed on the mat
ter, these critics can never find
anything in the free market that
would cause vast numbers of
businessmen to simultaneously err.
The cause of such widespread
business error-and thus the cause
of recessions-must be found out
side the market economy.

Many business setbacks un
doubtedly are caused by unex
pected natural disasters and wars.
But such calamities, fortunately,
are too few and usually too localized
to explain the recurrent, nation
wide recessions plaguing America.
The cause of widespread business
error must lie elsewhere.

An important clue can be found
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by studying past recessions. Reces
sions have usually hit hardest in the
capital goods industries-those in
dustries selling tools and raw
materials to other industries. Con
sumer goods industries-those sell
ing finished products to the general
public-have usually been least hit
by recessions.

This, then, is the problem: Why
do large numbers of hitherto suc
cessful businessmen, particularly in
the capital goods industries, sud
denly and simultaneously err in
estimating future market condi;.
tions?

Misled by Government

The answer-first explained in
1912 by Austrian economist Lud
wig von Mises-is that they are
misled by government tampering
with money and credit. In par
ticular, government "easy money"
policies lead businessmen into
courses ·of production that later
prove disastrous.

Let us see how this happens. Sup
pose the Federal Reserve System
the federal government's central
banking system-tries to stimulate
business activity by increasing the
quantity· of money the nation's
banks have available for lending.
The Federal Reserve System does
this by increasing member banks'
reserves and/or by lowering legal
reserve requirements. In order to
lend the increased quantity of

money-and thus earn interest
banks must reduce interest rates to
encourage more. borrowing. These
artificially-reduced interest rates
are commonly referred to as "easy
money" or "cheap credit."

I t is the easy money that
misleads businessmen. Projects
that formerly appeared too
expensive-not likely to yield
profits-suddenly seem less expen
sive.

Suppose the Smith Toaster Com
pany has been thinking about con
verting to a new production pro
cess. However, every time Mr.
Smith tallies up his expected costs
of conversion-construction costs,
equipment costs, wages, interest to
pay back the needed loan-he
decides that the revenues he hopes
to earn by selling his toasters pro
bably won't cover the total costs.

Suddenly, however, the Federal
Reserve authorities act to inject
more money into the loan market,
causing interest rates to fall. Smith
now looks at his expected conver
sion costs-taking into account the
reduced cost of obtaining a loan
and decides to take advantage of
the easy money. He obtains a loan
and proceeds with his project.

Smith engages a construction
company and orders tools and
machinery. For a while, the
economy seems to prosper. Smith
Toaster Company and thousands of
other companies are lured by cheap
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credit into projects they previously
had thought too expensive. This
sets off a boom in the capital goods
industries. With orders flooding in,
the capital goods industries
expand-using easy money to
finance the expansion.

But, the boom is not without dire
consequences. As more and more
companies use easy money to pur
chase capital goods, their com
petitive bidding causes the prices of
capital goods to rise-much as
prices rise in· an auction. Smith
finds that he was misled. The cost
of his capital. equipment is higher
than he anticipated. Maybe he will
abandon his conversion plans, leav
ing the project unfinished. Or
maybe he will complete the project,
knowing that the higher-than
anticipated conversion costs have
greatly diminished his chances of
earning a profit when the toasters
are sold.

A Crucial Issue

The Federal Reserve authorities
now face· a crucial decision. They
can stop the easy money policy
and probably create a recession in
the over-extended capital goods in
dustries. Or they can continue the
policy of cheap credit, further
mislead businessmen into attemp
ting dubious projects (dubious from
the standpoint of future profitabili
ty), and try to maintain the boom in
the capital goods industries.

But to maintain the boom, the
Federal Reserve authorities must
pump credit into the loan market at
faster and faster rates because
businessmen have come to expect
rising prices of capital goods. A
vicious spiral is created. Credit ex
pansioncauses capital goods prices
to rise, and the only way to keep
ahead of the rising prices is to pump
more and more credit into the loan
market.

Of course, this cannot go on
forever. As prices skyrocket, the
monetary unit eventually becomes
worthless, and the economy
plunges into a depression-as hap
pened in Germany in 1923.

Faced with the choice of stopping
the easy money (and probably
creating a recession) or continuous
ly increasing the flow of cheap
credit (and creating a runaway in
flation), the Federal Reserve
authorities have adopted a policy of
compromise. They have tried to
"fine tune" the flow of easy money,
so that businessmen will embark on
enough dubious projects to prop up
the capital goods industries,
without causing inflation to get out
of hand. But fine tuning has failed.
Rising prices have become a fact of
life. Businessmen include them in
their calculations. The only way to
stimulate another artificial boom
would be to increase the quantity of
money at record rates, causing
prices to rise even faster.
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The Solution

What is the solution? There can
be only one: Easy money must be
stopped. The federal government
must stop pumping new money (hot
off the government presses) into the
banking system-which only mis
leads businessmen and causes
prices to rise.

In the short run, the results of an
end of government credit expansion
would depend on how the end were
brought about, particularly on
whether the country were given ad
vance notice and whether the end of
credit expansion were accompanied
by a balanced Federal budget. In
any case, businessmen probably
would adopt a temporary' 'wait and
see" attitude, and thus be hesitant
about starting new projects. Hence,
there probably would be a tem
porary recession in the capital
goods industries.

In the long run, a permanent end
to both government credit expan
sion and Federal deficits would

stabilize the nation's money stock
(thQs ending inflation) and stabilize
the loan markets. This would great
ly boost business confidence, and
businessmen could start projects
assured that costs wouldn't sudden
ly escalate due to inflation and/or
Federal tampering in the loan
markets. This would particularly
benefit the capital goods industries,
which could plan their affairs know
ing that their futures depended, not
on the vagaries of Federal monetary
policy, but, rather, only on how well
they served their customers.

To summarize, economic reces
sions are primarily the result of
government credit expansion which
misleads businessmen into attemp
ting dubious projects, creates a
boom in the capital goods industry,
and causes prices to rise. When ris
ing prices scare the government in
to reducing the rate of credit expan
sion, the economy-particularly the
over-extended capital goods
industry-suffers a recession. ~

IDEAS ON

LIBERTY

The Price of Inflation

EVEN if the inflation is halted at some point and no deflation sets
in-that is, even if the increased supply of money is merely locked
where it is and not reduced-the stabilization crisis sets in because
these anticipatory prices collapse. This stabilization crisis, like the
drunkard's·hangover, is part of the price that must be paid for every
inflationary orgy.

HENRY HAZLITT.1rom the
Introduction to the 1959 edition of
Fiat Money Inflation in France by
Andrew Dickson White



John Witherspoon:

Disciple of Freedom
~

Robert G. Bearce

"THERE is not a single instance in
history," declared Rev. John With
erspoon in 1776, "in which civil
liberty was lost, and religious liber
ty preserved entire. If therefore we
yield up our temporal property, we
at the same time deliver the con
science into bondage."1 Speaking as
a minister, Rev. Witherspoon
understood the inseparable tie be
tween political freedom and
spiritual freedom. Like John Adams
and Patrick Henry, he was an
outspoken Patriot, advocating in
dependence from Great Britain.

Dr. Witherspoon is remembered
mainly for his tenure as President
of the College of New Jersey
(Princeton) and for having been the
only clergyman to sign the Declara
tion of Independence. His truly im
portant contribution to American
liberty and independence, though,
was revealed by his stalwart labors
as a member of the Continental

Mr. Bearce is a free·lance writer in Houston, Texas.
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Congress. Elected in 1776, he
served his last term in 1782. During
this period, he attempted to bring
sound economic wisdom to Congres
sional deliberations. Unfortunately
for the struggling Thirteen States,
his astute views and timely admoni
tions were often rejected. Conse
quently, America had to fight both
the British Army and the evils of in
flation and price-fixing.

Eighteen years after the Wtfr for
Independence was finally won,
Witherspoon published his Essay
on Money, "As a medium of com
merce;· with remarks on the advan
tages and disadvantages of paper
admitted into general circulation."2
This excellent work gives hindsight,
insight, and foresight into economic
problems-the same problems faced
by the United States in the 20th
century. Writing about the general
topic of money, Witherspoon also
gives us a clear understanding of
"commerce"-free exchange and
free enterprise.



1977 JOHN WITHERSPOON: DISCIPLE OF FREEDOM 297

·"Let us then begin," he says, "by
considering what gave rise to
money, and what is its nature and
use? If there were but one man upon
the earth, he would be obliged to
prepare a hut for his habitation, to
dig roots for his sustenance, to pro
vide skins or fig leaves for his cover
ing, &c. in short, to do every thing
for himself. If but one or two more
were joined with him, it would soon
be found that one of them would be
more skillful in one sort of work,
and another in a different; so that
common interest would direct them,
each to apply his industry to what
he could do best and soonest; to
communicate the surplus of what he
needed himself to that sort of work
to the others, and receive of their
surplus in return.

"This directly points out to us,
that a barter of commodities, or
communication of the fruits of in
dustry, is the first principle or
rather indeed constitutes the
essence of commerce. As society in
creases, the partition of employ
ments is greatly diversified; but
still the fruits of well directed in
dustry, or the things necessary and
useful in life are what only can be
called wealth."3

A Preference for Gold

As a rugged Scotsman by birth,
Rev. Witherspoon had an apprecia
tion for gold. His distaste for
printed bills was founded upon firm

economic judgment, and he was
ready to defend precious metals.

"It is likely some will say, What
is the intrinsic value of gold and
silver? They are not wealth; they
are but the sign or representative of
commodities. Superficial philoso
phers, and even some men of good
understanding not attending to the
nature of currency, have really said
so. What is gold, say some, the
value is all in the fancy; you can
neither eat nor wear it; it will
neither feed, clothe nor warm you.
Gold, say others, as to intrinsic
value, is not so good as iron which
can be applied to many more useful
purposes.

"These persons have not at
tended to the nature of commercial
value, which is a compound ratio of
its use and scarceness. If iron were
as rare as gold, it would probably be
as valuable, perhaps more so. How
many instances are there of things,
which, though a certain proportion
of them is not only valuable, but in
dispensably necessary to life itself,
yet which from their abundance
have no commercial value at all.

"Take for examples air and water.
People do not bring these to
market, because they are in super
abundant plenty. But let any cir
cumstances take place that render
them rare, and difficult to be ob
tained, and their value immediately
rises above all computation. What
would one of those who were stifled
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in the black hole at Calcutta, have
given to get but near a window for a
little air? And what will the crew of
a ship at sea, whose water is nearly
expended, give for a fresh supply?"4

The Weakness of Paper

Witherspoon understood the sta
bility of gold just as he saw the
weakness of paper. Why should na
tions fear printed bills as legal
tender?

"The evil is this: All paper in
troduced into circulation, and ob
taining credit as gold and silver,
adds to the quantity of the medium,
and thereby . . . increases the price
of industry and its fruits. "5

Today we call it inflation. By "the
price of industry and its fruits,"
Witherspoon meant the higher
costs for employment, land, tools,
and business expansion. Expenses
and prices go up. True profits and
income go down. The individual's
"industry"- his daily labor or his
business-might bring in more
greenbacks, but their value will be
shrinking.

"Experience," he warns, "has
every where justified the remark,
that wherever paper is introduced
in large quantities, the gold and
silver vanishes universally. The
joint sum of gold, silver, and paper
current, will exactly represent your
whole commodities, and the prices
will be accordingly. It is therefore
as if you were to fill a vessel brim

full, making half the quantity water
and the other oil, the last being
specifically lightest, will be at the
top, and if you add more water, the
oil only will run over, and continue
running till there is none left.

"How absurd and contemptible
then is the reasoning which we of
late have seen frequently in print,
viz. the gold and silver is going
away from us, therefore we must
have paper to supply its place. If
the gold and silver is indeed going
away from us, that is to say, if the
balance of trade is much against us,
the paper medium has a direct
tendency to increase the evil, and
send it away by a quicker pace."6

"Hence it may be seen, that the
resolution of the question, whether
it is proper to have paper money at
all or not, depends entirely upon
another, viz. whether the evil that is
done by augmenting the circulating
medium, is or is not over-balanced
by the facility given to commerce,
and the credit given to particular
persons, by which their industry
and exertions are added to the com
mon stock."7

Belief in
Freedom Under God

When Rev. Witherspoon came to
the Colonies in 1768 to assume the
presidency of the College of New
Jersey, he brought with him his
evangelical Christian faith and a
profound intellect. Sharp-minded
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but humble, he had the gift of ag
gressive, orderly thought. As a stu
dent of the Scriptures, he recog
nized that God did not compel men
to accept Him. Individuals were
free to choose or reject obedience to
their Creator.

Likewise, he saw that God meant
for individuals to have political and
economic freedom in the earthly
life. Man's temporal rights-"life,
liberty, and the pursuit of happi
ness" - were God-given. Freedom
was a matter for one's soul as well
as his daily bread. Thus, the
Princeton preacher applies the prin
ciple of voluntary action and per
sonal choice to commercial enter
prises:

"Well! is it agreed that all com
merce is founded on a complete con
tract? ... One of the essential con
ditions of a lawful contract, and in
deed the first of them, is, that it be
free and mutual. Without this it
may be something else, and have
some other binding force, but it is
not a contract. To make laws there
fore, regulating the prices of com
modities, or giving nominal value to
that which had no value before the
law was made, is altering the nature
of the transaction altogether.8

"Thus we know, that in cities, in
case of a fire, sometimes a house,
without the consent of its owner,
will be destroyed to prevent the
whole from being consumed. But if
you make a law that I shall be

obliged to sell my grain, my cattle,
or any commodity, at a certain
price, you not only do what is un
just and impolitic, •but with all
respect be it said, you speak
nonsense; for I do not sell them at
all: you take them from me. You are
both buyer and seller, and I am the
sufferer only.9

"I cannot help observing that
laws of this kind have an inherent
weakness in them: they are not only
unjust and unwise, but for the most
part impracticable. They are an at
tempt to apply authority to that
which is not its proper object, and
to extend it beyond its natural
bounds; in both which we shall be
sure to fail. The production of com
modites must be the effect of in
dustry, inclination, hope, and in
terest. The· first of these is very im
perfectly reached by authority, and
the other three cannot be reached
by it at all.

"Perhaps I ought rather to have
said that they cannot be directed by
it, but they may be greatly coun
teracted; as people have naturally a
strong disposition to resist force,
and to escape from constraint. Ac
cordingly we found in this country,
and every other society who ever
tried such measures found, that
they produced an effect directly
contrary to what was expected from
them. Instead of producing modera
tion and plenty, they uniformly pro
duced dearness and scarcity. "10
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With Good Intention
Witherspoon insisted that "ten

der laws, arming paper, or any
thing not valuable in itself \vith
authority are directly contrary to
the very first principles of com
merce." Regrettably, "many of the
advocates for such laws, and many
of those who are instrumental in
enacting them, do it from pure ig
norance, without any bad inten
tion."11

Monetary considerations aside,
Dr. Witherspoon's observation
points to one of the problems still
facing the American economy. We
have our own government officials,
educators, and socio-political
writers who in "ignorance, without
any bad intention," propose coer
cive measures in economic matters.
They are guided by a humanitarian
spirit, but it is an idealism that ig
nores personal freedom and indi
vidual responsibility. Their "ignor
ance" fosters both economic stag
nation and political regimentation.

With regard to attempts at cor
rupting a nation's currency, With
erspoon observed that "the only
thing resembling it in the English
history is, James the second coining
base metal, and affixing a price to it
by proclamation; a project con
temptible in the contrivance, and
abortive in the execution. "12

"It seems to me, that those who
cry out for emitting paper money
by the legislatures, should take

some pains to state clearly the dif
ference between this and the Euro
pean countries, and point out the
reasons why it would be serviceable
here, and hurtful there.' '13 Again,
laying aside the specific topic of
paper currency, we have a general
admonition that should be heeded.
Statist-minded politicians and
economists in the United States
should explain why their own blue
prints· for a planned economy in
America will work any better here
than do their socialistic counter
parts in Africa, Europe, Asia, or
South America.

An Incisive Approach

Although Rev. Witherspoon was
not an eloquent speaker, he knew
how to present basic truths clearly
and forcefully. Serving as a member
of Congress during the war, he
spent fewer hours preaching from
the pulpit. Work in Congress,
though, enabled him to demon
strate his clarity of thought and his
ability to get to the heart of a
problem.

When proposals for price-fixing
came up, he protested vigorously
-both in speech and print. In 1777
Congress was considering whether
or not it should recommend to all
the States the "Connecticut Act for
Regulating Prices" -a plan already
adopted by a convention of four
New England States. It would
have regulated prices of labor,
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manufactures, imports and provi
sions.

Witherspoon voted an emphatic
"Nay!" to the "Connecticut Act":
"Sir, it is a wise maxim to avoid
those things which our enemies
wish us to practice . . . Remember,
laws are not almighty ... It is
beyond the power of despotic
princes to regulate the prices of
goods ... If we limit one article, we
must limit everything, and this is
impossible.' '14

General Washington also heard
from the New Jersey sage on the
evils of price-fixing. Describing
himself as a "Jersey Farmer," Dr.
Witherspoon advised the Comman
der-in-Chief that several states had
already tried to set prices by law.
The measures had only made food
and supplies even more scarce. "To
fix the prices of goods, especially
provisions in a market," he wrote,
"is as impracticable as it is unrea
sonable."

Freedom of Exchange

Who, then, should regulate
prices? The buyer and seller
themselves, without interference
from politicians! Freedom of ex
change! Freedom for both the con
sumer and the businessman!

Behind the different attempts at
controlling prices was the stagger
ing inflation. An· estimated $200
million of paper money had been
issued by 1781. State and Continen-

tal currency was almost worthless.
Paper money was always Wither
spoon's thorn in the side. Looking
back upon the inflation of the war,
he wrote in Essay on Money:

"I observe, that to arm such bills
with the authority of the state, and
make them a legal tender in all
payments, is an absurdity so great,
that [it] is not easy to speak with
propriety upon it. Perhaps it would
give offense if I should say, it is an
absurdity reserved for American
legislatures; no such thing having
ever been attempted in the old coun
tries. It has been found, by the ex
perience of ages, that money must
have a standard of value, and if any
prince or state debase the metal
below the standard, it is utterly im
possible to make it succeed)5

"Why will you make a law to
oblige men to take money when it is
offered them? Are there any who
refuse it when it is good? If it is
necessary to force them, does not
this system produce a most ludi
crous inversion of .the nature of
things. For two or three years we
constantly saw and were informed
of creditors running away from
their debtors, and the debtors pur
suing them in triumph,and paying'
them without mercy.

"Let us examine this matter a lit
tle more fully. Money is the medium
of commercial transactions. Money
is itself a commodity. Therefore
every transaction in which money is
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concerned, by being given or prom
ised, is strictly and properly speak
ing, a bargain, or as it is well called
in common language, an agreement.
To give, therefore, authority or
nominal value by law to any money,
is interposing by law, in commerce,
and is precisely the same thing with
laws regulating the prices of com
modities, of which, in· their full ex
tent, we had sufficient experience
during the war. Now nothing can be
more radically unjust, or more
eminently absurd, than laws of that
nature. "16

A Contractual Arrangement

What is the basis for a produc
tive, creative society? ·How does
free enterprise operate? The ingre
dients are goods and services,
money, freedom, and the willing
ness of the individual to cooperate
voluntarily with his fellow man.
Witherspoon does not speak of a
,need for government compulsion in
commerce:

"Among all civilians, the transac
tions of commerce are ranged under
the head of contracts. Without
entering into the nicer distinctions
of writers upon this subject, it is
sufficient for me to say, that com
merce, or buying and selling, is
found upon that species of con
tracts that is most formal and com
plete. They are called in the tech
nical language, Onerous contracts,
where the proper and just value is

supposed to be given or promised,
on both sides. That is to say, the
person who offers any thing to sale,
does it because he has it to spare,
and he thinks it would be better for
him to have the money, or some
other commodity, than what he
parts with; and he who buys, in like
manner, thinks it would be better
for him to receive the commodity,
than to retain the money. "17

Freedom guided Witherspoon's
economic beliefs. He traced most
economic difficulties to the conflict
between freedom and coercion.
Times have changed since the pub
lication of the Essay on Money, but
his wisdom goes beyond the subject
of the American monetary system
in 1786.

"I must here take the occasion
and the liberty of saying, that it
were greatly to be wished that
those who have in their hands the
administration of affairs in the
several states of America, would
take no measures, either on this, or
any other subject, but what are
founded upon justice, supported by
reason, and warranted to be safe by

. the experience of former ages, and
of other countries. The operation of
political causes is as uniform and
certain as that of natural causes.
And any measure which in itself has
a bad tendency, though its effects
may not be instantly discernible,
and their progress may be but slow,
yet it will be infallible; and perhaps



1977 JOHN WITHERSPOON: DISCIPLE OF FREEDOM 303

the danger will then only appear
when a remedy is impossible.

"This is the case, in some degree,
with all political measures, without
exception, yet I am mistaken if it is
not eminently so with respect to
commercial dealings. Commerce is
excited, directed, and carried on by
interest. But do not mistake this, it
is not carried on by general univer
sal interest, nor even by well in
formed national interest, but by im
mediate, apparent, and sensible per
sonal interest. I must also observe,
that there is in mankind a sharp
sightedness upon this subject that
is quite astonishing.

"All men are not philosophers,
but they are generally good judges
of their own profit in what is im
mediately before them, and will
uniformly adhere to it. It is not un
common to ·see a man who appears
to be almost as stupid as a stone,
and yet he shall be as adroit and
dextrous in making a bargain, or
even more so, than a man of the
first rate understanding, who prob
ably, for that very reason, is less at
tentive to trifling circumstances,
and less under the government of
mean and selfish views."18

Today, there is still a "sharp
sightedness" on the part of in
dividuals who are left free to
manage their own interests. Our
problem lies in the fact that too
many politicians believe themselves
to be the only possessors of "sharp-

sightedness." They reject Wither
spoon's faith that men are "good
judges of their own profit." They
show contempt for the average
citizen-his sense of personal ac
countability, his intelligence, his
self-reliance and discipline.

Individual Responsibility

In May 1776, Rev. Witherspoon
spoke to the average. American on
the occasion of the General Fast, a
day of fasting and prayer. His ser
mon, "The Dominion of Providence
over the Passions of Men," touched
upon both man's spiritual and earth
ly needs. Besides urging individuals
to seek their eternal welfare, he em
phasized individual responsibility
in the present, temporal life:

"I exhort all who are not called to
go into the field to apply them
selves with the utmost diligence to
works of industry. It is in your
power by this means not only to
supply the necessities, but to add to
the strength of your country.
Habits of industry prevailing in a
society not only increase its wealth,
as their immediate effect, but they
prevent the introduction of many
vices, and are intimately connected
with sobriety and good morals.
Idleness is the mother or nurse of
almost every vice; and want, which
is its inseparable companion, urges
men on to the most abandoned and
destructive courses. Industry,
therefore is a moral duty of the
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greatest moment, absolutely neces
sary to national prosperity, and the
sure way of obtaining the blessing
of God.l9

"This certainly implies not only
abstaining from acts of gross in
temperance and excess, but a humil
ity of carriage, a restraint and
moderation in all your desires ...
The riotous and wasteful liver,
whose craving appetites make him
constantly needy, is and must be
subject to many masters, according
to the saying of Solomon, 'The bor
rower is servant to the lender.' But
the frugal and moderate person,
who guides his affairs with discre
tion, is able to assist in public
counsels by a free and unbiased
judgment, to supply the wants of
his poor brethren, and sometimes,
by his estate, and substance to give
important aid to a sinking coun
try."20

Rev. Witherspoon preached his
sermon during the critical period of
our War for Independence. Liberty
was in the balance-would Ameri
cans be ruled by oppressive govern
ment authority or would they be
free to accept their just right to
"life, liberty, and the pursuit of hap
piness"?

We are faced with the same ques
tion. The true patriot today is one
"who guides his affairs with discre
tion." Not governmental social
planning, but personal responsibili
ty! The true patriot is the citizen

who acts according to his own "free
and unbiased judgment." Not the
dictates of government, but in
dividual initiative! ,
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The year 1871 is now
generally and with justice
regarded as the beginning of
the modern period in the
development of economics.

-F.A. Hayek

CARL
MENGER:

Ivory
Tower

Iconoclast

Thomas W. Hazlett

THE PAGES OF HISTORY are filled with
the stirring tragedies of great in
tellects who were ignored by their
contemporaries, destined to be
rediscovered long after their earthly
demise. But this was not the situa
tion with respect to the life and
work of Carl Menger.

Indeed, the tale might well be told
in reverse of Menger. As the
founder of the renowned Austrian
School of Economics, as the learned
theorist of "subjective value," and
as the supreme advocate of the "in
dividualistic methodology,"
Menger achieved enormous in
fluence in the last four decades of
his lifetime. Now, after more than
half a century, it is proper to recall
the scope and contribution of one of
history's outstanding economists.

Carl Menger was born February
28, 1840, in New-Sandec, Galicia,
currently under the dominion of
Poland.· He was educated in law at
the Universities of Prague and
Vienna, and received his doctorate
from the University of Cracow in
1867. That was a landmark year in
the academic history of Austria, for
the liberals finally succeeded in get
ting the Emperor to enact their con
stitution promoting civil liberties,
legal equality, representative
government and free trade. It pro
vided the impetus for the intellec
tual liberation of the barren

Mr. Hazlett is a partner in a Los Angeles public rela
tions firm and a free-lance writer.
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Austrian universities. As the late
Ludwig von Mises, in his in
teresting study, The Historical Set
ting of the Austrian School of
Economics, comments:

From the middle of the sixteenth to
the end of the eighteenth century
Austria was foreign to the intellectual
effort of Europe .... With the exception
of Bolzano, no A~strian before the se
cond part of the nineteenth century con
tributed anything of importance to the
philosophical or the historical sciences.

As the backwardness of Austrian
academia might indicate, Menger
was shown almost nothing in the
way of formal economics in his
education. It was· only by.pursuing
an intensive course of independent
study that he came to familiarize
himself with the ideas of Adam
Smith, Ricardo, Mill, and the
leading French, German and Italian
economic thinkers. Menger's in
terest in economics had been piqued
while working as a commodities
analyst and reporter for the official
newspaper, WienerZeitung. He saw
that the conventional value and
price theories did little to explain
actual changes in the prices of
goods. After considerable reading,
he began to see that the whole of
classical economics had driven itself
to a dead end but was refusing to
back up and turn around. Indeed, it
appeared as if the classical
economists had completed their en-

tire thesis and saw few new fields to
conquer. It remained for Carl
Menger to attempt to set the record
straight.

Principles of Economics

Menger's momentous achieve
ment, Grundsatze der Volkswirth
schaftslehre (translated as Prin
ciples ofEconomics), was published
in 1871. In that same year appeared
William Stanley Jevons' Theory of
Political Economy thus marking, as
Hayek has concluded above, the
beginning of the modern age of
economic theory. The Grundsatze
was powerful exposition, ,an
economic blockbuster if ever there
were one. By force of logic and in
sight, Menger made it literally in
conceivable that classical
economics should try to evade the
shortcomings of its analysis any
longer. The Swedish economist,
Knut Wicksell, was led to say fifty
years later: "No book since Ricar
do's Principles has had such an in
fluence on the development of
economics as Menger's
Grundsatze.' ,

Menger's treatise began with a
thorough rejection of the classical
doctrine of cost-value. The
classicists (including Marx) had
labored diligently to construct a ra
tionale for determining a product's
value by the mechanical task of ad
ding up all the factors that went in
to its production. The determina-
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tion of how much should be af- tions; as eminent an economist as
forded to each input was awkwardly John Stuart Mill observed that all
handled; Adam Smith spoke of that need be said of value had
distribution between the social already been covered. Indeed the
classes and set the stage for similar works of Gossen, Dupuit, and
arguments by his successors. Cournot-earlier experimenters

Such a viewpoint was untenable with subjective value ideas-had
in the mind of Menger. He clearly been buried beneath an avalanche
saw that value was derived only to of apathy.
the extent that a product satisfied a Working in all but a vacuum,
human want. Moreover, the "objec- then, Menger's theory took shape in
tive" approach of adding up the the period from 1868 to 1871. It was
various costs produced a discourag- meticulously constructed around
ing series of vagaries and contradic- the essential concept outlined above
tions. How could costs ever be truly that goods exist only to serve
established if every input were human satisfactions. Starting with
merely the result of other, more this idea of subjective value,
basic, costs? Why was a diamond Menger had half his theory. The
found accidentally worth the same other half was to be found in the ob
as one which was the product of "a jective relationship in the economy
thousand days of labor"? Why the between how much of a good could
eagerness of sellers to offer some totally be utilized to satisfy all
goods (clothes out of season or needs, and how much of the good
style, for example) at less than was in existence.
"cost"? Why the obvious failure of An economic good was
the cost-value theories to provide distinguished by the fact that there
for a consistent explanation of the was a total demand for the good
prices of goods, services, land, raw greater than the existing supply;
materials, capital and labor of vary- whereas a non-economic good (air,
ing efficiencies? for instance) exists in greater sup-

An Undeveloped Area ply than the amount in demand. An
economic good would thereby lead

In spite of such shortcomings, men to the function of
there was little opposition to the economizing-making the best use
conventional thesis in 1871. The of ,available but scarce resources.
Germans, while criticizing the //.~ Here Menger inserted his postula
British, had nothing to suggest as' tion of decreasing want-satisfaction
an alternative. The British seemed being supplied by each additional
quite content with their formula- increment of a commodity. Later
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CARL MENGER

identified as "diminishing marginal
utility" by his student Wieser, this
concept enabled Menger to create a
systematic correlation between the
subjective side of value-how much
a good meant to individuals, and
the objective side of value-the
physical comparison between how
much was demanded (in total) and
how much was in supply.

Value Is Subjective

Carl Menger's theory of value,
then, rests upon both the subjective
and objective factors influencing
supply and demand. Subjectively
the good is qualitatively demanded
by the members of society to a cer-

tain degree, with the first units
valued most highly, the last units
valued least highly. Objectively
there is a precise quantity of this
good in existence. In the case of
economic goods the available sup
ply will fall short of satisfying all
needs and a certain portion of such
needs will go unprovided for. As
these unfulfilled wants increase, so
does the per-unit value of the
needed goods (because of the con
cept of diminishing marginal
utility-in reverse). As the "shor
tage" becomes larger-as the gap
between total wants and total sup
ply grows-the value of a commodi
ty rises. Such was the qualitative
quantitative determination of value
and price in the Menger system.

Menger triumphed _over classical
theory because his alternative was
superior from two perspectives. In
the first place, his model more cor
rectly identified prices as the result
of both subjective and objective
criteria, springing from the
demands of individuals and the real
physical supplies of corresponding
goods. The classicists stumbled
here because, to the extent that
market competition exists, prices
tend to be bid down to a point where
costs and profits are roughly equal
throughout the economy. The illu
sion is that costs set prices. Disrup
tions such as unusually good (or
bad) harvests, foreign embargoes,
or sudden shifts in demand
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dramatize the shortcomings of such
a cost-value theory, yet the classical
economists found it difficult to
overthrow the mirage that costs set
market prices.

A Constant Formula

As Menger produced a more fun
damental thesis, the obvious by
product was also a more universal
theorem. Where the classical school
needed various manipulations and
sociological judgments, Menger
needed his single formula. Menger
avoided the clumsy tradition of
creating several makeshift models
for several different factors. He was
led to specifically attack separate
theories for land ("Land occupies no
exceptional place among
goods "), and labor ("Labor ser-
vices do not have value as a mat-
ter of necessity.") Menger suc
ceeded in including non-material
goods in his price theory, dealing
with the value of such things as en
trepreneurship, money-lending, and
a monopoly position in the market
place. In short, Menger's theory
made the values of all goods and
services explicable in terms of how
much human satisfaction would be
missed in their absence. The logical
superiority of a system with such
consistency was the reason for its
ultimate predominance.

It is fortunate that Carl Menger
lived fifty years past the publica

. tion of the Grundslitze because its

acceptance did not come instan
taneously. Outside the German
speaking countries there existed a
language barrier; and within the
German influence there was a
sweeping sterility in regards to
economic theory as a science. The
pre-occupation of the German
Historicists with data and history
was extreme: they went so far as to
exclude theoretical economics from
the academy altogether. Conse
quently, Menger was ignored in
Germany for many years after the
Grundsatze. As Hayek puts it:
"Menger's work was neglected not
because the German economists
thought he was wrong but because
they considered the kind of analysis
he attempted was useless."

A Study of Methods

Out of the frustration of neglect
came Menger's second great and
lasting work, Investigations Into
the Methods of Sociology and
Economics. Menger once more
unveiled his gift of logical,
meticulous reason and structured a
broad treatise on the methodolog
ical justifications of the science of
theoretical economics. While I n
vestigations came to be known as
the opening round in the "Metho
denstreit" (the vicious German
Austrian debate over methods), the
issue was not between competing
methodologies. In reality, Menger
was only fighting for his
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philosophical life-for simple ex
istence.

Menger had profited greatly from
his German influences and he was
the very first to admit it: he had
dedicated the Grundsatze "with
respectful esteem" to Wilhelm
Roscher, godfather of the German
Historical School. But .historical
sentiment had dangerously over
dosed in its quest to escape from
the confines of British classicism
and in creating an intellectual ex
cuse for the rising nationalism of
Bismark's militaristic welfare state.

The primary concern of the I n
vestigations, then, was to espouse
the legitimacy of economics as a
theoretical science. Menger granted
the co-existence of the different ap
proaches to economics as ap
propriate to complementary
disciplines: " ... in the field of
economy we encounter individual
and general knowledge, and cor
respondingly sciences of the in
dividual aspect of phenomena and
of the general aspect. To the former
belong history and the statistics of
economy, to the latter theoretical
economics.' ,

Differences Abound

Menger felt that the Historical
School was not at all in error by
claiming that every given situation
had a· different historical setting
and that such diversities should be
recognized. Menger readily agreed

and declared that for economic
policy and practical finance it was
absolutely necessary to account for
historical divergences. In fact,
Menger went a step further than
the Germans in calling to their at
tention all differences in the society.
It made no sense to spend tremen
dous effort to determine the precise
historical stage of a nation or com
munity and then to exclude the
other relative influences. In allow
ing for the consideration of
historical knowledge in a nation's
economic policy, Menger warns:

But if at the same time it failed to take
into consideration the diverse economic,
geographic, and ethnographic condi
tions of nations at the same stage of
development, it could not be acquitted,
as scarcely needs to be remarked, of the
charge of "absolutism of solutions."

Menger's perception was quite
keen~ it saw through the contrived
suppositions of the Historical
School; in the Investigations it
becomes evident that Menger is
capable of being a much better
historicist than the Historicists.
But Menger understood the deeper
implications of radical empiricism:
the logical conclusion of the
historical approach-the idea that
everything is relative-was the
negation of the social sciences at
large. If every situation was unique
to the extent that no generaliza
tions could be made, what purpose
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remained for economics? What
could be said in regards to predic
tion, control, improvement or
change? While the stupendous
worth of general concepts-of
economic "laws"-is nearly evident
prima facie to contemporary
students, it was under severe at
tack in the nineteenth-century
Deutschland. Carl Menger launched
a brilliant one-man counterattack.

A Vicious Reaction
Despite Menger's wholly aca

demic tre~tment of the subject and
his .inclusion of competing perspec
tives in the realm· of respectable
pursuits, the German reaction was
vehement. Gustav Schmoller,
Roscher's "heir to the Historical
throne, personally reviewed the I n
vestigations and in inflammatory,
offensive language attacked both
Menger and his work. Schmoller
took delight in immediately impos
ing a blanket discrimination ex
cluding any Menger follower from
gaining a teaching post anywhere in
the Reich.

The vicious reaction of the Ger
mans revealed a rancorous senti
ment not just toward Menger's
theories, but toward his entire mode
of analysis. The clear, precise logic
of the subjective theory of value
compelled agreement; and the proof
of its correctness may be argued by
its unanimous acceptance by
modern scholars from Chicago to

Moscow a century later. Yet it was
the very way in which Menger con
cocted the premises from which his
conclusions inevitably flowed that
set the critics into hysterics.

Menger's framework dealt with
an intensive study of individual
economic units and the observation
of how they do, in fact, behave. Sub
jective valuation could be derived
simply from an analysis in
corporating natural human
behavior; the theory looked not at
the social phenomena that are an
outgrowth of individual action, but
zeroed in on the individual action
itself. It described what the social
scientist actually observed.

The economist, Joseph Schumpe
ter, explained the essence of
Menger's discovery this way:

The critics of Menger's theory have
always maintained that no one could
ever have been unaware of the fact of
subjective valuation, and that nothing
could be more unfair than to put for
ward such a triviality as an objection to
the Classics. But the answer is very sim
ple: it can be demonstrated that almost
everyone of the classical economists
tried to start with this recognition and
then threw it away because he could
make no progress with it.... What mat
ters, therefore, is not the discovery that
People buy, sell, or produce goods
because and in so far as they value them
from the point of view of satisfaction of
needs, but a discovery of quite a dif
ferent kind: the discovery that this sim
ple fact and its sources in the laws of
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human needs are wholly sufficient to ex
plain the basic facts about all the com
plex phenomena of the modern ex
change economy, and that in spite of
striking appearances to the contrary,
human needs are the driving force of the
economic mechanism.

.The machinations of the German
Historicists reflect the helplessness
certain social scientists feel upon
being disarmed. Forced by the
weight of Menger's arguments to
see the essential individualism that
pervades economic analysis, they
astutely (if cowardly) shuddered
and turned. They realized that their
complicity with the socialist state
required an entirely different view
of society, and they thereby waged
a high-pitched war against Menger
and his followers.

The Debate Continues

It is instructive to peek at this
century-old intellectual battle and
to compare the parallel conflict that
still simmers. While statistical and
mathematical analysis have nearly
displaced general theory in some
universities, it must be clearly
stated that there are pronounced
limits upon such analysis. While
numbers can tell us the end results
of economic activity, they can never
state the explicit reasons why such
behavior took place, under what cir
cumstances it will take place again,
or how such results may be altered.
It remains for general theory, and

specifically for Menger's in
dividualistic methodology, to ex
amine the tiny interrelationships
and motivations that, multiplied by
millions, give us our economic
statistics.

Murray Rothbard has said that
books written by the Austrian
School look different, feel different
and even smell different from books
written by other economists. There
is no doubt that this is true. And it
is precisely because the mode of
analysis is so fundamental and in
dividualistic and explicit that such
is the case. This is, without ques
tion, the underlying reason for the
brilliant success of the Austrian
School in developing a clean,
thorough, consistent and realistic
theoretical basis for understanding
economic activity.

An Outstanding Contribution

By the 1890's, Menger, along
with his famous pupils Wieser and
Bohm-Bawerk, had demolished the
German Historicists in academic
circles throughout the Western
world. The Austrian School arose as
a respected and influential center of
economic thought, and Menger's
theories of subjective value and in
dividualistic methodology were
widely heralded. Above all else,
however, there is much to admire
about someone who, operating in a
barren wasteland of intellectual
enterprise, is able to construct his
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own oasis. As Dr. W.E. Kuhn
remarks:

The Austrian [Menger] occupies a
place of honor in the history of economic
thought not only for his superior per
formance and moral victory in the
Methodenstreit, but also because he
evinced a degree of consistency and
strict adherence to the requirements of a
comprehensive system which was prob
ably unrivaled in the economic writings
of the nineteenth century.

The way in which Menger looked
upon his mission in life is most
refreshing. He thought of himself,
not as an actor, but as an ivory
tower observer, a critic of the
academic performance. Even
though the political arena en
thusiastically encouraged his in
volvement, Menger had little desire
to participate in the affairs of state.
He went so far as to resign his
honorary lifetime membership in
the Austrian Parliament at a
relatively young age. He shunned
the bright lights, so to speak, for
the burning oil. He was, above all
else, an intellectual; a man who
lived for ideas.

As Hayek tells us: "The man who

is able to say, as it is reported he
[Menger] once said, that if he had
seven sons, they should all study
economics, must have been extraor
dinarily happy in his work. That he
had the gift to inspire a similar en
thusiasm is witnessed by the host
of distinguished economists who
were proud to call him their
master."

Menger's founding of the
Austrian School may well be
claimed as the genesis of what we
know today as micro-economics. In
times dominated by "macro
aggregates" it is easy to side-step
the individual transactions that
are, per se, the life-blood of
economics. As the contemporary
predicaments of excess demand and
unemployment grow side by side
there is apt to be a second look at
the "other" economics. How
resources are valued and allocated
within a society is definitely a ques
tion for micro-theory and for the in
dividualistic methodology of Carl
Menger. There is much to be
learned from the Austrian pro
fessor. ,

IDEAS ON

LIBERTY

Property as the Solution

PROPERTY ••. is not an arbitrary invention but rather the only
practically possible solution of the problem that is, in the nature of
things, imposed upon us by the disparity between requirements for,
and available quantities of, all economic goods.

CARL MENGER, Principles ofEconomics



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

The Puritan
Revolution

EVERY SCHOOLBOY, as Macaulay
would have said, knows that the
American Revolution was fought
over the question of taxation
without representation. But this
particular application of the idea
that men have a right to control
themselves had to have some
deeper sanction. Money is only
money, and who would bother
about a little old stamp tax if a
sense of violated personality had
not been involved? In her The
Discovery of Freedom Rose Wilder
Lane made much of the fact that
the early Americans were children
of men and women who had risked
their lives to read the Bible. The Bi
ble had always been the Word of
God, but the Protestant Reforma
tion, which came after Gutenberg
had made cheap print available to
everybody, enabled the self-control
ling individual to interpret that
Word for himself. The right of

314

private judgment was the key con
cept of the Puritan Revolution, and
it followed, as Rose Lane pointed
out, that responsible men would at
least demand a voice in their
government before agreeing to give
the King the tallest trees in the pine
forest or recognizing the claim to a
royal monopoly of tea.

Rose Lane says the American
Revolution really began in 1660,
when the Cromwellian Protectorate
was giving way in England to the
Stuart restoration.

The Biblically sanctioned right of
private judgment did not consort
easily with the revived doctrine of
the Divine Right of Kings, or even
with the idea that one could be born
a subject of any merely human in
dividual. After 1660 Englishmen in
England continued to cherish cer
tain liberties, but their attitude was
pragmatic. Men of common sense
like Dr. Samuel Johnson were not
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fanatical about any sort of abstrac
tion. Mercantilism, which acknow
ledged Reasons of State in econom
ics, was accepted throughout the
eighteenth century even though the
Stuarts had been banished for a se
cond time. Private judgment con
tinued to be suspended in many
areas that had known feudalism,
but in America, where there was
really no State and certainly no rul
ing class, people still read their
Bibles and made up their own
minds. They had Abraham, Moses
and Christ to justify themselves as
self-starters and that was enough.

The Christian History of the
American Revolution: Consider
and Ponder, compiled by Verna
M. Hall. Published by The Foun
dation for American Christian
Education, Box 27035, San
Francisco, Calif. 94127. 736
pages, $17.50.

So Verna M. Hall is correct when
she thinks of the American Revolu
tion as being peculiarly Christian in
its origins. Her sumptuous compila
tion, The Christian History of the
American Revolution: Consider and
Ponder, contains many things that
are religious in only the broadest
possible sense. Verna Hall is eclec
tic in her approach to religion. With
sublime impartiality she includes
long histories of the Congrega-

tional, the Presbyterian and the
Episcopal churches in America. Her
point is that we have always been a
religious people without falling into
the trap of becoming a religious
state. The right of private judg
ment is the grand leitmotif that
binds all of Verna Hall's documen
tary choices together, linking them
to the Puritan interpretation of the
Bible as the Charter for the self
starting view of man.

Rose Lane said the American
Revolution had no leaders. By that
she meant it resulted from a
simultaneous upwelling of similar
sentiments in many minds. Maybe
so, but one is nonetheless profound
ly impressed, in reading Verna
Hall's collection, by the statement
of David Ramsay, a Southern
historian contemporary with the
American Revolution, that upwards
of two thousand Puritan ministers
were, in a single day, ejected from
their livings in England by the 1662
Act of Uniformity. These ministers
had nowhere to go but America,
where, as Ramsay says, their learn
ing, piety and personal characters
gave them a continuing ascendancy
over the minds of the laity. The way
they put the churches behind the
movement that resulted in the
Declaration of Independence comes
clear in an anthology of quotations
fom New England ministers, They
Preached Liberty, just reprinted by
the Liberty Press.
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They Preached Liberty, edited
by Franklin P. Cole. Reprinted
by Liberty Press, 7440 North
Shadeland, Indianapolis, Ind.
46250. 173 pages, $5.95 cloth;
$1.25, paperback.

The parallels between the
thoughts expressed in the famous
liberty sermon preached by the
Reverend Thomas Mayhew of Mar
tha's Vineyard, Mass., and the
Thomas Jefferson of the Declara
tion of Independence are too strik
ing to be passed off as a mere coin
cidence. Jefferson was echoing the
party line.of a church that was, as
Franklin Cole says in his introduc
tion to They Preached Liberty, led
by "watchmen upon the walls" who
took their duty to exert their leader
ship in "election sermons" very
seriously. The ministers, in addition
to being thoroughly grounded in
Biblical studies, were also the
classicists of the times. They
quoted Aristotle, Thucydides,
Cicero and Tacitus on the nature of
government and ~ublic polity, and
they referred again and again to
John Locke, "that very wise man."
God ruled in accordance with
natural law, and when· the govern
met of King George III broke with
natural law, the 18th century par
sons, still representing the 17th cen-

tury view, refused to tell their
flocks to turn the other cheek.

Verna Hall's compilation is by no
means limited to 18th century
documents. The Centennial Oration
made at Valley Forge by Henry Ar
mitt Brown in 1878 is the most
searing evocation of the patriots'
terrible winter that I have ever
read.. Brown describes in detail the
deportment of the various generals
(Mad Anthony Wayne, "Teufel
Pete" Muhlenberg, Baron von
Steuben, DeKalb and Lafayette,
"the boy of twenty with the old
man's head") and the miserable
huts of the Connecticut and Penn
sylvania brigades as they must
have appeared to the starveling
common soldier of 1778.

George Bancroft, the 19th cen
tury historian, is Verna Hall's
chosen authority on the European
background of the revolution. He is
superb in his analysis of the dif
ferences between the traits of the
English "aristocratic republic" and
those of continental countries, and
his essay on Ireland, the victim of
an "English oligarchy," is a marvel
of objectivity. Bancroft is great,
but there were excellent historians
in America before he trained him
self for his scholarly exertions. The
story of the prelude c to the revolu
tion, by Mercy Otis Warren, a
friend and contemporary of Samuel
Adams and the other great Boston
ians, was set down in 1805 when
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memories were still fresh. David
Ramsay's Southern view, first
published in Philadelphia in 1816, is
equally vivid.

The Iroquois Indians figure in a
"Christian history" of the Revolu
tion, partly because some' of
them-the Mohawks in particu
lar-had been converted to Chris
tianity. But the quoted Documen
tary History of New York State
does not labor the religious angle.
The Iroquois-the Five (or Six)
Nations-held the pivotal geogra
phic position in New York between
the coastal colonies and Canada.
Verna Hall's historical compilation
doesn't depart from common sense
in its assessments. It is part of the
anthologist's point, however, that
the right to private judgment as
sumes that commonsensical eco
nomic and military principles will
not be violated. We did not happen
to have fools for ancestors. George
Washington is pictured in Verna
Hall's book in a memorable pose
praying at Valley Forge. But, with
Washington and his ragged army,
the Lord helped those who helped
themselves.

LIFT HER UP, TENDERLY
by Bob LeFevre
(Pine Tree Press, Box 2353, Orange,
California 92669)
202 pages. $7.70, cloth.

Reviewed by Beverly Anderson

WHOEVER has tried to present
economic ideas in a simple way, and
still more, to make the learning at
tractive, has discovered it is no sim
ple task. Add a third dimension
teaching econofuic ideas to a pre
teenage adolescent-and the task
appears overwhelming.

It is to Bob LeFevre's credit that
he has attempted it and, moreover,
has done an enormously successful
job in what he describes as "a
noveL" Lift her up, tenderly is
based upon his own experience as a
guardian for a young girl in her pre
teen and teenage years.

The book is written for both
parent and child. The parent will
benefit from the author's method in
approaching economic ideas and
from his simplified explanations of
various economic concepts., The
young reader will find the dialogue
format readable and the text in
teresting, for the author has in
troduced a "real" girl who suffers
through an amazing variety of
teenage problems common to the
species, and which he records with
noteworthy gentleness and em
pathy.
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"Gigi," our heroine, wants to
know about "life." Her guardian,
"Papa," explains that economic
understanding is the best common
sense approach to life. By "econom
ics" we mean an explanation of how
we make or obtain the things we
must have in order to stay alive.
This study teaches us to deal with
things as they are-reality-rather
than how we wish or imagine them
to be.

Economics, furthermore, leads to
discussions of inequality and
fairness, showing how all things,
people, their abilities, land,
resources are all different and une
qual and can never be made equal;
of value, how our estimations of
things continually change in rela
tion to one another; of scarcity, how
we want the things we do not have
enough of' and are willing to· work
hard to obtain; of selfishness, how
man acts to increase his own
"good" as he perceives it; of chari
ty, that the only person capable of
helping another is the one who has
successfully learned to take care of
himself; of "good selfish" and "bad
selfish" - the difference between
looking after oneself by being pro
ductive as opposed to living off
someone else's efforts; of profits,
how man seeks "plus factors;" of
fair exchange; supply and demand;
competition; value· and price; tools
(capital); the business cycle;
money-in short, all you would ex-

pect in an elementary text on
economics except that it is
presented in simple form, with mun
dane illustrations that the mind of a
teenager can grasp and appreciate.

The relationship between parent
(guardian) and child becomes impor
tant here since parents are prone to
see it as a one-sided economic rela
tionship, while the rebellious teen is
likely to bring home the word "ex
ploit" from schoolmates, as Gigi
did. LeFevre emphasizes the
"profit" motive, but uses a less
loaded term, "plus factor" to show
that individuals (including children)
act to increase these "plus factors."
The pleasure a parent derives from
a child and the knowledge that
everything possible has been done
to see that child into mature and
productive adulthood is as much a
"profit" as any investment stated
in dollars.

It is not enough to feed, clothe,
house and love your children; the
parent has an obligation to teach
his youngsters the meaning and
common sense of life.....: that common
sense being the economic realities of
everyday living. Children ac
cumulate a vast variety of fact's and
opinions, but they need a context, a
set of concepts (ground rules), a
coherent structure ... some way to
organize and judge the data for
themselves.

Do we wonder that youngsters
graduate from our educational
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system believing that anything is
possible and right if a majority
votes for it? We have failed to in
troduce common sense into the
system-the ideas' of scarcity,
cost/benefit, and "tanstaafl" (no
free lunch)-simple economic con
cepts about reality.

Oddly enough, the young emerge
from adolescence girded in moral
self-righteousness, with mouthfuls
of "should-be's" and "ought-to
be's," and "fairness" and "equali
ty." Yet they proceed to stomp on
any impediment in t~eir reformist
paths, including the legitimate
rights and properties of others.
Reality seems to be a giant obstacle
that must be subdued. It is this in
congruity that LeFevre focuses
upon throughout the book.

One of his most effective dia
logues occurs in his discussion of
value and price. He points out the
obvious: that you cannot spend a
dollar twice; you cannot be in two
places at once; you cannot get mar
ried and stay single. Whenever you
make a decision, it is a total com
mitment, and you automatically
eliminate all alternatives.

There is no such thing as a cost-free
decision. So nothing comes without its
price. But that's not quite the way I'd
define freedom. Freedom isn't the abili
ty. to avoid cost or the ability to avoid
the consequences of your actions.
Freedom is the ability to decide which
actions you will take.

For those parents and children
who have encountered the current
"let-it-all-hang-out" fad, with all its
ramifications, LeFevre offers a
thoughtful dialogue about "hones
ty" and "privacy," suggesting com
parative implications between a col
lective concept of society and an in
dividualistic private concept. He
carries the discussion on to deal
with teenage sex and drugs, both of
which become real situations in the
context of his "noveL"

Finally, there is the political
discussion and critique of govern
ment for which LeFevre has earned
his reputation. It is a coherent,
thoughtful, humane presentation.
Although the·book will be rejected
by some because of this critique of
government, it should not deter
those who recognize the issues. in
volved and accept his ideas for what
they are: an alternative-presented
in good faith.

The book is cogent and should be
acceptable to all free-market
thinkers. The ideas are basic to an
economic system centered on the
Austrian or subjective theory of
value. The ideas are presented simp
ly because that is what they are
simple laws of economics-common
sense. It is refreshing to see them
offered at last on a level for our
twelve-year-olds to enjoy too.
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GROWORDIEI
by James A. Weber
(Arlington House, New Rochelle, New
York)
255 pages • $11.95

Reviewed by David A. Pietrusza

THIS BOOK marshals a vari~y of
statistics to show clearly that
population growth and prosperity
have generally gone hand-in-hand,
and it offers a reasoned case to
show why this relationship exists.
Mr. Weber demolishes the zero
population growth argument, and
shows that the human race is not
facing catastrophe. Dealing with
the dubious contention that we are
exhausting the planet's resources
and energy, Weber points out that
we can cou.nt on an expanding econ
omy and an improving technology
to resolve today's quandaries.
Man's greatest and most produc
tive resource, he continues, is not
the earth he stands on (although the
riches we still have not utilized are
vast) but the capabilities of his in
tellect and the resultant tools and
methods he has developed to ex
tract and develop the raw materials
of the planet-and these powers
have never been greater.

Official estimates of known
mineral reserves have perennially
fallen on the short side. In 1908, the
federal government was alarmed
over shortages; a commissioned

survey turned up many more
reserves than were previously
thought to exist. A 1944 survey-if
correct-would have meant exhaus
tion of tin, lead, zinc and
manganese by 1973. It never hap
pened; actually more deposits of
these minerals were discovered in
the 1950's than in the previous
quarter of a century.

And, of course, we have not even
begun to meaningfully tap the
largess of the oceans. The World
Bank estimates that within 10 to 20
years we could harvest annually
from the seas 572 per cent of our
yearly manganese production, 28
per cent of our copper, 320 per cent
of our nickel, and 1,200 per cent of
our annual cobalt yield.

Noting that U.S. companies have
already invested or earmarked
$50-100 million for such "nodule"
mining and at least 3 international
conferences were held within one
six-month period on the question,
the World Bank commented that it
"was a mark of the subject's vast
dimensions that at one of these con
ferences the focus was on 'how to
prevent potential drastic declines in
mineral prices resulting from
nodule mining.' "

Grow or Die! is recommended as
an antidote to the scare tactics of
the zero population fanatics, whose
prophecies of doomsday prepare the
way for the draconian political con
trols they advocate. ~
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Our Freedom?

George C. Leef

How Did
We Lose

"No person shall be held to answer f<>"

famous crime unless on a prescntm

except in cases arising in thr 1

when in actual servicf' ...

person be sub,'

of life {"
witn~

MANY AMERICANS have become
aware of the great extent to which
Federal and· State regulation of
their lives has cut into their liberty.
So pervasive have the regulations
become, and so domineering and
powerful the regulators, that the
thoughtful citizen may well be
driven to wonder how this unhappy
situation ever came about.

After all, we still live under a Con
stitution designed to protect life,
liberty, and property. Why has not
that document served to spare us
from this plague of authoritarian
ism which seems to spread inex
orably across the land? It may come
as a surprise to those who have
never studied law, but there was a
time when it did, when the judiciary
understood the Constitution as pro-

Mr. Leef is a student in the Duke University School
of Law, Durham, North Carolina.

viding a large measure of protection
against legislative enactments
which whittled away at our
freedom.

Unfortunately, the courts aban
doned their defense of "economic
freedom" and "property rights" at
the same time as the nation
swooned before the seductive pro
mises of collectivism. There fol
lowed a long period during which
the courts w,.Ould accept virtually
any measure the legislators might
enact, so long as it could be ar
gued- however speciously-to ad
vance the "public welfare."

The purpose of this article is to
trace briefly the evolution of
judicial response to the constitu
tional dictate that neither Congress
nor any state may "deprive any per
son of life, liberty, or property,
without due process of law."

323
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The Early Cases:
"Substantive Due Process"

In the early years of this century,
the Supreme Court, and many state
courts, often found legislative
enactments which infringed upon a
citizen's freedom to be unconstitu
tional, as violative of the Fifth or
Fourteenth Amendment. Probably
the most famous-to many lawyers,
infamous-case illustrating the
judiciary's early resistance to
"progressive" legislation which cut
deeply into the fabric of liberty is
Lochnerv. New York!.

In that case, Lochner, the owner
of a bakery, had been convicted of a
misdemeanor under a New York
statute which prohibited employers
and employees in the baking
business from contracting for more
than ten hours of work per day, or
sixty hours per week. The New
York Court of Appeals having
upheld his conviction, the defen
dant appealed to the United States
Supreme Court. In a 5-4 decision,
the Court reversed the conviction.
Mr. Justice Peckham, writing the
majority opinion, first discussed
the relationship between the in
dividual's right to enter into con
tracts and the state's power, under
certain circumstances, to prevent
him from doing so.

The general right to make a contract
in relation to his business is part of the
liberty of the individual protected by

the Fourteenth Amendment..... Under
that provision, no State can deprive any
person of life, liberty, or property
without due process of law. The right to
purchase or sell labor is part of the liber
ty protected by this amendment unless
there are circumstances which exclude
the right. There are, however, certain
powers, existing in the sovereignty of
each State ... somewhat vaguely
termed police powers, the exact descrip
tion and limitation of which have not
been attempted by the courts. Those
powers relate to the safety, health,
morals, and general welfare of the
public. Both property and liberty are
held on such reasonable conditions as
may be imposed by the governing power
of the State in the exercise of those
powers, and with such conditions the
Fourteenth Amendment was not de
signed to interfere.

So the Court's problem was to de
cide whether New York's law for
bidding bakers to work more than
sixty hours per week was a reason
able exercise of the state's power
over health, safety, or general
welfare.

Unjustified Interference

Five justices thought that this in
terference with freedom of contract
was not justified under the police
power. They saw no need to treat
bakers as "wards of the state," as
they presumably were quite capable
of making contracts in their own
best interests. Moreover, any rela
tionship to the public health or safe-
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ty which might be thought to be
furthered by this regulation was too
remote and speculative to support
it. The Court wrote, "There must be
more than the mere fact of the
possible existence of some small
amount of unhealthiness to warrant
legislative interference with li
berty."

The state also attempted to de
fend its statute on the ground that
it promoted a strong and robust
population. The Court treated this
argument with the scorn it de
served- virtually any paternalistic
law might be adopted under such a
rubric, and if so, the Constitution's
protection would be "visionary." In
short, the Court found this law
nothing more than a "mere meddle
some interference with the rights of
the individual," not bearing any
substantial relation to public
health, safety, morals, or general
welfare and therefore an unconsti
tutional deprivation of liberty.

As a parting shot, the Court
observed that if this statute were
valid, there would be no stopping
point for legislation impinging upon
the contractual relations of employ
ers and employees. Mr. Justice
Peckham's prophecy has, of course,
proved to be distressingly accurate.

A Hierarchy of Rights

The Lochner rationale is known to
lawyers as "substantive due pro
cess." That is to say, the due pro-

cess of law of which the Fifth and
Fourteenth Amendments speak
means more than that proper pro
cedures must be followed before a
citizen may be deprived of his life,
liberty, or property. It means that
there are some restrictions upon
liberty which are so unjustifiable,
either because of the extent of the
restriction' or the insignificance of
the end sought to be further~d

thereby, that they will be struck
down, even if all legal procedures in
enacting and enforcing the law were
complied with. It implicitly recog
nizes that there is a hierarchy of
rights protected by the Constitu
tion and that the individual's liber
ty, to make contracts, for instance,
will be preferred unless the state
can show a compelling reason why
it should not be.

To overcome this presumption,
the state must do more than merely
put forth its conclusion that the
restriction is necessary to protect
health, safety, or. public welfare,
and any arguments it advances will
have to be sound ones. Usually, of
course, this burden could not be
met, and the enactment would be
struck down.

Furthermore, the Court was not
hesitant to look behind verbal
smokescreens to see the real pur
pose of a law. The opinion in
Lochner expressly noted that not
infrequently a legislature will pass a
law, ostensibly in the interest of the
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public welfare, which in fact is
calculated to benefit only a small,
favored group. With the courts will
ing to make such close scrutiny of
the legislative output, the citizen
was spared many an encroachment
upon his freedom.

Maintaining its solicitude for per
sonal liberty, in the years after
Lochner, the Court would find
numerous regulatory devices viola
tive of the due process clause. In
Adair v. U.S.,2 the Court struck
down a statute which made it a
criminal offense for a carrier

engaged in interstate commerce to
discharge an employee because of
membership in a labor organization.
Similarly, a state attempt to outlaw
the "yellow-dog" contract was in
validated in Coppage v. Kansas. 3 A
federal minimum wage law for adult
women was held unconstitutional in
Adkins v. Children's Hospital. 4 A
Washington statute which forbade
anyone to accept payment for the
service of finding employment for
another failed to pass the Four
teenth Amendment's test in Adams
v. Tanner, 5 and the same fate befell
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a Tennessee statute fixing the retail
price of gasoline in Williams v.
Standard Oil. 6 This is by no means
an exhaustive catalogue, but serves
to illustrate the Court's adamant in
sistence that fundamental though
not expressly enumerated rights,
such as that of contract, would be
protected against all but demon
strably necessary interference.

The Court Abdicates

This solicitude for personal liber
ty, however, did not survive the
Depression. Even before the famous
switch of 1937,7 the Court had
caved in under the "Do Some
thing!" pressures of the early. thir
ties and upheld legislation it cer
tainly would not have twenty years
before. A. case most representative
of the Court's new understanding of
due process of law is N ebbia v. New
York8• A New York statute of 1933
established a Milk Control Board
with power to fix minimum and
maximum retail prices for milk. A
price of nine cents per quart was
set. Nebbia, the owner of a grocery
store in Rochester, was convicted of
violating the Board's order upon
proof that he had sold two quarts of
milk and a five cent loaf of bread for
eighteen cents.

The question before the Court
was the constitutionality of this
price-fixing scheme. The state ad
vanced· a number of arguments to
justify its interference with the

liberty of buyers and sellers of milk
to arrive at a mutually satisfactory
,price. The Court was told that the
prices producers had been receiving
were too low and this threatened a
relaxation of their vigilance against
contamination; that "curtailment
or destruction of the dairy in
dustry" would cause a severe
economic loss to the state; that
there were "unfair and.destructive
trade practices" leading to low
prices; and tha t the unequal
distribution of surplus milk led to
"destructive competition."

The Court swallowed all of this
hook, line, and sinker. A majority of
five justices made it clear that the
Court would not inquire into the
wisdom of a legislative enactment
to test it on due process grounds.

So far as the requirement of due pro
cess is concerned, and in the absence of
other constitutional restrictions, a state
is free to adopt whatever economic
policy may reasonably be deemed to pro
mote the public welfare, and to enforce
that policy by legislation adapted to its
purpose. The courts are without authori
ty either to declare such policy, or when
it is declared by the legislature, to over
ride it.... With the wisdom of the policy
adopted, with the adequacy or prac
ticability of the law enacted to forward
it, the courts are both incompetent and
unauthorized to deal.

The Court therefore refused to con
sider just how control of the retail
price of milk would do anything to
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improve the prices received by pro
ducers, not was there any mention
of the self-evident fact that the
primary effect, if not purpose, of the
law was the elimination of competi
tion from small grocers for large
milk distributors-surely a measure
not in the interest of the public
welfare.

With this new, self-effacing posi
tion, the Court abdicated its role as
a protector of liberty and property
as comprehended by the Fifth and
Fourteenth Amendments. Whereas
before there had been an unspoken
presumption in favor of the in
dividual's freedom, to be overcome
only upon a showing that some
legitimate and significant concern
for the public health, safety, or
general welfare required the restric
tion, the Court's new approach
would be to defer to virtually any
rationaIe the state could put forth.
And, as we shall see, the Court
would even go so far as to invent
justifications for the most patently
indefensible laws, so great was its
desire to allow legislatures a free
hand in experimenting to solve
"social problems."

A Series of Reverses:
The Domino Effect

After Nebbia, the rest of the
dominoes fell quickly. Minimum
wage laws were upheld in West
Coast Hotel v. Parrish. 9 In that
case, Washington's statute recited

that, "The welfare of the State of
Washington demands that women
and minors be protected from condi
tions of labor which have a per
nicious effect on their health and
morals," and declared that "inade
quate wages" had such an effect.
That settled the matter for Chief
Justice Hughes and four other
members of the Court.

The same attitude led the Court
to sweep away those cases which
had upheld an employer's right to
refuse to employ union members. In
Phelps Dodge v. N.L.R.B., 10 Mr.
Justice Frankfurter, writing the
Court's opinion, looked to the
alleged necessity for workers to be
able to organize if the national goal
of industrial peace was to be at
tained, and concluded that if an
employer were free to decide
whether or not he wanted to employ
union members, the whole principle
of self-organization would be under
mined. Congress was therefore
within its power to make it an un
fair labor practice for an employer
to refuse to hire an applicant
because of his membership in a
labor union. And what of cases such
as Adair and Coppage? They had
been "sapped of their authority."

The Court Capitulates

A truly outrageous case illustrat
ing the Court's extreme aversion to
conflict with the legislatures where
merely "economic freedoms" were
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involved is Williamson v. Lee Op
tical. ll An Oklahoma statute for
bade an optician to fit lenses into a
new glasses frame or to make a
duplicate lens without a prescrip
tion from a licensed optometrist or
ophthalmologist. A more pater
nalistic and illiberal statute than
this is hard to imagine.

Lee Optical sought a declaratory
judgment in Federal district court
to pronounce the law unconstitu
tional and enj oin its enforcement.
The district court agreed with the
plaintiff's contention that the law
was not reasonably or rationally
related to the health or welfare of
the people, and granted the relief
sought. The Attorney General of
Oklahoma appealed to the Supreme
Court, which reversed the district
court's judgment. In an opinion by
Mr. Justice Douglas, the Court
vouchsafes to us a variety of
reasons which might have caused
the legislature to believe that this
law was reasonably calculated to
protect the public health and
welfare.

The legislature might have concluded
that the frequency of occasions when a
prescription is necessary was sufficient
to justify this regulation of the fitting of
eyeglasses.... Or the legislature may
have concluded that eye exams were so
critical, not only for the correction of vi
sion but also for the detection of latent
ailments or diseases, that every change
in frames and every duplication of a lens

should be accompanied by a prescrip
tion from a medical expert.

Thus we see that the freedom of a
person to engage in a useful service
falls before any minute "public
welfare" concern-encouraging eye
examinations-which the Court can
attribute as possibly having
motivated the legislature to act.
There was no dissent from this em
barrassing nonsense.

Finally, some mention must be
made of Ferguson v. Skrupa,12 A
Kansas statute forbade any person
to engage in the business of "debt
adjusting" except as incident to the
practice of law. Skrupa, who had
been doing business as "Credit Ad
visors" sought an injunction
against enforcement of the statute
in Federal district court. Kansas
argued that the business of debt ad
justing lent itself to "grave abuses
against distressed debtors, particu
larly in the lower income brackets,"
but the court found this law to be
an unreasonable regulation of a
lawful business in violation of the
Fourteenth Amendment. Kansas
appealed, and, not surprisingly, the
Supreme Court reversed, citing the
Lee Optical case.

What sticks in the throat about
the opinion is Mr. Justice Black's
statement that, "Whether the
legislature takes for its textbook
Adam Smith, Herbert Spencer,
Lord Keynes, or some other is no
concern of ours." Does this mean
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that a state, or Congress, might
declare an end to private ownership
of property, justifying its action
upon an alleged need to promote
"social harmony" or some other
phrase calculated to waft by insou
ciant judges trained to believe that
whatever a legislature says pro
motes the general welfare is un
challengeable? If so, then the docu
ment written by Madison, et al., and
the document our present jurists
are reading, are entirely different.

Will the Court Reconsider?

We have seen that since the mid
thirties, the Court has demon
strated a marked lack of concern
over what some refer to as "proper
ty rights," and that this attitude
led to an extreme defet'ence toward
any legislation which regulated
economic activity. There may,
however, be a faint glow on the
horizon. Recently the Court has
used language which leads one to
believe that it may be interested in
re-entering the long-abandoned bat
tlefield over such "non-preferred"
rights as contract and property. In
1972 Mr. Justice Stewart wrote,

[T]he dichotomy between personal
liberties and property rights is a false
one. Property does not have rights. Peo
ple have rights. The right to property
without unlawful deprivation, no less
than the right to speak. or the right to
travel, is in truth a "personal" right,
whether the "property" in question be a

welfare check, a home, or a savings ac
count. In fact, a fundamental interde
pendence exists between the personal
right to liberty and the personal right in
property. Neither could have meaning
without the other.13

One can only hope that the Court
will seize upon this newly rediscov
ered truth to safeguard the citizen's
right to be free of arbitrary and
unreasonable deprivations of liber
ty and property with as much zeal
ousness as it has protected the
rights guaranteed by the First
Amendment.

In Defense of Property

The days of substantive due pro
cess will not soon be resurrected,
but the judiciary can and should
take a more active role where con
tract and property rights are in
volved. At the least, the Court
should reconsider its self-effacing
position that it has no competence
to judge whether a law is a
reasonable method of achieving a
legitimate purpose. The state
should be required to do more than
merely allege its conclusion that a
restriction on freedom is necessary
to prevent a significant evil. It
should have to demonstrate that
the restriction actually does make a
contribution to the end sought. 14 A
good many useless and even coun
terproductive statutes would fail
under such scrutiny.

Or the Court could adopt a least
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restrictive means approach. In such
a case as Ferguson v. Skrupa, for in
stance, the Court would in effect
say to the legislature, "If you wish
to prevent abuses in debt adjusting,
you may do so, but you will have to
find some way which is less restric
tive of personal freedom than an
outright prohibition on entering the
business." What this would accom
plish would be to compel legislative
bodies to take cognizance of the
fact that liberty and property
rights under the Fifth and Four
teenth Amendments are not archaic
notions which will take a back seat
to a scheme of regulation for every
"problem" the legislators may
discern, but that they are indispen
sable components of freedom which
must be given appropriate weight
in the balance of competing in
terests.

Final responsibility for our
decline in freedom lies with the
courts. Retreat from the old
vigilant protection for the rights of
liberty and property was so com
plete that for many years we have
lived with a presumption that
anything the state did in the way of
economic regulation was reasonable
and of sufficient importance to
justify the diminution in the
citizen's freedom. Our freedom has
thus been left to the mercies of
elected representatives who more

often than not are concerned only
with satisfying the demands of
assorted interest groups, to the
detriment of the public at large. It
is time for the courts to resume
their intended role as defenders of
the citizen against rapacious and
authoritarian legislation, restoring
the words liberty and property to
their proper respect under the Con
stitution. f)

- FOOTNOTES 
1198 U.S. 45 (1905).

2208 U.S. 161 (1908).

3236 U.S. 1 (1915).

4261 U.S. 525 (1923).

5244 U.S. 590 (1917).

6278 U.s. 235 (1929).

7The "switch" actually relates to the
Court's position on the meaning of "interstate
commerce" which Congress may regulate
under Article I, section 8. Compare Schechter
Poultry Corp. v. U.S., 295 U.S. 495 (1935) with
N.L.R.B. v. Jones & Laughlin Stee4 301 U.S. 1
(1937).

8291 U.S. 502 (1934).

9300 U.S. 379 (1937).
10313 U.S. 177 (1941).

11348 U.S. 483 (1955).
12372 U.S. 726 (1963).

13Lynch v. Household Finance, 405 U.S. at
552 (1972).

14Such a means-oriented test has recently
been advocated by at least one commentator.
See Gunther, "Foreword: In Search of Evolv
ing Doctrine on a Changing Court: A Model
for a Newer Equal Protection," 86 Harvard
Law Review 1.



~\\" \NFLATIO",

Henry Hazlitt

FOR the first time in the history of
the world, practically every country
is on a paper money basis and
every country is inflating. It is in
structive to recall how this has
come about.

For a full explanation, we must go
back at least 63 years to the out
break of World War I in 1914. The
first thing that happened, almost
on the day the war broke out, was
that the belligerents suspended the
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convertibility of their currencies in
to gold.

It is important to remember why
they did this. They did not do it
because they suddenly discovered
that gold was out of date, that it
was a "barbarous relic," that a
paper standard was altogether
more modern, efficient, and scien
tific. They did it, on the contrary,
because gold had suddenly become
too valuable. It was a precious war
resource. The belligerent govern
ments knew they would need it to
buy arms and food from neutrals
abroad, and that gold was the only
currency other countries would ac
cept. They found this out very
quickly. England, for example,
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declared war on Germany on
August 4. A run developed on the
Bank of England. The gold reserve,
which had been £38.6 million in Ju
ly, was pulled down within a few
days to £26 million. Convertibility
was suspended on August 5. In ad
dition, export controls were im
posed on gold.

On Again, Off Again

When the First World War ended,
some of the belligerents went back
to the gold standard. England again
is the outstanding example of the
problems of doing this and of the
mistakes that were made. Resump
tion of gold payments was under
taken-at the pre-war rate for the
pound-in 1925. But two greatly
changed circumstances were over
looked. First, there had been an
enormous expansion meanwhile in
the issuance of British currency and
credit-that is, in the amount of
paper pron'lises that people might
want to convert into gold. And sec
ond, as a result of that, prices had
risen substantially. If in 1925 the
currency had been made convertible
only at a correspondingly higher
"price" for gold, the resumption of
gold payments might have worked.
But the resumption at the old rate
made gold too much of a bargain,
and forced a contraction of British
credit and a fall in prices.

In September, 1931, England
went off the gold standard once

again. The U.S. likewise abandoned
the gold standard, at its old rate of
$20.67 an ounce, in 1933. Unfortun
ately, it was not the war and post
war inflations in both countries
that were blamed for this result, or
the ill-advised retention of the old
gold-conversion rates, but the gold
standard itself.

When the Second WorId War
broke out, in September, 1939,
many of the world's currencies were
again thrown into chaos, and for
substantially the same reasons as in
World War 1. But this time, before
the war had even ended in May,
1945, the representatives of some
43 nations were invited by the
United States to a conference at
Bretton Woods, New Hampshire, to
try to set up a new international
currency system.

ATenuous Link to Gold
What they set up, under the lead

ership of Lord Keynes of England
and Harry Dexter White of the
United States, was a compromise
designed to please the advocates of
paper money, "flexibility," and "na
tional independence" or "self
determination" of currencies, but at
the same time to reassure conser
vatives that these currencies would
retain a "link" to gold. The sup
posed great merit of the new system
was that the monetary role of
gold-the "tyranny" of gold
would be drastically reduced.
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Only one currency, the U.S.
dollar, would have to be convertible
into gold-and ~ven then no longer
at the demand of anybody who held
dollars, but only at the request of
foreign central banks. All the other
currencies were to be kept converti
ble merely into the dollar. With the
dollar anchored to gold, and all the
other currencies tied to the dollar,
stability was to be assured, and the
need for gold reserves to be
minimized.

The system seemed to relieve
every other country but the United
States from strict monetary disci
pline. If any country got into trou
ble, it was assured almost
automatic loans and creditto bail it
out. The agreement also provided
that any nation could at any time
devalue its currency by up to 10 per
cent, and explicitly stipulated that
"the Fund shall raise no objection."
The real but unstated and unac
knowledged purpose of the Bretton
Woods Agreements, as the present
writer pointed out at the time (in
The American Scholar, Winter
1944-45) was "to make resort to in
flation easy, smooth, and above all
respectable. "

Signs of Breakdown
As early as 1949 the system

started to break down. The British
pound was devalued 30 per cent on
Sept. 18 of that year-from $4.03 to
$2.80. Twenty-five other currencies

were devalued within the following
week. In· succeeding years there
were literally hundreds of devalua
tions of currencies in the Fund.

The real but unstated and un
acknowledged pu rpose of
the Bretton Woods Agree
ments ... was to make resort
to inflation, easy, smooth,
and above all respectable.

As early as 1949 the sys
tem started to break down.

What had been overlooked from
the beginning was the enormous in
crease in the burden and respon
sibility that the Bretton Woods ar
rangements put upon the United
States. For the other' countries

c could hold dollar reserves on the
assumption that this was just as
good as holding gold. But their cur
rency stability was, in fact, made
dependent on the soundness of the
dollar.

Ye,t successive U.S. governments
remained completely oblivious of
the gravity of the responsibility we
had assumed. Our officials kept
undermining the dollar-by foreign
aid, huge domestic spending, chron
ic and mounting budget deficits,
and by pushing down domestic in
terest rates and increasing the
money supply. By 1968 we had
practically ceased keeping the
dollar convertible into gold, even
for central banks. And on August
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15, 1971 we abandoned the gold
standard openly and officially.

Our repudiation of our solemn
commitment was followed by moun
ting inflation, devaluations, and
monetary demoralization every
where. There seemed no longer any
point in maintaining fixed exchange
rates. There was not even any
agreement on what they could be
fixed to.

At the end of this article I append
three tables, published over a 20
year period by Citibank (formerly
First National City Bank of New
York) in its Monthly Economic Let
ter.

What I have labeled Table I ap
peared in the bank's letter of
December, 1956. It shows the de
preciation of the purchasing power
of money in each of 16 countries
listed, in the ten years from 1946 to
1956, as measured by the rise in of
ficial cost of living figures. The
third column calculates the annual
rate of depreciation in those years,
compounded.

The bank's original purpose in
making this calculation was to
show how much annual interest a
saver in each country would have
had to receive, and reinvest at com
pound interest, to have the same
amount of purchasing power in
1956 as he had in 1946. In nearly
every country, the table revealed, if
he had bought and held his own
government's bonds, he would not

only have received no net interest,
but would have lost heavily on his
real principal.

Table II, published in the bank's
monthly letter of July 1967, shows
the depreciation of the purchasing
power of the money of45 countries.
It carries the record from 1956 to
1966. In addition, it calculates the
annual rate of currency deprecia
tion in each of these countries dur
ing the ten years 1956 to 1966.

Table III, which appeared in the
September 1976 letter, compares
the purchasing power of money for
50 countries-25 industrial coun
tries and others in Europe, and 25
"less developed" countries-from
1965 to 1975. It also calculates
their annual rate of depreciation for
the five years 1965 to 1970, and for
the five years 1970 to 1975.

Depreciation Rates Compared

From .these tables the interested
reader can calculate the approx
imate depreciation over the full 30
year period of anyone of at least 16
of these currencies, and the 20-year
depreciation of most of the rest. I
had originally intended to con
solidate these three tables into a
single one, but it seems to me more
instructive to present them
separately in their original form,
because much more is brought out
by comparisons between them, and
consolidated tables would add little
of importance.
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What the three tables show is not
only that for nearly all these coun
tries the inflation is at least 30
years old, but that its long-term
tendency has been to accelerate
rather than diminish. In the ten
years 1946 t-o 1956, the median
depreciation among the 16 curren
cies included in the table was 4.3 per
cent a year. In the next ten
years-1956 to 1966-the median
depreciation among the 45 curren
cies included was still only 3.4 per
cent per year. In the five years from
1965 to 1970, however, the median
annual depreciation among the cur
rencies of 25 industrial countries
was back to 4.4 per cent and of 25
less developed countries to 4.2 per
cent. And in the five years from
1970 to 1975 the median annual
depreciation among the industrial
countries had risen to 8.5 per cent,
and among the less developed coun
tries to 10.3 per cent.

I have compared the median rates
of currency depreciation in these
four periods-that is, the annual
rate of depreciation in the middle
country in each table-because to
have figured and presented the
average annual rate of depreciation
shown in the respective tables
would have given a much exag
gerated impression of the extent of
the general worldwide inflation. To
cite only the median depreciation,
on the other hand, greatly under
states what has happened. In the

first decade listed-1946-1956-for
example, the Chilean peso lost 95
per cent of its value. In the second
decade-1956-1966- the Brazilian
cruzeiro lost 98 per cent even of its
1956 value, though it had already
lost 74 per cent of its 1946 value in
the preceding decade. Then in the
decade 1965-1975 the Chilean and
Argentine pesos lost more than 99
per cent even of their appallingly
shrunken 1965 purchasing powers.
Few of us can adequately conceive
the extent of the tragedies that
these depreciations brought to
millions of families in the countries
involved.

A Bad Example
In one regard, the generally in

creased worldwide rate of inflation
since 1970 was what might have
been expected. For when the United
States abandoned convertibility of
the dollar into gold, it not only set
an example in itself demoralizing,
but it left no fixed standard for
other currencies to hook themselves
on to.

(The Special Drawing Rights
SDRs-issued by the International
Monetary Fund, had never been di
rectly convertible into gold, and
they were quickly revalued as a
daily-fluctuating average or "mar
ket basket" of sixteen paper cur
rencies, each itself· hourly chang
ing.)

But the American desertion of
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gold convertibility in 1971 was, of
course, merely an additional. cause
of a worldwide inflation that had
been going on ever since the out
break of WorId War II. That infla
tion started when the governments
directly involved had to increase
their budget expenditures at almost
any cost in order to prosecute the
war. But when the war was over,
they did not prudently return to
their previous level of expenditures.
They had also enormously in
creased their tax revenues, even if
not proportionately to their war ex
penditures, and instead of cutting
taxes back to peacetime levels, they
increased or added all sorts of
"welfare" measures-mainly vote
buying handouts to pressure
groups-to make use of the new
revenues. What no one sufficiently
realized was that once these welfare
measures were established, it would
come to be regarded as political
suicide by the politicians in power
to attempt to cut them off or even
diminish them.

There has been still a third reason
for the increasingly widespread in
flation in recent years. The Bretton
Woods Agreements, as we have
seen, gave explicit sanction to de
valuation-provided it did not ex
ceed 10 per cent in any single step.
Now when Alphasia, which borders
on and does a lot of trade with
Betavia, devalues, a first effect is
for the citizens of Alphasia to in-

crease their exports to Betavia, and
to reduce their imports from it,
because immediately following the
devaluation the cost of Alphasia's
goods are lower in Betavia and the
cost of Betavia's goods are higher
in Alphasia. But this means that
Alphasia's devaluation can serious
ly unbalance and disrupt Betavia's
trade. This may lead Betavia to
declare a "protective" devaluation.

The only thing that seems likely
to diminish such competitive
devaluation, if not to bring it to a
halt, is an increasing recognition
within each country that the sup
posed trade "advantages" of a
devaluation are both transitory and
illusory; and that the great body of
the citizens of the country that
either initiates or follows the prac
tice are in the long run hurt far
more than helped by it.

Cure for Unemployment

But on top of all these there has
been still a fourth major reason for
worldwide inflation. This is the fix
ed idea that inflation is necessary to
prevent or reduce unemployment.
To the extent that there is any
truth in this, it is true only for one
reason: As long as the special legal
immunities and privileges now
granted to labor unions in most
countries enable those unions to ex
act wage-rates higher than the ex
isting market can sustain, more
inflation- higher prices-will seem
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necessary to make the higher wage-
rates payable. Otherwise-as I have TABLE II
shown elsewhere-the belief in the Indexes of Annual
necessity for inflation as a remedy value of money depreciation,

for unemployment has no real basis. Country 1956 1966 compounded

Lord Keynes gets perhaps too Guatemala 100 100 0.0%
much credit-or blame-as the in- Venezuela 100 90 1.1

Honduras 100 86 1.5
ventor of this myth. When his United States 100 84 1.8
General Theory ofEmployment, In- Luxembourg 100 83 1.9

terest, and Money appeared in 1936, Canada 100 82 2.0

our own government, for one, had Australia 100 82 2.0
Greece 100 81 2.1

already' been following policies of Thailand 100 80 2.2

uninterrupted deficit spending for
Belgium 100 80 2.2

six fiscal years. Keynes's theories South Africa 100 80 2.2
Germany (West) 100 79 2.3

simply supplied a more elaborate Portugal 100 78 2.4

rationale to justify what politicians Switzerland 100 78 2.4
New Zealand 100 77 2.6

had already been doing. But his
authority and prestige prolonged

Ecuador 100 76 2.6
Austria 100 75 2.8

and intensified the disease. , U.A.R. (Egypt) 100 75 2.9
United Kingdom 100 74 2.9
Italy 100 72 3.2

Ireland 100 72 3.2
TABLEt Norway 100 72 3.3

Netherlands 100 71 3.4
Indexes of Annual Pakistan 100 70 3.5

value of money* depreciation, Iran 100 70 3.5
Country 1946 1956t compounded

Philippines 100 70 3.6
Switzerland 100 86 1.5% Denmark 100 69 3.6
Germany 100 72 3.2 Mexico 100 69 3.7
India 100 72 3.2 Sweden 100 68 3.8
United States 100 71 3.4 Japan 100 66 4.0
Venezuela 100 70 3.5
Netherlands 100 67 4.9 France 100 62 4.7
Canada 100 65 4.2 Finland 100 60 4.9
South Africa 100 65 4.2 China (Taiwan) 100 58 5.2
Sweden 100 65 4.3 Israel 100 58 5.4
United Kingdom 100:1: 65 4.6 India 100 57 5.5
New Zealand 100 59 5.2
France 100# 58 6.5 Spain 100 49 6.9
Mexico 100 47 7.4 Vietnam 100 46 7.4
Australia 100 46 7.5 Turkey 100 45 7.7
Brazil 100 26 12.7 Peru 100 41 8.5
Chile 100 5 25.3 Korea 100 33 10.5

Colombia 100 32 10.8
Note: depreciation computed from unrounded data. Bolivia 100 25 13.0
*Measured by rise in official cost of living or con- Chile 100 10 20.6
sumers' price index. Argentina 100 6 24.5
tLatest month available. 1:1947 #1948. Brazil 100 2 31.0





The Technician's
in Advancing
Liberty

William D. Burt

SPREADING the idea of liberty is
often thought to be the sole pro
vince of the philosopher, the
political theorist, the economist.
Not so! Freedom is a prerequisite of
successful use of the human mind,
from which all human action
originates. Thus, it is everyone's
concern. And the insights of many
occupations and professions,
especially those I will label the
"technicians"-engineers, planners,
scientists-can be of considerable
assistance in advancing liberty.

How? Certainly their expertise in
pointing to the ways in which a free

Mr. Burt is president of the Association for Rational
Environmental Alternatives, a national organization
of professionals dedicated to the advancement of
private nongovernmental alternatives for the plan·
ning and use of the environment.

For further information about the work of the
organization, Mr. Burt may be reached at 532 Pros·
pect Ave., #3, Brooklyn, N.Y. 11215.
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economy would enrich our lives can
not be the main tool for
"marketing" liberty. That main
justification rests on the premise
that liberty from coercion is the on
ly social condition consistent with
human nature. To emphasize the
market's abundance over its essen
tial morality traps one into the very
old error of supposing that produc
tion and prosperity are automatic.

Now, it is true that people will
achieve their just aims more suc
cessfully in freedom than under the
point of a gun, but there is no
assurance that the streets will be
paved with gold. And, as an
historical aside, one may fairly say
that some of the most massive
government intrusions into
American busine s s - r aBroad
regulation and land use control in
particular-received impetus from
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the keen disappointment expressed
by immigrant settlers who had been
promised "America, land of plen
ty," not "America, land of liberty."

Philosophy Spurned

It is not enough, however, to con
tinually reiterate to the public at
large that the good human ex
istence requires the banishment of
coercion. "Oh, that's just philoso
phy," will come the retort, meaning
"Oh, that's just gibberish." And,
after the way in which philosophy,
law, and economics have been
abused in the service of state expan
sion, it should surprise no one that
many people who quietly practice
justice and individualism in their
own lives nonetheless reject any
philosophical argument as just
another attack upon their liberties.

Thus it may seem that we are
hemmed in. We know that promis
ing a cornucopia which no man can
guarantee is not the way to teach or
justify the freedom philosophy. On
the other hand, slavishly repeating
first principles is not appropriate,
either. The middle ground-simply
compromising the two methods-is
worst of all.

The paradox is more apparent
than real, however. What is repre
sented as one problem-disseminat
ing the freedom philosophy-ac
tually involves two distinct sub
problems: translation and teaching.
Before a rational being can be asked

to judge a proposition, he must
have it presented in a way that is
meaningful to him. Only this can
give him the incentive to expend the
effort of understanding it more
thoroughly. Where the words to ex
press the proposition do not exist in
his language (or where those which
do exist are all suspect), then a prac
tical demonstration may be
necessary and appropriate.

In the minds of many potential
adherents, libertarianism will re
main just another "absurd"
philosophy ("like all the rest ...")
until these individuals are given a
reason to believe that "it works";
Le., that it is consistently relevant
to the real world. It implies no
diminishing of our commitment to
philosophical integrity to supply
this reason. It is precisely here that
the libertarian technician can
answer the public's "show me"
stance, and thereby stave off ac
quiescence to the nostrum that
government must "do" something.
Let's see how.

Land Use

Groups of citizens fighting tooth
and nail to salvage their property
rights from ever-increasing land use
regulation have been with us almost
as long as the zoning ordinance
itself. But their role has been
primarily defensive, and until very
recently most would have agreed
with the State planners' major con-
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tention that land use control is
necessary to counteract the
"chaos" of the marketplace, that
only low density and slow property
turnover make an unregulated
market in land possible. Having
conceded this, it becomes only a
question of "when," not "whether,"
property rights are to disappear
under a net of zoning regulations
and the like.

Planners have told me that it was
common knowledge and even a bit
of an embarrassment within the
planning profession that Houston,
Texas, along with several other
medium-sized American cities had
long managed quite well without
zoning. From another angle, those
of us who admired the splendid new
shopping malls built in recent years
could see that much of the order
and aesthetic excellence supposedly
attainable only through regulation
was being promoted by private
managements. But knowledge of
the true extent of this phenomenon
was bottled up within the real
estate business. That is, until free
market oriented "technicians" in
formed the public that what
"couldn't be done" was being ac
complished by private enterprise.

Bernard Siegan's Land Use
Without Zoningl carefully studied
Houston's non-zoning, and sent

1Published by D.C. Heath and COI:lpany,
125 Spring St., Lexington, Mass. 021.73,1972.

what may be properly called a shock
wave through the hundreds of local
zoning debates going on across the
country. Aside from the obvious
snag placed in the way of the zoning
juggernaut, Siegan's book
awakened interest in the free
market institution of private
covenants-a kind of voluntary zon
ing wherein purchasers of property
agree to land use restrictions placed
on the deeds by the neighborhood's
developer, or by unanimous ap
proval of all the landowners in a
neighborhood. Worked out in
various degrees of elaboration and
enforced as normal contracts,
Houston's diverse welter of
covenants has demonstrated a
capability of providing both
neighborhood security and the flex
ibility needed to accommodate
change in America's fastest grow
ing city. Testament to the system's
adaptability is the fact that some of
the city's best-acclaimed private ur
ban renewal would not likely have
been permitted under a traditional
zoning ordinance.

The Art of Community

In The Art of Community2 an
thropologist Spencer H. Mac
Callum called attention to progress
in managing the social aspects of

2PubIlshed by The Institute for Humane
Studies, 1177 University Drive, Menlo Park,
Calif. 94025, 1970.
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hotels, shopping centers, industrial
estates, mobile home parks, and
other forms of the "proprietary
community," where the public en
vironment (often including tradi
tionally "government" services) is
provided and maintained by a
private owner management.

Proprietary communities and,
with them, the fast-growing profes
sion of real estate management, suc
ceed precisely because they satisfy
by voluntary arrangement between
owner and tenant the very real
"community" environmental needs
which government has only infre
quently and poorly met. The
reason? Proprietor and tenant are
bound by explicit contract, and
each rewards the other only for per
formance. A complete disjunction,
on the other hand, lies between ill
defined, grudgingly-delivered gov
ernment services and the method
by which they are priced: taxation
by force.

The record of proprietary com
munities is already remarkable
enough to lend considerable
credence to MacCallum's claim that
fractionated small-lot "private"
ownership interspersed with and
fronting on government "no-man's
land" and entangled with coercive
regulation represents a breakdown
in community organization, and is
an interim step between the former
"society of kinship" and an evolv
ing "society of contract." Almost

overlooked by property-rights par
tisans fighting the intrusion of land
use legislation, this important free
market trend identified by Mac
Callum has done much to restore
hopes and stimulate new ways .of
thinking. As with Siegan's non-zon
ing, proprietary communities pro
vide a means to rescue people from
the despairing conclusion that pub
lic amenities must be provided by
government's armed might.

Dealing with the Various
Problems of Pollution

It is in dealing with the problem
of various kinds of pollution-soil
runoffs, water-borne effluents, and
noxious particles dispersed into the
air-that the philosophy of the free
market seems to be at its weakest. I
have never known anyone to be per
suaded by the nonetheless valid
proposition that the solution lies in
defining and enforcing property
rights. All the more valuable, then,
if a resourceful libertarian techni
cian can shed some light on how. a
private property system could meet
this tough challenge.

Those close to the problem report,
first of all, that conflicts among
competing demands for a resource
used in common are not at all
unusual in the historical develop
ment of property law. Mineral
rights, construction airspace rights,
various rights-of-way all illustrate
the fact that technological progress
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through the years has continually
brought more and more parts of the
natural environment into the realm
of scarce goods. That we are, as
they say, always placing greater
demands upon the universe's
resources, is something to be re
joiced in, not lamented. For the
underlying reason is man's increas
ing ability to make his environment
serve his needs, to make useful,
transact-able property out of what
was formerly an inert general condi
tion of human existence. As the
market place evolves new kinds of
property, so must the law recognize
new applications of the principle of
property.

The problems of determining the
rights bound up in any given kind of
ownership are knotty enough in any
case, but when law is prevented
from resolving conflicts among
competing demands for a scarce
resource, those conflicts can only
multiply and be exacerbated.

Air and water, which long ago
became scarce goods in certain con
texts, have remained· forcibly com
munalized in such a fashion. And we
have seen that regulation of their
use "in the public interest" has
proved to be a device for managing
but not resolving conflict. (This
should surprise no one. As we are
incessantly reminded, the State ex
ists to manage conflict-implying
that State interventions prevent
anarchy from breaking out on the

market. But it also means that the
government's interest lies in
creating and maintaining, albeit
within "manageable" limits, con
flict which the market would
resolve.)

Practices Vary

Polluters are licensed to continue
dumping in many cases where clear
injustice results, and in other in
stances people are constrained from
using their environment even
though allegedly injured neighbors
do not object. If justice emanates
from this system, it is quite by acci
dent; the only sense in which
government air and water quality
standards are not arbitrary is that
they represent the reachable com
promise among the various groups
in political power. (This includes
mollifying the public's intellectual
leaders that such standards are pro
perly dressed in the trappings of
scientific method.) As with land use
control, government's coercive com
munalization of natural resources
does not offer an alternative
method of resolving competing
demands; regulation merely con
stitutes a failure to properly deal
with the issue.

"The market," which is nothing
more than many individuals each
possessed of his own perception of
justice, has no single instant
answer to the pollution problem,
either. That magnificently com-



1977 THE TECHNICIAN'S ROLE IN ADVANCING LIBERTY 345

prehensive and consistent body of
free market jurisprudence, the com
mon law of property, took centuries
to evolve. But the crucial catalyst
toward the development of any
such law was and is the acknow
ledgment of the application of pro
perty rights to all scarce goods.

Working from this premise, the
Chester County (Pa.) Conservation
District has shown how soil erosion
runoff problems--and, one might
suggest, other kinds of pollution
might be handled on the free
market. Executive Conservationist
Marshall Haws, with the endorse
ment of the county planning com
mission, has developed a model ar
bitration procedure which replaces
detailed runoff regulations present
ly found in most municipal subdivi
sion ordinances.

Aside from the fact that people
are allowed to choose their own ar
bitration panel instead of submit
ting to a municipally-appointed zon
ing board, the proposal's most
significant effect is to extract
runoff litigation from the sphere of
arbitrary regulatory standards and
to fix property rights in certain
runoff levels. For the arbitration
process, in the words of the Chester
County storm water management
bulletin, is designed to " ... permit
the property owner to do anything
he wants to do on his property, so
long as he does not interfere with
the right of his neighbor to do

anything he (the neighbor) wants to
do on his property. One teacup of in
creased runoff or one teaspoonful of
mud passing a property owner's
boundary onto a neighbor's proper
ty is doing damage to that property
and is an interference with property
rights."

Signs of Progress

Problems remain, obviously. For
instance, it is not at all clear from
this proposal whether a "just" level
of runoff should be based upon a
status quo, or upon some earlier,
perhaps "natural condition"
criterion. But everything needs to
be evaluated within its context.
Marshall Haws' plan for dealing
with runoff pollution takes a major
step away from coercively-imposed
and non-property rights based or
thodox regulations, acclimates the
state to eventual disengagement
from these matters, and inspire~ in
dividuals to begin solving the
theoretical and technical problems
of fixing property in previously
communalized goods.

Already, the supervisors of East
Brandywine (Pa.) township have
resolved that the water in the
township is the property of
residents rather than governmental
authority, and the trend towards
thinking of pollution in property
terms will receive further impetus
from the recent case of Breiner v.
C&P Home Builders (U.S. Court of
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Appeals, 3rd Circuit), which found a
construction company liable to
landowners for increasing the flow
of water onto their land.

Thus we have two of many possi
ble examples demonstrating the
comprehensiveness, consistency,
and real-world relevance of the
freedom philosophy. In the en
vironmental· field alone, private in
novations in energy, transporta
tion, natural resource management,
recreational/scenic land use, and
"privatization" of services like
water, sewers, solid waste disposal,
and others all provide equally
thought-provoking evidence
against the blithe assumption that
the market is somehow impotent to
satisfy these needs. These innova
tions have been produced and ap
plied by the largest multinational
corporations and by independent
back-to-the-Iand homesteaders.
Their appeal knows no class bar
riers. In the place of the State's
hocus-pocus and misbegotten pro
mises, they offer the picture of real
people freely constructing real solu
tions to their problems.

One would be amiss to not
acknowledge the caveats and
limitations of our technician's role.
People choose various productive
occupations for reasons which,
though they may be interesting in
another context, are irrelevant to
the purpose of advancing liberty.
As libertarians, we are not in-

terested in these private alter
natives for their own sake, but for
their capacity to introduce people
to the ethic of freedom. Nor is it
good reasoning to regard presently
suggested alternatives as
"blueprints" for what will take
place on the free· market when the
floodwaters of government in
tervention recede some sunny day.

The Rightness of Freedom
It also needs to be noted that

there is no "practical" answer at all
to the collectivism, egalitarianism,
and sheer hatred of free productive
enterprise which sometimes
underlie statist appeals. Only
philosophy can respond to these
assaults. The technician's
counterexamples to the alleged inef
ficacy of the private property
system are intended solely for those
who have been simply misguided by
generations of unceasing statist
propaganda.

For those who already recognize
the fundamental moral value of
liberty, knowledge of practical
private alternatives to government
force is a celebration of the
rightness of freedom. Who is not
happy knowing that, if he were of
fered the chance tomorrow, he could
begin building a free and just
world? It reaffirms an old truth:
that in the long1"un, it is capitalism,
not statism, which is creeping up on
mankind. ~
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Clarence B. Carson

6. Russia :The Communist Facade
THIS STORY is said· to have been told
by a man who served as a tour guide
in and around Detroit, Michigan.
One day he was assigned to show
Ford's River Rouge plant to a
group of visiting Russian engineers.
The guide noted that they were
soon in a jovial mood, laughing,
talking, and generally in a festive
spirit. Just as they passed the huge
parking lot filled with cars, they
became even more animated than

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around the
world.

usual. The one who spoke the best
English addressed this question to
the guide:

"Do they prepare themselves like
this to impress all their visitors? Or
is it just for us?"

"What do you mean?" the guide
asked.

"The impressive number of cars.
It's a flattering illustration of
Ford's capacity for production."

The guide pointed out that Ford
would hardly have arranged such a
display since the cars were used and
some of them were old. Moreover,
the visitors must have already
observed that there were many cars

347
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in the United States. But his
answer did not satisfy the Russian.

"Then to whom do they belong?"
"To the people who work at the

plant and in the offices. Workers."
"You're kidding," he said, "so

many cars?"
The guide explained that many of

the Ford employees owned their
own cars. The Russian declared
that such a notion was typical pro
paganda. There was a way to prove
it, the guide .said. It would only be
necessary to ask workers to whom
they would talk on the assembly
line whether they owned cars or not.
But that would prove nothing, the
Russian maintained.

"We know that old trick. The
plant is well prepared for their visit.
Every worker has learned by heart
how to answer our questions. Un
less he wants to be fired or arrested
he'll have to give the proper
answer."

All right, if asking them in the
plant would not prove anything,
why not wait until the shifts
changed, and as a worker ap
proached his car, ask him whose it
was? But the Russian was only
amused:

"What do you take me for?" he
asked, ."an idiot? It's simple to
stage such a show. I don't hold
Americans for bunglers. If you do
something, you do it well. You are a
big nation, and you know how to
deal with other nations."l

Nothing could convince the Rus
sian that it was not a show staged
for the benefit of the visiting
engineers.

Variations on this story have
been told a good many times. It is
sometimes told to illustrate the
disparity between the material con
dition of Soviet workers and those
in the United States. That is un
doubtedly an important point, but
it is not the one to be emphasized
here. It may also be told to call at
tention to the fact that tours in the
Soviet Union have for many years
had a carefully arranged itinerary
through areas prepared in advance
to provide a good impression to
visitors. This brings us somewhat
nearer the point, but does not begin
to comprehend all that is involved
in it.

A Massive Propaganda Effort

What is involved is an attempt to
grasp the impact of an idea which
has had the Russian Empire in its
grip for about sixty years. That im
pact is by no means easily under
stood. Our understanding of any
complex development, or of any
thing, for that matter, is always
partial and incomplete. In the best
of circumstances, our vision is im
paired by the limitations of the
angle we are taking, by our inclina
tion to put new wine into old bot
tles, i.e., to fit the new experience
into the confines of what we already
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knew, and by· the tendency to put
the best or the worst face on a
thing. But these usual obstacles to
understanding are greatly aug
mented in the case of the Soviet
Union by a massive propaganda ef
fort and by a concerted deliberate
effort to conceal the truth.

Communism has been deliberate
ly hidden behind a facade, a more
extensive facade than has ever been
erected before, a facade of such
dimensions that the parable with
which this article begins may have
actually occurred, either once or
many times. That is, the Russian
people are familiar with such an ex
tensive facade that. they could ac
tually imagine that Ford Motor
Company would arrange an im
mense spectacle of automobiles to
deceive a few obscure visiting
engineers.

Facade vs. Reality

There are two common ways of
misinterpreting the facade. One is
the obvious mistaking of the facade
for the reality of communism. The
literature on Soviet Communism
abounds with examples of people
who returned from visits to Russia
and wrote favorable accounts of
what they saw, accounts whose
credibility depended upon accept
ing the facade for the whole reality.
The other misinterpretation comes
from those who have grasped the
dimensions of the facade and

perceive the gigantic hypocrisy
which has produced it. Such
hypocrisy, they tend to conclude,
can only mean that communism is
only a sham, that Communists are
hypocrites hiding their lust for
power behind an ideological mask.

There is a goodly amount of
literature, produced mainly in the
last decade or so, which offers much
inferential evidence in support of
this interpretation. Nonetheless,
those who draw this conclusion
have got the matter wrong-end-to.
They are looking at the effect and
are mistaking it for the cause. The
facade is an effect; so are the power
opportunities. The love of power
resides in every breast, dormant or
active; the lust for power is an ef
fect of opportunities to wield it
without let or hindrance. Com
munist ideology is not a mask; it is
a cause. It is the cause which has
produced the above effects. Before
explaining why, how, and· in what
ways the facade is an effect,
however, it is in order to explore the
dimensions of the facade in the
Soviet Union.

The Several Soviet
Governmental Fronts

The government of the Soviet
Union is a facade. An elaborate
governmental structure exists in
the Soviet Union, a structure which
bears no relation to decision making
and very little to the exercise of
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power. In theory, the power of
government is vested in the
Supreme Soviet, which is composed
of a Council of the Union and a
Council of Nationalities. Members
are elected by universal suffrage,
and more than 90 per cent of those
eligible usually vote. When the
Supreme Soviet is not in session,
which is most of the time, its
legislative functions are supposed
to be performed by an executive
body, called a Presidium. What
could be more democratic?

Except that the Supreme Soviet
is only a facade, window dressing,
so to speak. It merely approves the
decisions that have already been
made. There is usually only one can
didate for office, and he (or she) has
been selected by the powers that be.
In reality, there is no impact upon
the government from the populace.
Actual power is supposed to be
wielded by the Communist Party,
whose membership over the years
has ranged from, say, 2 million
members upwards toward 10
million. There is an elaborate struc
ture of party organization from bot
tom to top which parallels that of
the formal government. But the
Party is not a decision making in
stitution; it is a decision executing
institution. The way it works has
been described by a historian thusly
(He refers to the Stalin Era, but
much the same could be said for the
whole period of Communist rule.):

Huge as it was, the Communist party
entrusted its authority to a Central
Committee of some seventy or more....
Directing the labors of the Committee,
and indeed of the mighty USSR as a
whole, was the party Politburo, called
the Presidium after 1952, usually of
about sixteen men and women. This
powerful, self-perpetuating institution
responded in the final analysis to the
will and whims of the' arbitrary despot,
Joseph Stalin.2

I t should be clear, then, that the
governmental structure involves
not one facade but a series of
facades in a row, as it were, each
lower in visibility or height as it is
looked at from front to back but
greater in power. Popular elections
are entirely facade, the most visible
and the least substantial of the
facades. The Supreme Soviet, the
"parliament," is a front which exer
cises no real power. Its Presidium
technically wields power, but it is
actually a mechanism to be manipu
lated by those further behind the
scenes. The Party, too, is a facade,
in that it is a symbol of rather than
the real source of power. Even the
Politburo, or Party Presidium, has
sometimes been mainly a facade, for
its members have been subject to
the will of the single man in charge.

The Role of the Party
Nonetheless, the Party is most

important. He who can speak for
the Party, i.e., lay down the Party
line, rules the Soviet Union. The
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Party is not so much the base of
power, though in periods when
there is a contest for dominance
within the Politburo it may
sometimes have been, but it is
always the ideological arm of
power. As one man becomes domi
nant, his base of power becomes his
control of all armed force, especially
the secret police, for through them
he controls all else. But all this'
hinges on control over the Party,
which is a way of saying that it
depends upon making the "correct"
interpretation of ideology.

Lenin's greatest invention was of
the facade of party rule. He did not,
of course, invent party rule, for that
had existed in England, say, before
Karl Marx was even born. Party
rule in England is a device for rule
by majority, and the party claims
its right to rule on the basis of
popular election and ability to ob
tain majorities on key issues in the
House of Commons.

Communists neither necessarily
have nor do they claim to rule by
majorities. The Communist Party is
not a political party in the accepted
or expected sense. I t does not claim
to be a part; it claims to be the
whole. That is, it claims to act for
all those who have any right to rule,
i.e., the proletariat, the peasants, or
whoever. It claims this right on the
basis of ideology. It acts not by ma
jorities but in unison and under
strict discipline. The Party is a

facade; the reality is ideology, and
the personification of reality is the
one man, and there can only be one
man, who can set forth the correct
interpretation of ideology. Every
member of the Party must then ac
cept this line or be subject to expul
sion, or worse. Such party rule is
now the norm in many parts of the
world. It is rule by an idea.

Constitutions Used to
Promote Communism

Communism operates, too,
behind a cover of words. It may be
that the best place to examine this
facade is in the Soviet constitu
tions. There have been several such
documents. The first was promul
gated in 1918, the second in 1924,
and probably the most ambitious in
1936. They are in form constitu
tions, in content ideological, and, in
fact, facades.

In form, a constitution sets forth
the power of the government, who
is to exercise the powers of govern
ment, may prescribe limitations on
the power, and lays down the pro
cedures by which the government is
to operate. A constitution may af
firm certain rights as belonging to
the people as well as those that in
here in the limitations on the
government. The Soviet constitu
tions appear to do most of these
things. They describe a governmen
tal structure, tell how it is to
operate, and set forth certain rights
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belonging to approved classes, or to
the people generally.

But all this is misleading. One
writer attempts to get around this
fact by ascribing a different pur
pose to the Soviet constitution than
that of traditional ones. He says,
"In the Soviet Union, the Constitu
tion . . . is regarded far more as a
symbol or summary of the existing
structure of government than as an
immutable blueprint; it is descrip
tive rather than prescriptive.... "3

To which it must be replied that the
constitutions are not very accurate
as descriptions, either, but, if they
were, we would still say that
something which purports to be a
constitution and is not prescriptive
is not a constitution.

A Class Document

The Soviet Constitutions are
ideological in content. The first one
was professedly a class document.
"Members of the so-called exploit
ing classes-businessmen, monks
and priests , police agents of the
old regime - were disfranchised
and denied the right to hold office."
More, "The Bill of Rights was
restated in class terms. Freedom of
speech, of press, association, of
assembly, and of access to educa
tion was to be reserved to the work
ing class.... "4 They are ideological,
too, in prescribing duties as well as
rights. But they are· ideological in
the deepest sense in that they are

neither faithful descriptions of the
actual situation nor enforceable
prescriptions of what should be;
they are formal statements of the
stages in history of the Communist
Revolution in Russia at particular
times.

The constitutions are facades.
Neither the workers, nor any other
class or group enjoy freedom of
speech, press, association, or
religion in the Soviet Union. There
are no independent powers to con
tain or limit the exercise of power.
The Constitution of 1924 declared
that the member republics had an
inalienable right to secede from the
Soviet Union, but, as Stalin had
said, "the demand for secession ...
at the present stage of the revolu
tion [has become] a profoundly
counterrevolutionary one."5 In
short, secession was a right, but it
could not be permitted. The first
two constitutions did not even
acknowledge the role of the Party in
government. The Constitution of
1936 did ascribe a role to the Party,
but it did not expose it fully. The
nature of the facades erected by
constitutions is well described in
this summary by a scholar:

The Soviet regime has demonstrated
great skill in using the trappings of
mass democracy to mask the en
trenched position of the dictatorial elite
which dominates Soviet society. Con
stitutional myths and symbols have
been ingeniously adapted to contribute
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to the illusion of mass control. But the
actual configurations of power in the
system are difficult to conceal. The
political realities of Soviet life speak the
unmistakable language of one-party dic
tatorship in which ultimate power is
deposited in a narrow ruling group in
the Kremlin.6

Sometimes even traditional bran
ches of the government are largely
facade. So it is with the diplomatic
and consular services. According to
expert testimony, they serve main
ly to provide intelligence informa
tion and promote espionage in
foreign lands. "Furthermore, the
majority of personnel in Soviet em
bassies abroad are KGB [the
"regular secret police"] and GR U
[military secret police] employees.
The proportion of KGB staff of
ficers to the rest of Soviet embassy
personnel is usually two men out of
five. GRU staff officers number one
man in five."7 There is abundant
testimony, too, that even cleaning
women serve as spies, and that all
personnel in an embassy are subject
to the control of the secret police.

The Church as a Front,
Churchmen as Spies

Perhaps the strangest facade of
all is that of the Orthodox Church
in the Soviet Union. It is strange
because the Communist Party
vowed from the beginning to root
out and destroy the remains of
religion. The power of the govern-

ment was vigorously used for many
years, is still used, against religion.
Party members may not be church
goers; in general, those who have
any position or status avoid the
outward practice of religion.
Churches, monasteries, and all
sorts of religious establishment
have been closed on a vast scale.
Parents were forbidden to teach
religion to their children. Priests
and ministers have been perse
cuted. None of this succeeded in
stifling religion in the Soviet Union.
But the Communists have followed
another tack, have done so more or
less from the beginning. They have
attempted to penetrate and subvert
the churches, most notably the Or
thodox Church, to use the churches,
so far as possible, for their own
ends.

One way the Church serves as a
facade is by the hierarchy giving
vocal support for the regime.
Hedrick Smith says: "Patriarch
Pimen and other Orthodox prelates
make obligatory speeches praising
Soviet policy at home and abroad.
The Church donates millions of
rubles to the Soviet Peace Commit
tee and other Communist causes."8
Another writer states the case more
directly:

The Church is subject to the guidance
of the State Council for Religious Af
fairs, which can overrule the Patriarch
(the ruling bishop) or any Church
authority on any issue, religious or
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secular. The council exacts huge "con
tributions" from the Church treasury
for various ... causes, and compels
Church elders to lend their presence to
state occasions, particularly large recep
tions in the Kremlin to which foreigners
are invited.9

Robert G. Kaiser gives examples of
how high churchmen present a
facade to newsmen to conceal the
actual situation. These examples
came out in a press conference. The
Metropolitan declared to the
assembled press that "The State
does not interfere with the Church."
In support of his view, he pro
claimed that the Church was
publishing many new Bibles. As it
turned out, it had published 80,000
in 20 years, 4,000 per year for from
30 to 50 million believers. Those
who attended the conference were
each presented with a set· of long
playing records which contained
reproductions of the singing of
much of the Church liturgy. "The
state record monopoly made the
album, but it has never been sold to
the public. It is a special edition,
made for the Church to hand out on
occasions like this one. "10

Considerable evidence has been
accumulated that churchmen are
often used as spies by the secret
police, and that some of them may
actually be members of the secret
police. The Reverend Richard
Wurmbrand testified in this fashion
before a Congressional committee:

If you tell me that somebody is an of
ficial pastor in a Rumanian or a Russian
church, I know that he is an informer of
the Communist authorities. Without
this, you can't be.

On Sunday you preach. On Monday
you can be called to the so-called
representative of the Government Coun
cil for the Affairs of the Religious Cults,
and you are obliged to answer the ques
tions: "Who has been in your church?"
They don't care about these old ones.
"What Youth has been in church?"
"Who is a soulwinner?" If they have
confessed something, "What have they
confessed?" "Who is zealous in prayer?"
"What are their political attitudes?"ll

To the same effect, though much
less dramatically, Kaiser says, "Ac
cording to believers in Moscow, the
hierarchy is riddled with agents and
informers...."12 In this manner,
the Communists attempt to trans
form the churches into a facade.

Equality for Women
Facades abound in Soviet Com

munism. Perhaps the most ubi
quitous facade is equality. Women
are supposed to be equal with men.
It is supposed to be a land without
special privilege, where even top
Party officials receive only modest
salaries. Inhabitants of rural areas
are in theory equal to city dwellers.
Though this facade is not well main
tained, a good deal of energy goes
into creating the appearance of
equality. Politburo members often
dress plainly and affect simple
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tastes. Yet, behind the scenes,
privilege is the order of the day, in
deed, there is such an intricate ar
ray of privileges that it requires
considerable study to get to know
them. Party members are, of
course, privileged over the general
citizenry. The secret police have
their own special stores where they
can buy goods not available to the
general populace.

In one sense, women are equal to
men, in the sense of working as hard
as do men, or harder. One writer
says that "there has appeared in
the streets of Communist cities a
strange creature whom people
speak of as a 'working woman.' You
can see her on cranes, in railroad
yards, at the heaviest construction
sites, in mines, on highway building
jobs, etc. '~13 But if she is married
her "equality" surely adds to her
burdens. "The chronically low level
of the material sphere of life usually
necessitates employment by both
parties to the marriage, but the
woman still has to care for her home
and children. In such circum
stances, the woman's life becomes
in effect a kind of penal servitude of
early rising, working in an office or
factory from nine to five, standing
in line for groceries... , doing the
housecleaning... , preparing meals
for her husband and children in
moments ,of paralyzing exhaus
tion.' '14 The facade of equality often
masks a brutalizing inequality.

PriVileges for Leaders
The special privileges of the

leaders are at least partially hidden
behind a variety of facades. Here is
one brief description of how the
system works:

License plates beginning with MOC
belong to members and staff of the Par
ty's Central Committee, and illegal left
turns are one of the privileges that ac
crue to such citizens. They come to
Granovskovo Street to collect more
special privileges-food and clothing
sold in a special store open only to them.
The store is hidden behind a door
marked BUREAU OF SPECIAL
PASSES. . .. Granovskovo Street is
usually lined with chauffeur-driven cars
waiting for their official proprietors to
come out of the store. Most of the
customers emerge carrying nondescript
packages wrapped in brown paper.I5

Their special privileges are much
more extensive, of course, but this
one example exposes the character
of the facade.

There is a great difference be
tween life in the major cities and
that in small cities and rural areas.
A part of the communist facade is
of a modernized, industrialized land
with giant hydro-electric dams,
huge steel and oil industries, large
mechanized state farms, clean sub
way systems, and so on. Hedrick
Smith reported this description by
a Russian of actual condition,S:

"On the stronger, larger state farms
not far from Moscow or Leningrad, or
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those built for show... , conditions are
better in every way-stone buildings,
separate apartments for each working
family, a sewage system, running water.
This was the way it was on the first two
state farms where I worked. They were
each about an hour from Leningrad. But
the third state farm was further out
about two hours. It was a weak farm.
Wooden buildings. It lacked all conve
niences. No central heating system. No
sewage system. No running water. The
greatest problem on all three was the
lack of meat. There was almost none. As
far as other food goes, the closer to Len
ingrad, the more the stores were selling.
The further from Leningrad, the less
they were selling. That was the rule. Ap
ples you could get. But oranges,
tangerines-only in Leningrad.' '16

Why all these, and other, facades?
Why erect elaborate governmental
structures that do not govern? Why
the pretense of democracy? Why
have extensive electoral campaigns
when the results of the election are
a foregone conclusion? Why bother
to tally the votes when the elec
torate have no choice? Why have
written constitutions when they
neither inhibit those who rule nor
assure any benefits to the ruled?
Why would an atheist regime at
tempt to have a church serve as a
facade? Why does the regime main
tain a facade of equality when
everywhere great inequities
prevail? Why create model kinder
gartens, model state farms, model
collective farms, and even model

prisons, as the Soviet Union does?
In short, why erect facade after
facade at such tremendous effort
and expense? Who are these sup
posed to impress?

To Impress Visitors

I t is widely believed that these
facades, as they are being called
here, are erected mainly to impress
foreigners and conceal from them
Soviet reality. Undoubtedly, this is
one of the reasons for which some of
the facade building takes place. For
example the facade of freedom of
religion presented by high church
men is clearly for foreign consump
tion. Surely, too, the facade of a
diplomatic service which conceals
alien secret police is created for its
effect on foreigners. Model farms,
and such like, probably have as one
of their reasons for being the im
pression of visitors to the Soviet
Union.

It has always been important to
the Soviet Umon, too, to create a
favorable impression on foreigners
(though often enough they have not
succeeded in this). The communist
"experiment" was first undertaken
on a large scale in Russia. A Com
munist International was organized
by Lenin to spread communism
around the world. The success of
this movement would surely de
pend, to some extent, on at least the
apparent success of communism in
Russia. If communism was to be
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"the wave of the future," that
future would surely need to look at
tractive if others were to be drawn
to it.

But why facades? Why not pre
sent the actuality of the Soviet
Union to the world? The answer to
this question is so obvious, that it
may have been unnecessary to pose
it: The Soviet "achievement" has
not been such· as would be likely to
favorably impress peoples from
many parts of the world. The Soviet
reality, at its nether reaches, is such
that it repels decent people. The
Soviet Union could only take a
place among the governments of
the world by creating a facade of
democracy, of constitutionality,
and of having something like a
parliamentary system. If its
gangster-like actions were not con
cealed by facades, it would be in
cumbent on people generally to
recognize it for what it is.

For Home Consumption,
The Illusion of Success

But the facades are not just for
the benefit of foreigners. They are
for the inhabitants of the Soviet
Union as well. How, it may be
asked, can they be for the people
who are unlikely to be fooled for
long as to the nature of the regime
and of conditions under which they
live? It is possible, however, to be
impressed by facades even if one is
not misled by them. Millions of

Americans have been thrilled, and
horrified, by films about
catastrophes even though they
know they are not witnessing actual
catastrophes. It is impressive that
the Communist Party can garner an
almost unanimous vote from the
Russian electorate, even though the
election is rigged, so to speak.
The creation of such elaborate and
extensive facades may be a more
impressive demonstration of power
than would the feeding of the poor,
say.

But these explanations are sur
face explanations. Underlying them
are deeper reasons which account
for the continued, prolific, and per
vasive facades. Communism is a
deception. Efforts to impose it can
only be maintained by erecting
facade after facade. Facade is the
natural fruit of deception. Com
munist ideology cannot produce the
freedom that it proclaims, the
democracy that it claims, the con
certed effort that it seeks, nor the
transformed man that it wills.
Marxian ideology, on which it .is
based, is a kind of poetic vision of
man, society, economics, and life
which does not now, never did, and
there is no reason to believe ever
will, exist. All the efforts to bring it
into being result in something quite
different from what is sought. It is
only possible to create illusions that
it works; these illusions we can ex
perience as facades.
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AConspiracy
Communism is not basically a

social system, an economic system,
or even a political system; it is
basically a conspiracy. It evinces
itself to the world as a conspiracy to
gain, hold, and wield power to effect
a great transformation. But in its
inwards, so to speak, it is a con
spiracy to deceive and an agree
ment to be deceived. I t is, I say, a
deception. Who does it deceive? The
answer is this: Communism is a con
spiracy to deceive all who need to be
deceived by it. All who accept it,
work to apply it, aid it in any way,
or on whom it is being imposed,
need to be deceived. Even those
most deeply involved iIi creating
the deception need to be deceived.
Indeed, they have the greatest need
to be deceived, because they have
the greatest need to believe in it.

The members of the Politburo, or
Presidium, have the greatest need
to be deceived. They stand at the
pinnacle of power in the Soviet
Union because they are the ones
charged with the task and who are
supposed to know how to usher in
communism. That it can be
achieved is essential to their hold on
power and position. They need to
believe that they are concerting all
effort toward achieving their goals.
They need to believe that the
workers, peasants, and intellectuals
are solidly behind them. They need
to believe that religion is dying out,

that the young are committed to
communism, and that communism
is conferring great benefits on the
people. They need to believe, above
all, that socialism works and that
they are approaching the final stage
of communism.

Fooling the Leaders

A situation is created for the top
men that enables them very nearly
to believe all this. This is the role of
the special privileges which they en
joy. They live in and around
Moscow which has the best of
everything in Russia. And they
have the best of the best: the finest
cars, the most exclusive dachas, the
choicest foods, the most sumptuous
beach houses in the Crimea, and fly
in the most modern of jet planes. As
Kaiser observes, "Privileges insu
late those at the very top, a tiny
group of perhaps only two or three
dozen men, from all the harass
ments and discomforts of an or
dinary citizen's life." "In sum," he
says, "they live in a contrived en
vironment. Even their vodka is bet
ter than the ordinary man's."17

But there is much more to their
contrived environment than these
special privileges. In a sense, most
Russians are engaged in a giant
conspiracy to prove that socialism,
or communism, works. The quotas
of production that are supposed to
be filled are a part of that unwitting
conspiracy. (Even prisoners in slave
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labor camps learned to exaggerate
their output in order to survive.)
The shoddy goods which are pro
duced to fill quotas promote the
conspiracy, for on the statistical
sheets viewed by the Politburo they
are not described as shoddy. The
whole massive propaganda pro
gram enables those who will to
believe in communism.

Fooling the World

The need to be deceived spreads
outward from the Politburo in con
centric circles to reach finally to the
whole world. The members of the
Party in the Soviet Union need to
be deceived, even as they are con
triving to bring off the deception.
Communist parties around the
world need to be deceived. "Fellow
travelers" of the communist move
ment around the world need to be
deceived. Indeed, all who wish to be
need to be deceived, and all who will
make sufficient effort can be. The
whole paraphernalia of facades ex
ists to assist them in the effort.

Whether or not the deceivers are
actually deceived by their decep
tions is somewhat beside the point.
The point is that such a fabric of
deception is created, entailing a
vast conspiracy to bring it off, that
reality is sufficiently distorted so as
to make it difficult to determine
what is real and what not. When the
truth is sufficiently distorted and
obscured, men may believe what

they wish. The purpose of the de
ception is adequately achieved
when those who need-to believe are
enabled to do so by it. There is a
human tendency, communism
aside, for men to believe what they
want to believe. There is an even
stronger tendency for men to be
lieve what they have a strong need
to believe.

Widespread Deception,
Widespread Cynicism

Communists have built facade
upon facade in the Soviet Union to
assist any who will, and all who
need to, to believe that communism
works and is the wave of the future.
Of course, one of the results of such
widespread deception may be an
equally widespread cynicism. The
Soviet engineers, in the anecdote
which opens this article, could not
believe that the huge number of
automobiles outside the Ford plant
had not been assembled just to im
press them. This meant also, of
course, that they did not believe
many of the spectacles created in
the Soviet Union. But they pretend
to believe them when they are at
home, which may be almost as
useful as actually believing. Such
pretense undoubtedly degrades
them, but degraded men are essen
tial to corrupt systems. The success
of the facades depends upon a con
spiracy of degraded men.

Behind the facades, however, is a
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grim and brutal reality. It is the
reality of terror on which the power
of the rulers of the Soviet Union
rests, a terror so extensive that for
many years those who tried to tell
the world of it were not believed. I

Next: 7. The Reign ofTerror.

-FOOTNOTES-
1Leopold Tyrmand, Notebooks of a Dilet

tante (New York: Macmillan, 1970), pp. 85-87.

2Arthur J. May, Europe Since 1939 (New
York: Holt, Rinehart and Winston, 1966), p.
193.

3Alfred G. Meyer, The Soviet Political
System (New York: Random House, 1965), p.
199.

4Merle Fainsod, How Russia is Ruled (Cam
bridge: Harvard University Press, 1963), p.
353.

5Ibid., p. 367.

6Ibid., pp. 384-85.

70leg Penkovskiy, The Penkovskiy Papers
(Garden City, N.Y.: Doubleday, 1965), p. 66.

8Hedrick Smith, The Russians (New York:
Quadrangle, 1976), p. 436.

9Robert G. Kaiser, Russia (New York:
Atheneum, 1976), p. 105.

10Ibid., p. 106.

11Hearing, House Committee on Un
American Activities, August 10, 1967
(Washington: U.S. Government Printing Of
fice, 1967), p. 535.

12Kaiser,op. cit., p. 105.

13Leopold Tyrmand, The Rosa Luxemburg
Contraceptive Cooperative (New York: Mac
millan, 1972), p. 80.

14Ibid., pp. 82-83.

15Kaiser,op. cit., p. 176.

16Smith,op. cit., p. 204.

17Kaiser,op. cit., pp. 177-78.

IDEA.S ON

LIBERTY

The Main Issue

THE MAIN ISSUE in present-day political struggles is whether society
should be organized on the basis of private ownership of the means of
production (capitalism, the market system) or on the basis of public
control of the means of production (socialism, communism, planned
economy). Capitalism means free enterprise, sovereignty of the con
sumers in economic matters, and sovereignty of the voters in political
matters. Socialism means full government control of every sphere of
the individual's life and the unrestricted supremacy of the government
in its capacity as central board of production management. There is no
compromise possible between these two systems. Contrary to a popu
lar fallacy there is no middle way, no third system possible as a pattern
of a permanent social order. The citizens must chose between
capitalism and socialism or, as many Americans say, between the
American and the Russian way of life.

LUDWIG VON MISES, Bureaucracy



THE INHERENT
INEFFICIENCY

THERE are few who will disagree
with the fact that, in recent years,
the governmental bureaucracy has
grown dramatically while its effi
ciency has deteriorated in an equal
ly dramatic manner.

The data is instructive with
regard to this state of affairs. In the
twenty years between 1952 and
1972 the nondefense government
payroll jumped 117 per cent. At the
present time, there is one govern
ment employee in domestic services
for every 5.5 workers in private
employment, with a ratio of 1:9.3
twenty years ago. More individuals
were added to government service
in these twenty years than in the
preceding 163 years since the
founding of the United States.

From 1952 to 1972, the cost of the
public payroll multiplied more than
fourfold, from $35 billion to $150

Mr. Brownfeld, of Alexandria, Virginia, is a free-lance
author, editor and lecturer especially interested in
political science.

billion. The 330 per cent increase
over that period exceeds the 247 per
cent growth of employee compensa
tion in private industries ($161
billion to $557 billion). In 1952, the
average worker in private employ
ment earned 5 per cent more than
his counterpart in government. By
1972, he had fallen 10 per cent
behind. l

The growth of the government
bureaucracy has been accompanied
by a decrease in its rate of efficien
cy. Consider several examples.

Employment in the Department
of Agriculture went up 47 per cent
between 1952 and 1972 (78,000 to
115,000) although the number of
farms in the U.S. dropped by 45 per
cent (from 5.2 million to 2.9 million)
and the farm population shrank 56
per cent (from 21.7 million to 9.6

IThese and other statistics that follow are
from The Growth ofAmerican Government by
Roger A. Freeman (Stanford, California:
Hoover Institution Press, 1975).
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million). More significantly, the
cost of stabilization of farm prices
and incomes multiplied seven times
in this twenty-year period-from
$689 million to $4,243 million.

In the Internal Revenue Service,
the staff grew 28 per cent between
1952 and 1972 (56,336 to 72,085),
almost parallel to the number of tax
returns filed, which increased 26 per
cent, from 89 million to 112 million.
Yet, the number of tax returns per
employee dropped from 1580 to
1554, even though during this same
period the I.R.S. underwent its
most intensive computerization and
mechanization. At the same time,
audits declined from 4.4 million to
1.7 million and delinquent notices
from 19.8 million to 8.8 million.

Trends in Public Education

In the field of public education,
enrollment almost doubled between
1952 and 1972 while the number of
teachers and other school
employees tripled. In 1952, there
was one employee for every 14.8
students, while in 1972 there was
one for every 9.2. Comparing the
trends in public education and in
other areas, Professor Roger
Freeman notes that, "Trends in
public education and in the
American economy generally have
been running in opposite directions.
While throughout most of industry
and agriculture, employee produc
tivity, that is, the ratio between

manpower input and product out
put, has increased consistently and
substantially, it has just as con
sistently and sharply declined in
public education."

The fact is that there seems to be
a decline in American educational
standards just as the expenditure
of money and the number of person
nel have dramatically increased.
Results of scholastic aptitude test
scores show a decline in almost
every knowledge and skill area.

In yet another area of public
employment, police protection, we
find precisely the same trend. Dur
ing the 1952-1972 period there was
an increase of 129 per cent in the
number of employees while the U.S.
population expanded only 33 per
cent. There were 1.6 police
employees per 1,000 population in
1952 and 2.8 in 1972. Despite this
increased ratio of protection, crime
did not decrease-it increased. Be
tween 1957 and 1972, the U.S.
population grew 22 per cent, the
number of police employees in
creased 84 per cent-nearly four
times faster-while the estimated
number of crimes jumped 309 per
cent, from 1.4 million to 5.9 million.

These examples are, of course, on
ly skimming the surface of the
available material. A look at the
regulatory agencies-the Civil
Aeronautics Board, the Interstate
Commerce Commission, the Food
and Drug Administration, and the
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like-will bring us to the same con
clusion. So will a look at the U.S.
Postal Service and, unfortunately,
at almost every other U.S. govern
mental agency-including the
Department of Defense.

Reasons for Inefficiency

There are some who look at this
data, which is difficult to dispute in
itself, and argue that the bureau
cracy needs to be reorganized,
supervised in a better manner, be
made more responsive to the peo
ple, and so on. The proposition they
seem to accept is that bureaucracy
is not necessarily inefficient and
uneconomical in itself, but can be
corrected. The more legitimate con
clusion to be drawn from the data,
however, is that it is governmental
bureaucracy which is inherently
inefficient-and for a number of
very good reasons.

That we are faced with gross inef
ficiency is clear. In a review of re
cent academic studies of govern
ment bureaucracy in The Public Ad
ministration Review (March-April,
1974), Kenneth F. Warren con
cludes: "The authors' consensus,
with Mainzer dissenting, is that
American bureaucracy is guilty of
gross mismanagement of the public
interest. The real accountability
crisis is that even if our bureaucrats
act inefficiently and against our in
terests, as is too often the case, we
cannot realistically hope for ad-

ministrative abuses to be checked
by the present 'watchdog' system."

Similarly, in the book, Democracy
and the Public Service, Frederick C.
Mosher found that professionalism
in governmental bureaucracy and
the power of the civil service pose a
distinct threat to democratic con
trol; that is, they are self-serving
rather than serving the public in
terest. In another study, Richard S.·
Rosenbloom, in the Harvard
Business Review (September
October, 1973), noted that, "The
largest employee group in the U.S.
has shown the least concern for
worker productivity. This seems ab
surd in a society that prides itself
on management and efficiency, but
the fact appears to be indisput
able.... Not only is productivity in
these groups lagging, but little is
being done about it . . . One is less
surprised at the absence of evident
productivity growth in government
when it is recognized that none of
the major forces operating in the
private sector applies in govern
ment."

The fact which must be remem
bered is that inefficiency is by no
means an accident in public enter
prise but is built into such non
competitive endeavor. In his impor
tant book, The Growth Of
American Government, Dr. Roger
Freeman makes this point: "We
must recognize that, in contrast to
private industry, where competi-



364 THE FREEMAN June

tion and the profit motive impose
pressure for greater efficiency and a
natural and generally reliable gauge
of productivity, governmental pro
grams have built-in counterproduc
tive trends. It is a natural tendency
for a public employee to want to
handle fewer cases-pupils, tax
returns, welfare families, crimes-in
the belief that he could do a better
job if he had a smaller workload,
and most certainly have an easier
life. For the supervisor there is a
definite gain in stature, position
and even grade-by having a larger
number of subordinates. This and
the ideological commitments to the
program goals and methods of their
professional fraternities provide a
powerful and well-nigh irresistible
incentive for empire building."

The Direct Beneficiaries

Government programs are so
structured that the incentive is
never to solve whatever problem is
being dealt with-but to see to it
that it is exacerbated, and that
more money becomes necessary to
fight it. In the so-called "War On
Poverty," for example, programs
were not designed to give money to
the poor, whatever the merits of
that would have been, but, instead,
to give money to people who were to
provide" services" to the poor.

The result has been that the only
poverty such legislation corrected
was that. of its own employees.

Today, many thousands of well
organized individuals and groups
have a vested interest in the con
tinuation of many otherwise useless
and costly programs. This is the
"Education-Poverty-Social 'Work
er" complex discussed by many
who do care about the poor.

The cost of Medicaid, which is on
ly one of many such costly pro
grams, is now approaching $15
billion annually, more than triple
the cost in 1970. The beneficiaries,
largely, are not the poor, but the
ever-growing number of profes
sionals who receive the money. The
incentive is to spend as much as
possible, not as little. The poor are
simply pawns in someone else's
game. The same is true of urban
renewal, job training, and a host of
other bureaucratic programs. The
poor are not helped-and are often
harmed- while the building con
tractors and "job trainers" get rich
with public funds. "Poverty," as
Barron '8 correspondent Shirley
Scheibla has said, "is where the
money is."

Child Care
The same is true with Federally

sponsored child development and
day care centers. The motivation
for such programs is not the idea
that the poor need help. It is, in
stead, the notion that the govern
ment is better equipped to take care
of children than are their
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parents-a presumption which flies
in the face of most medical
evidence.

Dr. John Bowlby, a distinguished
British physician, has done exten
sive study on the effect of material
deprivation, entitled "Maternal
Care and Mental Health." His con
clusion: "It is plain that, when
deprived of maternal care, the
child's development is almost
always retarded-physically, in
tellectually, and socially-and that
symptoms of physical and mental ill
ness may appear." This conclusion
is corroborated by Dr. Jack Raskin,
director of the Seattle Children's
Orthopedic Hospital Psychiatry
Service: "There is no good substi
tute for the mother's presence. The
best day care center in the world
cannot begin to compete in this
regard with the average mother."

Whether we turn to medical care,
housing, jobs or day care, the
presumption of those who urge ex
pensive government programs is
always that government is best
equipped to efficiently deal with the
problem. In fact, the idea of social
programs to help people to help
themselves has itself come to an
end. Now, we seem content to place
whole classes of people upon welfare
or some other form of public sup
port, with little concern about their
long-run well-being or the well
being of society as a whole. Un
fortunately, a class of people-

government bureaucrats and those
hired by government-profits from
such a system. Professor Aaron
Wildavsky summarized the situa
tion: "Middle class civil servants
hired upper class student radicals
to use lower class Negroes as a bat
tering ram against the existing
local political system." In his book,
In Our Time, Eric Hoffer points out
that, "Those in charge were less in
terested in healing and conciliating
the weak than in aggravating their
illness and sharpening their
grievances. Thus, by a perverted
dialectic, our wholehearted effort to
right wrongs was shown to be proof
not of our concern for righteousness
but of our present and past in
curable wrongness. "

A War to Lose
Unfortunately, those who in

stituted the War on Poverty had a
vested interest in losing it. If pover
ty were ever to come to an end, so
would their jobs. The incentives in
almost all such government pro
grams are negative-for, if they
were positive, those carrying out
the work would find themselves,
before too long, unemployed. That
is why, as was indicated earlier, the
number of employees at the Depart
ment of Agriculture increases each
year-while the number of farmers
declines.

We have thus come to the point
where the real constituency of
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government's expensive social pro
grams are the bureaucrats
themselves. Former Senator James
Buckley notes that, "We must
count not just the numbers of in
tended beneficiaries, but the enor
mous influence and wealth of the in
terests that are their indirect
beneficiaries-interests that can
play an extraordinarily persuasive
role in defining the areas of 'com
passion' they are called upon to ser
vice."

Ludwig von Mises on the
Nature of Bureaucracy

The evidence is persuasive that
government bureaucracy is in
herently inefficient precisely
because it is not faced with any of
the forces which make private
business management its opposite.
This point has been made frequent
ly. In his book, Bureaucracy, Lud
wig von Mises goes to some length
to explain it. He declared that, "It
is a widespread illusion that the effi
ciency of government bureaus could
be improved by management
engineers and their methods of
scientific management.... What
they call deficiencies and faults of
the management of administrative
agencies are necessary properties.
A bureau is not a profit-seeking
enterprise; it cannot make use of
any economic calculation. . . . It is
out of the question to improve its
management by reshaping it ac-

cording to the pattern of private
business. "

To those well-meaning but ill
informed observers of bureaucratic
inefficiency, Von Mises addressed
this message: "N0 reform can
remove the bureaucratic features of
the government's bureaus. It is
useless to blame them for their
slowness and slackness. It is vain to
lament over the fact that the
assiduity, carefulness, and
painstaking work of the average
bureau clerk are, as a rule, below
those of the average worker in
private business ... In the absence
of an unquestionable yardstick of
success and failure it is almost im
possible for the vast majority of
men to find that incentive to ut
most exertion that the money
calculus of profit-seeking business
easily provides.... All such defi
ciencies are inherent in the per
formance of services which cannot
be checked by money statements of
profit and loss. "

The Reorganization Snare

It is high time that those speak
ing of governmental "reorganiza
tion" understand that this is not, in
the long run, the proper manner in
which to approach the question of
an ever-increasing and increasingly
expensive and inefficient govern
mental bureaucracy. In an impor
tant article, Rowland Egger, writ
ing for the National Tax Associa-
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tion, discussed the whole notion of
'4administrative reorganization."
He provided this assessment: "The
attempt to sell administrative reor
ganization legislation on the basis
of tax reduction, however honorable
the motives and however laudable
the hopes of those who support ad
ministrative reorganization for this
reason, is a snare and a delu
sion. . .. Administrative reorgan
ization never saved large sums of
money.... The plain fact is that the
only way to save significant sums
of money in the federal establish- ,
ment is to eliminate activities and
reduce the scale of operations....
There is no royal road, no painless
way, to government economy."

A projection of governmental
employment trends to the year 2000
would show that government
employees totaled 16.2 million in
1972 and had increased 124 per cent
in nondefense positions in the
preceding twenty years. If these
trends were to continue for the
balance of the century, defense
employment would fall an addi
tional 1.3 million to 2.2 million,
while all other governmental
employment would triple from 12.7
million to 39 million for an ag
gregate of 41 million in the year
2000. The entire labor force has
been projected to rise from 89
million in 1972 to 112.6 million in

1990. It could reach or exceed 120
million by the year 2000. Assuming
that 94 per cent of the labor force
were then employed, there would be
113 million jobholders of whom, ac
cording to these projections, 41
million, or 36 per cent, would be in
government.

The Trends Projected:
All Government!

Professor C. Northcote Parkinson
in 1958 calculated that if the trend
in Britain's public employment
were to continue at the prevailing
rate, everyone in Britain would be
working for the government by the
year 2195. In 1971, New York's
Morgan Guaranty Trust Company
applied the same idea to the U.S.
and found that if things continued
at the present rate, every American
would be on the public payroll by
2049-a century and a half sooner
than in Britain.

The illusion that bureaucratic in
efficiency can be corrected should
come to a rapid end. Such inefficien
cy is inherent in public enterprise.
Once this premise is accepted, it will
rapidly be seen that the only form
of government reorganization
which will be effective is to reduce
government itself. Whatever the
reformers of bureaucracy may tell
us, the inefficiency of the
bureaucrats is no accident. ,
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John Semmens

IT HAS BEEN SAID that change is the
only constant in an age of continual
upheaval and, hopefully, progress.
The pace of change has been ac
celerating to the point where there
is talk of "future shock." Yet, in the
face of this dynamic environment
we are presented with the hoary old
institutions of a previous era as a
means of managing and allocating a
very vital service.

In some circles it is maintained
that railroads as a private entity
are passe, that railroading is no
longer a viable business venture.
But the need to transport bulk
goods from their source to their
ultimate users still exists.
Railroads would appear to offer a
convenient and inexpensive method

Mr. Semmens is an economic analyst for the Arizona
Department of Transportation and is studying for an
advanced degree in business administration at Ari·
zona State University.
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of moving these goods. Thus the
stage is set for a profitable enter
prise. Simultaneously, however,
railroads face bankruptcy and are
threatened with imminent govern
ment take-over. What is the prob
lem?

The problem would seem to be the
envir'onment in which the railroads
must operate. Under the rules
devised by the slow-moving Inter
state Commerce Commission, pro
ductivity is sacrificed to other
goals. Technological innovations
are discouraged in order not to
harm other firms, and excess
capacity is mandated to serve
negligible demand. The manage
ments of the various railroad. firms
are expending a large portion of
their efforts in hassling with the
regulations and the regulators. This
is not the most efficacious use of the
resources involved.
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How and why did this set of cir
cumstances arise? Whether one is
partial to the traditional interpreta
tion of the origins of rail regulation
as a response to the evils of
monopolistic robber barons or the
revisionist theory of big business
complicity in the establishment of
an industry-controlled I.C.C., the
fact remains that the concept of
regulation is static in nature. It
seeks to preserve, maintain, or cap
ture in some wayan ideal set of rela
tionships between the providers
and users of a given service. It is
essentially backward looking and
dominated by the myth of a golden
age that, like all utopian visions, is
inflexible to changing times, needs,
and circumstances. No sooner are
the regulations laid down than they
are obsolete in some small way.
Over time the obsolescence pro
ceeds to the point of absurdity, the
result being massive misallocation
of resources and waste, as in the
case of the I.C.C.'s regulation of the
transportation industry.

Some criticism of regulatory com
missions has been made on the
grounds that such bodies are the
repositories of political hacks,
washed up bureaucrats, and shyster
lawyers. But the deficiencies of
regulation are more endemic to the
system than can be resolved by
simply choosing better regulators.
The selection of the new regulators
and, more importantly, the ele-

ments affecting the performance of
a largely illogical and unfeasible
task would be subject to the same
pressures that shape the current
situation. These pressures lie in the
fact that government is an agency
charged with administration of
"justice"-an ill-defined commodi
ty at best, subject to diverse
political interpretations. In con
trast, the provision of services to a
consuming public is a question of
economics~a field where efficiency
in the allocation and consumption
of scarce resources is of paramount
importance. Justice and efficiency
do not always coincide, especially
since "justice" may often be in the
eye of the beholder.

The I.C.C., in conformity to the
governmental procedures designed
to produce justice, or some approx
imation of the current interpreta
tion of what this means, takes on a
quasi-judicial character. The pro
ceedings are basically adversary in
nature with the same time-consum
ing attention to detail as the court
system with similar results. In the
end the attempt to hear all par
ticipants and to balance all their in
terests is not very likely to produce
a policy geared to the most efficient
utilization of limited resources to
meet insatiable desires.

Waste Not, Want Not

The burdens of regulatory policy
are more than just aggravation
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with delay. The costs have heen and
will continue to be substantial. The
prices that the consumer must pay
for the bloated bureaucracy that ad
ministers regulatory policy, for the
inefficient use of current resources
and for the misallocation of invest
ment, are very real and very large.
The filing of reports-114 million
different varieties for the federal
government alone-by itself is es
timated at $40 billion per year. This
does not include the resources con
sumed by the government in pro
cessing the reports. Both costs, of
course, are passed along to the con
sumer/taxpayer. There is no one
else to pay them.

The resources consumed in this
production of paper are not avail
able to help satisfy other wants in
our society, of which there are plen
ty. But the economic losses extend
beyond the immediate out-of-pocket
costs for the grinding out of official
documents. The price-fixing edicts
of the I.C.C. have ripple effects that
extend to the immediate waste of
time and energy, to the depletion of
reserves, to malinvestment, to mas
sive misplacement of populations,
urban blight, and environmental
degradation.

Estimates of the direct costs of
waste in transportation vary from a
low of $4 billion to a high of $16
billion per year. The rat hole into
which this money is poured consists
of: (1) the inefficient use of truck

transportation-possibly as much
as 40 per cent of truck miles are
driven empty of cargo due in large
part to I.C.C.rules restricting entry
into various markets, and this does
not include the wasted circuitous
miles that must be driven under ab
surd "gateway"l rules, (2) the inef
ficient use of rail transportation
compulsory service on low-volume,
short haul lines constitutes a major
portion of waste in underutilized
capital investment; (3) the diversion
of traffic from rails to roads-I.C.C.
price fixing designed to protect the
trucking industry prohibits
railroads from lowering fares to
take advantage of their lower costs.

Senseless Waste

How can this waste possibly be
justified? What's the point of all
this regulatory nonsense? Who
benefits by such policies? Osten
sibly, the whole process is designed
to protect the public from the evils
of a nonregulated environment.
Yet, economists have for the most
part conceded that there are no net
aggregate benefits of the regulatory
scheme in transportation. The con
sumer ends up poorer with an an
nual dead loss of billions of dollars.
Those who do gain by the regula
tions do so at the expense of

IGateway rules require a carrier to travel
over specified routes regardless of the origin
or destination of the freight.
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everyone else. Surface shippers
other than railroads have been
vociferous advocates of the status
quo. Water carriers have the benefit
of publicly maintained rivers and
canals for which they pay no use
fees. Highway freight haulers
holding "certificates of public con
venience" have the benefit of
publicly maintained roads for which
they are paying less than their
share of the costs.2

The net effect of the transporta
tion policies of the I.C.C., then, is to
transfer wealth from the general
public to the trucking and water
carrier industries. In addition there
are certain depletions of natural
resources-trucks use four times as
much fuel to move the same weight
of goods the same distance as
railroads-and degradations of the
environment via the production of
extra air pollutants by the less effi
cient trucks. All of this is
presumably justified as "socially
beneficial, " as a necessary price to
pay for the preservation of "fair"
competition in transportation.

What advocates of this position
fail to comprehend is that serving
human needs is not a game-it is a
serious business of survival. The ob
jective is not to give selected par
ticipants in the provision of services

2In 1969, the Federal Highway Administra
tion estimated that truckers users' fees were
$219 million less than the costs attributable to
their use.

Estimates of the direct
costs of waste in trans
portation vary from a low
of $4 billion to a high of
$16 bi II ion per year.

a chance to "win," but rather to
maximize the satisfactions that can
be gotten from a finite supply of
resources. The economic environ
ment by its very nature is prone to
"unfair" competition; some firms
can attain significant advantages in
cost reduction over their rivals.
Such a sequence of events is known
as progress. In short, the painstak
ingly constructed vision of "fair"
competition upheld by the I.C.C. is
essentially arbitrary and based on
the fallacious belief that all
substantive developments in the
technology of transportation have
already taken place. Policies based
on such a vision insure stagnation
and flirt dangerously with disaster.

Rude Awakening

The elements of waste that we
have described thus far may be just
the tip of the iceberg in terms of the
massive distortions programmed
into our economy via the uneconom
ic pricing of transportation. There
is no gainsaying that millions of
business decisions affecting virtual
ly every aspect of our material well
being have been influenced to some
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degree by the irrational pricing
system of transportation regula
tion. The attempt to circumvent
reality has thrown an element of
miscalculation into a multitude of
investment choices. When the illu
sions can be maintained no longer,
the dream world will end and, like it
or not, we will experience a rude
awakening.

This rude awakening will come in
the form of rapid transformation of
capital assets into malinvestments.
Malinvestment occurs when re
sources cast in the form of nonli
quid capital goods can no longer
produce values to justify their cost.
Such assets, consisting of build
ings, roads, machinery, and the like,
cannot be fully converted to alter
nate uses. Much of the materials
and all of the effort invested in their
original creation become total
write-offs. More than a century of
mistaken transportation policy has
influenced the business decisions
that have shaped the contemporary
environment. So the fantasy world
of idyllic "fair" competition
becomes more difficult to maintain,
the necessity for readjustment
edges nearer. The prospective pain
of the readjustment produces more
frantic, more absurd efforts to
forestall the inevitable. Examina
tion of the scope of the malinvest
ment will clarify the impending
dislocations.

The attempt to impute a uniform

cost for transportation by the mile
has led to an undercosting of the
disadvantages of remote location.
Low density, remote areas have
received enormous subsidies in
terms of highway construction and
the maintenance of underutilized
rail outlets over an extended period
of time. Meanwhile, centrally
located urban areas have lost a por
tion of this advantage as the excess
charges on shipments to these
points have been used to subsidize
losing routes. This process, while
not the total cause, has facilitated
the exodus from the city.

A Dispersed Population

This dispersal of population and
industry has had its part in the
creation of some familiar contem
porary phenomena. Most notably
these have included urban decay
through the loss of the tax base,
traffic jams and automobile pollu
tion via the subsidized roadways,
and a bland homogenizing of life
style as more and more every place
is becoming like every other place.
Perhaps such consequences are
desirable from a social benefit
standpoint, but they are unrealistic
from an economic standpoint and
cannot be sustained indefinitely.

Dispersal of population to more
remote areas has raised the trans
portation costs of the nation both in
the form of accelerated consump
tion of energy to move goods across
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greater distances and in the estab
lishment of excess capacity in low
utilization of rail and highway
facilities. At the same time, the
price for the use of these resources
consumed has been held below a
market level. Admittedly, the I.C.C.
has only been one participant in the
process; fuel price lids and over
building/undercharging in the
highway construction program
have played important roles as well.
The classic effects of such a policy
are portrayed in any elementary
text on economics. Artificial shor
tages are created as demand
spurred on by the low price out
strips supply deterred by the poor
returns.

Where Do We Go From Here?

In spite of the serious problems
fostered within the regulated
transportation industry, few pro
ponents of remedial action are
prepared to adopt a rational ap
proach. Proposals tend to fall into
one of two categories. First, there
are the faint-hearted advocates of
reform of the existing system.
These "patch and smooth-over"
plans seem oblivious to the critical
defects of the existing regulatory
process-the result of political
maneuvering in complete ignorance
of basic economics. Such plans in
clude the current Amtrak system
which still runs large deficits even
after being relieved of substantial

More than a century of
mistaken transportation
policy has influenced the
business decisions that
have shaped the contem
poraryenvironment.

fixed costs for right-of-way
maintenance. Likewise, a recent
proposal to finance Conrail and
other railroad subsidies via a two
cent increase in the tax paid for fuel
by trucks, trains, barges, and air
craft is bereft of economic logic. All
such plans seek to elude or subvert
economic laws of supply and de
mand. Consequently, they can only
serve to worsen the problem.

A second line of reasoning arrives
at the conclusion that since rail
roading is a "sick" industry it
ought to be nationalized and run by
the government. Subjecting even a
healthy industry to the quack med
ications of nationalization would be
likely to produce a terminal illness.
To advocate this prescription for an
industry already suffering from the
ministrations of regulation is the
equivalent of treating anemia by
bleeding the patient. Government
enterprise in this country has been
marked by the twin evils of deter
iorating service and rising costs.
The subsidies applied to keep these
enterprises operating serve only to
increase the market distortion by
siphoning off resources from suc
cessful satisfiers of consumer needs
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in order to reward waste and ineffi
ciency.

Plans formulated to negate the
verdicts of market action rest firm
lyon two outstanding fallacies.
First, that government experts can
determine the needs of consumers
better than can the consumers
themselves. Losses experienced
under policies based on this fallacy
are then blamed on the consumers
who failed to recognize the "needs"
they neglected in order to satisfy
some other "whims" of their own.
Second, that the primary economic
problem of society is distribution.
The problem of production has been
solved, proponents claim, yet
"social needs" go begging because
the distribution system is flawed by
its reliance upon prior production as
the source of claims upon economic
resources.

Unfortunately, the problem of
production has not been solved.
Resources are not inexhaustible and
effort is required to meet material
needs. This is as true of the provi
sion of transportation as of any
other economic good. If we are go
ing to channel scarce resources into
the "social need" to maintain
unused rail lines and drive empty
trucks on circuitous routes over ex
pensive highways, then we are go
ing to be channeling these scarce
resources away from other needs.
Scarcity, page one in the fundamen
tals of economics, is the reality.

A Plan For All Seasons
Given that scarcity is a fact of

life, how are we to make the most of
what we have? Utilization of the
profit incentive has provided
substantial achievements in loosen
ing the bonds of scarcity. True, it is
not the only motivating force con
ceivable, but it has, to date, proven
more effective than its next most
frequently used substitute-fear of
punishment. Application of the pro
fit incentive to the issue of
transportation policy suggests that
the most effective long-range plan
is deregulation.

Deregulation would maximize the
flexibility of the transportation
system to adapt to consumer de
mand. At the same time costs could
be expected to decline as the
necessity to operate at a profit, or
at least break even, forces the ineffi
cient out of the business. Among
the benefits to be anticipated would
be the elimination of red tape and
delay in adjusting rates and routes
to consumer needs, the elimination
of bureaucratic costs incurred in the
futile attempt to regulate a complex
industry in a dynamic environment,
the reduction of waste as noneco
nomic services are trimmed back
totally or to self-supporting levels,
and an improved atmosphere for in
novation and progress as efficiency
translates into corporate profits.

With all these beneficial pro
spects, it is still considered im-
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probable that deregulation will en
joy much support in policy making
circles. Among the reasons fre
quently cited are the sunk costs of
current operators in the truck and
barge industries. I t is generally con
ceded that railroads would stand to
be net gainers in traffic if allowed to
compete on the basis of price. Thus,
barge and truck owners whose pro
fits are predicated to a degree on
present prohibitions of rail competi
tion stand to lose some of their
revenues. However, such an argu
ment based on protecting the in
terests of these firms cannot justify
the perpetuation of waste which the
consumer must subsidize.

A second line of reasoning asserts
that "the public" demands the con
tinuation of uneconomic services.
This is inherently contradictory, for
if the public demanded3 a service
it would be provided without
government compulsion. What this
line of thought is leading to is that
there may be some individuals who
would like to have the benefits of a
service without being willing or able
to pay the going price. Resolution

3In economic terms, demand involves two
factors: (1) that a consumer is willing to buy
and (2) that he is able to buy. If either of these
factors is absent, demand does not exist. For
example, if a service is selling for $100 any
given consumer may not exert demand if (1) he
feels the price is too high-lack of willingness
to purchase, or (2) he doesn't have the
money-lack of ability to purchase.

In spite of the serious
problems fostered within
the regulated transporta
tion industry, few pro
ponents of remed ial ac
tion are prepared to adopt
a rational approach.

of this disparity between desires
and means through the provision of
certain services in-kind, like subsi
dized Amtrak traffic, is plagued
with several critical defects.

First, policy makers have no way
of knowing what the actual demand
for a given service might be as they
tamper with the market.

Second, as the outlay of expen
ditures are awarded to one industry
after another the lobbying for such
subsidies becomes more intense. At
the same time, allocation of scarce
capital becomes distorted as
uneconomic enterprises take on
positive returns on investment,
thus diverting funds from other
businesses that may have offered
services to more urgent needs.

Finally, as a welfare scheme for
those unable to meet the market
price, it is woefully inept. The selec
tion of services to be provided is ar
bitrary and the benefits unevenly
distributed amongst rich and poor
alike. So, if concern for those too
poor to afford the market prices of
any goods or services is our object,
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an income maintenance program
would seem more to the point.
Beyond this, the claim that" the
public" demands uneconomic ser
vices is without merit-the result of
naivete or cynical manipulation of
public policy for personal gain.

Chaos or Monopoly Expected
in Absence of Regulation

A third, and more serious, argu
ment against deregulation concerns
the notion that regulation is all that
stands between a vulnerable public
and chaos or monopoly in the
transportation industry. What con
stitutes chaos may be a matter of
individual perception. For sure,
unregulated markets are subject to
a greater degree of fluctuation, but
this is evidence of one of their prime
advantages-the ability to adapt
quickly to a dynamic environment.
This adaptability is more in tune
with the real world than the mea
sured deliberateness of regulatory
tribunals whose actions are often
obsolete before they are ever
enacted. In fact, the major part of
our economy is still dominated by
transactions in which the govern
ment plays no direct part in deter
mining prices or market shares of
the participants.

The argument from chaos or
monopoly has to hinge on the
assumption that transportation is
different in some significant way
from other industries. This assump-

tion is that transportation is a
"natural monopoly" or is prone to
monopoly. The reasoning has a cer
tain amount of plausibility. After
all, only one set of railroad tracks
can occupy a given space. Com
petitive parallel tracks would, on
first examination, appear redun
dant and wasteful. But everything
enjoys a monopoly of some space or
other since no two things can exist
in the same space at the same time.
On first examination, competition
in any endeavor might appear re
dundant. Yet, we don't ordinarily
view it as such. The fact of the mat
ter is that any freely operating
market is infested simultaneously
with examples of monopolies as well
as competitors.

Perhaps the claim of monopoly is
based upon the type of service of
fered by transportation. The con
sumed product in this case is place
value. What the purchaser seeks is
to transport himself or goods to
another location. With this as his
objective, though, it would appear
that there are a number of different
ways to accomplish the end desired.
It is difficult to conceive of a cir
cumstance where one transporta
tion company would enjoy a com
plete monopoly of the means of
transport between any two loca
tions. In the final analysis one could
always walk and hand carry goods
to new locales- the universal
method that pre-dates all moder-
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nization of transport from the
domestication of beasts of burden
to the development of interplane
tary travel. What people are care
lessly calling monopoly, then, is
something else. Based on compara
tive advantage between modes, one
transportation firm may be the
mode of preference for all or
substantially all traffic between
two points.

Conditions Vary

Comparative advantage is not
unidirectional. At times and for
various reasons, trains may be
preferred to trucks or vice versa. It
would be normal for specialization
to develop to the point where the
preferred mode enj oys substantial
advantages over any alternative.
For example, it seems reasonable
that rails would be the most feasible
means of moving copper ore out of a
pit mine in Arizona. Does this con
stitute monopoly? Would the cop
per producer be "at the mercy" of
the railroad owning a single track to
the mine?

Effectively the answer is no. We
no longer live in an age where giant
business organizations are domin
ated by single personalities direct
ing corporate policies on individual
whim. The depersonalization of the
business enterprise does have its
beneficial effects. Roadbeds are an
expensive asset. Unused, they
deteriorate over time due primarily

Application of the profit
incentive to the issue of
transportation pol icy sug
gests that the most effec
tive long-range plan is de
regulation.

to weather. Unlike a hundred years
ago, railroads can no longer expect
to extract preferential treatment
from the government. Gone are the
days of massive land grants as a
source of Federal subsidy. Rail
roads today must make the best use
of their assets. It is in their in
terests to maximize the rate of
return on their capital. This cannot
be accomplished by shortsighted at
tempts to charge the absolutely
highest rate possible.

Low Volume Hurts
Since the assets depreciate

whether used or not, low utilization
of railways penalizes the railroad in
the same way that high vacancy
rates penalize the owners of rental
space. The copper mine has to main
tain its own rate of return on invest
ment lest they run themselves out
of business by giving away a de
pletable asset. The amount that it
can and will pay for shipment of ore
is limited by the constraint to
achieve a minimum return on as
sets. Should the circumstances of
low ore prices or high transport
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costs or some other factor reduce
the rate of return below an accep
table level, the traffic on the rail
lines could well fall to zero-wiping
out the stream of revenues flowing
from that rail asset. The railroad's
asset will depreciate more rapidly
through lack of use than the mine's
major asset. Ore can be stored in
the ground where it's been buried
for millions of years. Roadbeds for
the railroad cannot be expected to
last quite as long.

Obviously then, .the mine is not
"at the mercy" of the railroad. Both
operations enjoy rather a symbiotic
relationship where the interests of
each are served in the efficient
transport of ore to its destination.
Thus, we have considered an ex
treme case. As we move toward
situations of greater substitution of
one mode for another the elements
of competition add diversity to the
ways in which common business
problems are solved. As we roll
down the track from the pit mine to
the trunk line, to the switching
yards, to the major interchanges,
the options multiply to a wide varie
ty of ways to get from here to there.
Likewise as we move on to other
cargoes the number of carriers in
creases enabling us to select the one
best way of moving our goods to
their destination.

Transportation is not a natural
monopoly. Railroads, assuredly, be
ing but one mode in the transporta-

tion industry are nowhere near a
monopoly. Gone. by the boards are
all the major arguments for main
taining the regulations now im
posed on the industry. What is left
are the ill defined fears of what
might happen under deregulation.
Based upon the smooth transac
tions of ordinary business in other
industries, it seems extremely
unlikely that the exaggerated fears
of opponents of deregulation will
bear even a remote chance of com
ing about. However, should some of
these fears show signs of develop
ing, it will always be possible to
devise specific remedies applicable
to the situations that arise. Argu
ments of opposition to deregulation
based on what took place in the
years prior to 1887 and the estab
lishment of the I.C.C. seem fun
damentally irrelevant today. The
entire economic environment has
changed and along with it the
political situation which fostered
many of the ancient abuses imputed
to the rail industry.

Simple, Yet Flexible

Any rail plan can be beautifully
simple, yet retain the flexibility to
deal instantaneously with the dy
namics of fluctuating needs. Dereg
ulation would provide the best
overall solution to transportation's
problems. Nothing's perfect, of
course, and there are bound to be
many complaints issuing forth from
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such a plan. Nevertheless, the ob
jective has to be to facilitate the
maximization of benefits from
limited resources. Free entry and
exit to the industry, flexible rate
and route structures all hold forth
the promise of more efficient service
to the consumer with less waste.
Funds currently misspent in main
taining the current transportation
scheme will be released for use in
some of society's more pressing
needs. ,
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A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

The Menace ~

0\ \t\\\3\\O

LATELY, spokesmen for the AFL
CIO, enraged at the defeat of the
common situs picketing bill, have
taken to lecturing conservatives
(meaning true liberals) for being
"anti-people." I often wonder what
must go through such critics' heads
when they try to buy something for
a dollar. Don't they know what has
happened to their country (and
other countries throughout the
world) as the currency has become
progressively debauched to pay for
all manner of well-meaning "pro
people" welfarist measures?

Some politicians have been catch
ing on-the rej ection of the $50
giveaway before it could reach the
floor of the u.S. Senate is a good
omen. Education, one is gratified to
see, is taking hold. When the Com
mittee for Monetary Research and
Education held .a symposium at
Georgetown University .in Wash-
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ington, D.C., in November of 1974,
the lead-off speaker was Senator
William Proxmire of Wisconsin.
Proxmire had not built his reputa
tion as a conservative. But there he
was, complaining about our "pon
derous and burdensome govern
ment" which has been the major
culprit in producing "first the
creeping, then the running, and
finally the galloping inflation." His
speech set the tone for all that
followed.

The papers contributed by six
teen participants in the George
town symposium have been col
lected in a book, The Menace of In
flation: I ts Causes and Conse
quences, edited by G. Carl Wiegand
(Devin-Adair, $8.95). Surprisingly,
this is a book of many facets. The
contributors agree on the basic pro
position that inflation in the
modern world is generally due to
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the heavy monetization of govern
ment debt, which floods the
markets with "purchasing power"
before any goods have been created
to absorb the extra "money" that
has been spread around. But the
basic economic phenomenon has a
thousand dependent social conse
quences. You cannot debauch a cur
rency without undermining a socie
ty in all its root ethical, religious,
artistic, military and political
assumptions. The "something for
nothing" syndrome ruins different
characters in different ways, which
leaves plenty of room for diversity
in the observations made by our six
teen essayists.

Isolating the various strands
from the sixteen papers, editor
Wiegand notes that inflation has
created pauperism, destroyed
public morals, and changed the
country from a democracy into an
oligarchy where 30,000 bureaucrats
and politicians determine all our
lives. Down the road looms the
tyrant who will assuredly come
following a final inflationary blow
off spasm.

The Political Costs

Lawrence Fertig, in his paper on
the "political costs of inflation,"
takes a dour look at what happens
when nations inflate to "achieve
growth." The "growth" doesn't
happen. What does happen is a
decline in essential capital invest-

ment and a fall in the standard of
living. In the short run some well
positioned labor unions get a jump
on the rest of the country. In
England the money that once mov
ed into "imperial" defense
channels-a navy powerful enough
to rule the world-now goes to sup
port national medicine and govern
ment-owned steel mills. But the
cradle-to-grave "gains" have only
succeeded in spreading the poverty.
Meanwhile the bill for sustaining
the so-called Western alliance has
had to be shouldered by the United
States. Fertig tells us that the cost
of supporting HEW (the Depart
ment of Health, Education and
Welfare) makes it impossible to cut
our own Federal expenditures back
"without seriously eroding the
defense budget." So Britain had
better not count on our arms. Infla
tion, it seems, must work to keep
any alliance from pursuing a suc
cessful foreign policy.

Gary North, a philosopher and
theologian as well as an economist,
writes about the uncertainty that
must afflict any country that cuts
itself loose from accepted monetary
standards. "A mind without fixed
reference points," he says, "is the
mind of an infant or a lunatic." As
Ludwig von Mises pointed out long
ago, the primary flaw of socialism is
that lacking reference points in the
market, it cannot make rational
calculations. So we have govern-
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ments by lunatics. The western
socialisms haven't gone all the way
to lunacy, but they are approaching
it. "Men," says North, "plan for the
future in terms of the present, and
the present is no longer a reliable
guide for the future when it is
characterized by inflation. "

In his contribution to the
Wiegand book, Lemuel Boulware
"runs scared." He is eighty years
old, but it is not the world of our
children that he is worried about.
His mother lived to l03-and if in
flation is not dealt with soon he is
"not going to like what we find
down my remaining 23 years."

Impact on the "Third World"

In his own essay Carl Wiegand
worries about non-oil-producing
Third World countries that go on
piling up debts they never will be
able to repay. Ibrahim M. Oweiss
defends the oil-producing shiek
doms against the charge that they
are responsible for the troubles of
the West or the poorer Third World
nations. The general world inflation
had already achieved a dizzying
pace before the OPEC countries
decided it was stupid to take pay
ment for oil at the old prices in
decaying western currencies. Who
can blame them for trying to get a
top price .for a steadily wasting
asset?

Most of the contributors to the
Wiegand sections on how to remedy

and stop inflation favor a return to
the fixed reference of gold. Arthur
Kemp, fearing that inflation is more
of an addiction than a disease,
would like to revive the gold stan
dard in the orthodox sense, but in
default of that he would accept
Milton Friedman's discipline of
linking any annual increase in the
money supply to productivity. Ed
ward C. Harwood supports a stan
dard of value expressed in a quanti
ty of gold, but he also insists there
will be no diminution of inflation
until we return to self-liquidating
commercial bank credit practices.

David Meiselman would have
Congress fix by law the upper and
lower limits by which the Federal
Reserve may increase the supply of
money. Philip Crane remarks that
"gold is money; paper is a money
substitute." To the extent that we
confuse the two, he says, "we create
the basic problems which we face
today." Patrick Boarman thinks
that floating exchange rates en
courage international inflation, for
they "make it still easier for each
country to determine its own money
supply and thus its prices." C.
Lowell Harriss argues that ex
penditures paid for out of high
taxes can destroy the viability of an
economy. They are as "anti-social"
as inflation. Could price and wage
controls be an answer? Yale Brozen
says definitely no.

The concluding papers in the
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Wiegand book, by Hans~ Sennholz
and Donald Kemmerer, are really
ringing defenses of gold. Kemmerer
lists thirteen standard objections to
the gold standard, and, out of his
capacious knowledge of monetary
history, demolishes everyone of
them by the simple device of "going
to the record." That should be
enough to convince a pragmatic
country.

WE HOLD THESE TRUTHS
by Lawrence Patton McDonald
('76 Press, P.O. Box 2686, Seal Beach,
California 90740,1976)
180 pages • $8.95

Reviewed by Hans F. Sennholz

FACTS we choose to ignore and do
not face squarely have a habit of
stabbing us in the back. In· self-de
fense we must not blindly overlook
danger, but face it courageously
and then seek to conquer it.
Lawrence Patton McDonald's book,
We Hold These Truths, does just
that, confronting the political and
economic dangers that threaten to
engulf society.

As a member of the U.S. House of
Representatives from Georgia, that
is, as a politician, McDonald

displays exceptional cour~ge, for
his message openly challenges the
mainstream of political and
economic thought. He writes
without regard for his .political
career, but with a sense of duty and
the firm resolve of truth and honor.

The book is a primer on the
deterioration of the Republic of the
Founding Fathers to the transfer
democracy of today. His starting
point is the U.S. Constitution as it
was designed and adopted by men
of vision and courage. And it con
cludes with a plea for re-establish
ment of constitutional government,
as ordained by the Constitution.
But he is not pleading for a return
to 18th-century conditions; he is
urging us to repair to the high
ground of principle that motivated
and guided the Founding Fathers.

The Constitution .they created
provided for a federal government
that "was limited to defending us
against foreign aggressions and
against a few specified kinds of ag
gressions at home; and it could col
lect enough sales tax on things we
bought to pay the tiny cost of its
own operations in protecting us.
Otherwise, it was so restricted that
it could do nothing for us, except
keep its tax collectors' hands out of
our pockets, stay out of our affairs,
and leave us alone to sink or swim,
survive or perish, on our own. If we
had any problems we wanted gov
ernment to help solve, we could only
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appeal to our local or state govern
ments, because there were no
grants available to us from Wash
ington. . .. I t left Americans so
much freedom to manage their own
lives that they quickly developed
their portion of the backward,
underdeveloped western hemi
sphere. They astonished the world
with their unparalleled accom
plishments. "

The book is an excellent narrative
of the changes in legislation and
jurisdiction since the early days. In
simple, yet elegant style it
describes the gradually changing
social and economic thought that
has permeated legislation, jurisdic
tion and administration and given
rise to the redistributive society of
today.

No particular branch of govern
ment, nor anyone political party
can be blamed for the changing
values and aspirations that caused
Americans to alter their social and
economic order. More than one hun
dred years ago, a new trend of
thought that cast doubt on the
traditional private property-

individual enterprise order and put
its faith in political power and
government coercion, began to
sway the minds of American in
tellectuals and thought leaders.
This explains our economic and
social history which, after all, is
more than a register or calendar of
events, laws or policies. In the final
analysis, man's history springs
from his system of thought and
value, from social and economic
philosophy that guides human ac
tion.

Dr. McDonald has provided us
with a delightful introduction to
political science and economics. It
touches on such essential course
material as the systems of govern
ment, on political organization and
behavior, and government institu
tions and policies. I t discusses
critically such popular economic
policies as foreign aid, Federal aid
to education, to agriculture, labor,
and anyone willing to apply. In
short, We Hold These Truths is a
great little book-noble in cause
and design, competent in its execu
tion. I)
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Hans F. Sennholz

AFTER almost 40 years of smooth
sailing in academic and political
waters, the Keynesian ship has run
aground. It is taking much water
and is beginning to break up. The
massive rescue operations that are
to free the giant tanker are continu
ing although the chances of success

Dr. Sennholz heads the Department
of Economics at Grove City College
and is a noted writer and lecturer on
monetary and economic affair.s.

This article is presented here, by
permission, from a paper delivered
March 19, 1977 at Arden House in
Harriman, New York, at the Fifth An·
nual Conference of The Committee
for Monetary Research and Educa·
tion, Inc., P.O. Box 1630, Greenwich,
Connecticut 06830. The theme of the
3·day conference· was "The Wrong
and Right Cures for Unemployment."

are small. There is growing concern
about the pollution that will follow
the breakup.

For the moment, the Keynesian
ship is resting on two rocks, infla
tion and unemployment. Keyne
sians are calling for help and are of
fering rich rewards to potential
rescuers. Paul A. Samuelson even
holds up the hope of a Nobel Prize
to the brave deliverer. "No jury of
expert economists, " he asserts,
"can agree on a satisfactory solu
tion for the modern disease of 'stag
flation,' many of the proffered cures
may be as bad as the disease itself.
That is why one can say that some
young economist can win for herself
or himself aNabel Prize on the basis
of an empirical or theoretical
breakthrough that will help the

387
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mixed economy cope better with the
present-day scourge."1

Modern inflation, the Keynesians
lament, differs from that of the past
in that prices and wages continue to
rise while there is underemploy
ment of capital and labor. When the
monetary and fiscal brakes are ap
plied and the rate of cost-push infla
tion is limited, the managed econo
my sinks into deep recession. With
out the brakes, the inflation accel
erates while unemployment remains
high or even goes higher. The
Keynesian tools of C + I + G (con
sumer, investment, or government
spending) have lost their legendary
power.

The Phillips Curve, which was
hailed as the political manager's
blueprint, has become a big ques
tion mark. Its quantification of the
trade-off relationship between un
employment and wage rates ob
viously is more fiction than descrip
tion. And its pictorial message that
a. low rate of inflation means high
unemployment, and greater infla
tion less unemployment, is spur
ious. The fact is that the Keynesian
formula of full employment through
monetary and fiscal stimulation is
finally yielding its foreseen results:
rising rates of inflation together
with growing unemployment.

The Keynesian system contains

1Paul A. Samuelson, Economics, 10th edi
tion, McGraw-Hill Book Co., New York, 1976,
p.820.

... the Keynesian formu la of
full employment through
monetary and fiscal stimula
tion is finally yielding its fore
seen results: rising rates of in
flation together with growing
unemployment.

many errors, too numerous to anal
yze in this essay. But we must men
tion just a few that have a bearing
on the issue. In particular, we must
reject the basic psychological max
im that government can fool all the
people all the time with easy money
and credit.

Poor Psychology

Lord Keynes was banking on the
economic ignorance and stupidity
of wage earners and their union
agents. He recommended deficit
spending and credit expansion as an
efficient method for gradually and
automatically lowering labor costs.
Admittedly, lower real wages raise
the demand for labor and reduce
unemployment. But the success of
the Keynesian plan depends entire
lyon the ability to deceive the'
workers and their unions or, if this
should fail, to persuade them to suf
fer voluntary losses in real incomes.

Deceit is always the false road to
a solution. It weaves a tangled web,
which in the end misleads one's self
and destroys the confidence of
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others. While the Keynesians are
weaving, the workers are marching
in picket lines. They need no Ph.D.
in Keynesian economics to under
stand how rising prices reduce the
purchasing power of labor income.
They are quick to demand wage
boosts that compensate for the rise
in goods prices. Moreover, they
may force rises in money wage rates
that anticipate future purchasing
power losses, lest they lose during
the life of the contract. Both claims,
together with the demand for
higher real incomes because of "ris
ing labor productivity," are foiling
the Keynesian plan.

The post-Keynesians now admit
that the customary dosages of
monetary and fiscal policy no
longer cause real wages to adjust to
clear the labor markets. They speak
of a great discovery of a new type of
inflation in which labor does not
want to be deceived, but continues
to push for higher wages regardless
of the recipe. In frustration and
desperation, the Keynesian profes
sors are developing new theories on
"cost-push inflation" and charting
new curves that are to explain the
dilemma. Abraham Lincoln had the
answer to the Keynesian cunning:
"You cannot fool all of the people
all the time."

Because economic reality does
not conform with their doctrines,
Keynesians now are joining many
utopian and would-be reformers,

urging the use of force to fit man in
to their peculiar mold. To fit
econonriclife into ·the Keynesian
mold, they are debating the use of
government force. Wanted: an in
comes policy, that is, wage and
price controls, or governmental
guideposts, or government getting
tough with the unions, or some
other force of deliverance.

Institutional Unemployment

We recall that Franklin D.
Roosevelt, and all presidents since,
initiated their own programs for full
employment. They all pledged top
priority to the problem of mass
unemployment. And yet, except for
World War II years, unemployment
has been our constant companion
ever since 1930. In fact, it seems to
grow ever more acute as it now
makes its ugly appearance even in
boom times. Almost eight million
Americans are looking for jobs;
although the economy is said to be
prosperous and growing.

The Carter Administration, like
its predecessors, is not really coping
with the causes of unemployment.
Under the influence of post
Keynesian conceptions it seeks once
again to stimulate the economy
through deficit spending and credit
expansion, through tax rebates and
public works, and talks about rais
ing minimum wages and increasing
unemployment compensation. It is
resorting to the very measures that
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create unemployment rather than
alleviate it.

Throughout the Keynesian and
post-Keynesian era, the inexorable
laws of economics have not
changed. Unemployment still is,
and always has been, a cost phe
nomenon. A worker whose employ
ment adds valuable output and is
profitable to his employer can
always find a job. A worker whose
employment inflicts losses is
destined to be unemployed. As long
as the earth is no paradise, there is
an infinite amount of work to be
done. But if a worker produces only
$2 per hour, while the government
decrees a minimum wage of $2.30
an hour plus sizable fringe costs, he
cannot be employed. For a busi
nessman to hire him would mean
capital loss and waste. In other
words, any compulsion, be it by
government or union, to raise labor
costs above those determined by
the marginal productivity of labor,
creates institutional unemploy
ment.

With Friends Like These ...

The problems of unemployment
are badly obscured by popular
pseudo-humanitarianism according
to which the demand for higher
labor costs is a noble demand for
the improvement of the conditions
of the working man. Politicians and
labor leaders who forcibly raise
labor costs parade as the only true

A worker whose employment
adds valuable output and is
profitable to his employer can
always find a job. A worker
whose employment inflicts
losses is destined to be
unemployed.

friends of labor and the "common
man," and as the only stalwarts of
progress and social justice. Actual
ly, they are causing mass unem
ployment. Where there is neither
government nor union interference
with the costs of labor, there can on
ly be voluntary unemployment. The
free market offers jobs to all eager
to work.

An administration that is genu
inely interested in the well-being of
the unemployed workers would aim
at reducing their employment costs.
In order to give new hope to our
youth and promote on-the-job train
ing and learning, a humanitarian
administration would immediately
repeal the minimum wage legisla
tion. Or, as a beginning, it would ex
empt teenagers from its restric
tions. But such a repeal would re
quire greater political courage than
displayed by any recent president.
However politically expedient, it is
nonetheless cruel to promise higher
wages and more benefits when the
net result can be no other than
unemployment.
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The pseudo-humanitarian push
for higher labor costs is reinforced
by the popular drive for generous
unemployment compensation and
other benefits for the poor and
underprivileged. While we tax and
discourage labor, we subsidize
unemployment with great generosi
ty. But we are harming millions of
people economically and morally:
the working population that is chaf
ing under the growing burden of
transfer taxation and, above all, the
idle millions who are making the
collection of public benefits a
primary way of life. Unskilled
workers whose earnings are
relatively small can easily be
caught in the intricate web of
unemployment benefits. Why
should a laborer seek employment
at $100 a week if his unemployment
benefits, supplementary compensa
tions, severance pay and union sup
port, food stamps, and the like
equal or exceed this amount?

Cyclical Unemployment

A particular brand of institu
tional unemployment is cyclical in
nature. I t swells the ranks of
jobless workers during economic
recessions and depressions. Ac
cording to mainstream economic
doctrine, this kind of unemploy
ment is a chronic phenomenon of
the individual enterprise order
which from time to time suffers
from fluctuations in investment or

capital goods. Businessmen may
make changes in investment which
are amplified in a cumulative,
multiplied fashion. They will add to
the stock of capital, or make net in
vestments, only when the level of
national income is growing. Pros
perity must come to an end and
recession ensues when sales go
down, or even when they merely
level off or grow at a lower rate than
previously. On the other hand, in
vestment demand can be induced
by growth of sales and incomes.

This explanation, known by the
high-sounding name of "accelera
tion principle," induces Keynesian
administrations to apply a great
number of measures that aim at
stimulating income. Wage in
creases, tax reductions and rebates
for lower income earners, together
with "expansionist" monetary
policies, are to promote consump
tion, the moving force for full
employment and economic growth.

The doctrine is as old as it is
fallacious. It is built on the ancient
myth that the stimulator and
spender, i.e., government, is an enti
ty outside and above the economic
process, that it owns something
that is not derived from its sub
jects, and that it can spend this
mythical something for full employ
ment and other purposes. In reply
we must again and again repeat the
truism that government can spend
only what it takes away from tax-
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payers and inflation victims, and
that any additional spending by
government curtails the citizens'
spending by its full amount.

Consequences of Inflation

The business cycle with its phases
of boom and depression is the in
evitable consequence of inflation
and credit expansion. When the
federal government suffers a
budget deficit it may raise the
needed money through borrowing
the people's savings, or through the
creation of new money and credit by
the banking system under the direc
tion of the Federal Reserve. To bor
row and consume savings is to in
vite an immediate recession, for the
Treasury now consumes the funds
that were financing economic pro
duction. As interest rates rise,
business must curtail its opera
tions. Therefore, lest all private in
dustries contract as federal spend
ing expands, the federal govern
ment resorts to inflation and credit
expansion.

Government thus resorts to a
method of deficit financing that
completely muddles the situation.
That is, while government is con
suming more resources and capital
funds, interest rates do not rise, but
actually decline on account of the
creation of new money. Declining
interest rates now misguide
businessmen who embark upon ex
pansion and modernization pro-

jects, and mislead them to par
ticipate in an economic boom that
must soon run aground for lack of
genuine savings. Business costs,
especially in the capital goods in
dustries, soar until production
becomes unprofitable or even in
flicts losses. At this point the
decline sets in. Proj ects are
cancelled, output is curtailed, and
costs are reduced. In short, the
depression that is caused by a
falsification of interest rates,
leading to structural malad
justments, is alleviated through
readjustment and repair of the
damage inflicted by the credit ex
pansion.

Bigger and Better Booms

The Keynesians and their practi
tioners in government are loudly
proclaiming that they have learned
to cope with the cycle. Actually,
they are not avoiding the cycle by
refraining from deficit spending and
inflation, they are merely "solving"
the dilemma of stagnation and
decline through ever-larger bursts
of deficit spending and money crea
tion. Every administration is
desperately spending and inflating
in order to kindle another boom.
Then, after a while, the boom is
followed by another recession that
necessitates an even larger deficit
and more inflation. Unfortunately,
this merry-go-round, which charac
terizes the federal administrations
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from 1930 to date, has debilitated
the U.S. dollar and made individual
savings an important resource for
federal deficit financing.

During the period of boom, capi
tal and labor are attracted by the
feverish conditions in the capital
goods industries. Here employment
tends to rise as labor moves from
consumers' goods industries to the
booming capital goods market.
There may even be some unem
ployed workers who now find jobs
under boom conditions, which may
temporarily reduce the general rate
of unemployment. But the boom
passes by the millions of workers
who are condemned to idleness by
minimum wage legislation, labor
union policies, and the temptations
of compensation and food stamps.

When the fever finally gives way
to the chills of recession, the capital
goods industries undergo a painful
contraction. Capital and labor are
set free. They now return to the
long-neglected consumers' goods in
dustries from whence they came. In
an unhampered labor market the
readjustment would be brief and
direct. But in a market that is
obstructed by 65 weeks of generous
unemployment compensation and
many other benefits, the readjust
ment process must be slow and cir
cuitous. Unemployment rises and
stays high for long periods of time.

In boom and bust, goods prices
rise as a result of the various injec-

The phenomenon of rising
unemployment together with
rising consumer prices pain
fully contradicts the accelera
tion principle and completely
jumbles the Phillips Curve.

tions of new money by the full
employment planners. During the
boom, capital goods prices lead the
way. During the depression when
these retreat in contraction and
readjustment, the prices of con
sumers' goods take the lead, which
utterly confounds the Keynesians.
The phenomenon of rising unem
ployment together with rising con
sumer p~ices painfully contradicts
the acceleration principle and com
pletely jumbles the Phillips Curve.

Hedge Unemployment

The Keynesian commitment to
expansionary policies is a commit
ment to inflation that does not pro
mote full employment. It does not
achieve the "miracle ... of turning
a stone into bread," but generates
the business cycle with periods of
high unemployment. Continued ap
plication of the Keynesian recipe
must finally lead to the complete
breakdown of the monetary system
and to mass unemployment.

Rampant inflation destroys the
capital markets that sustain
economic production. The lenders
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who suffer staggering losses from
currency depreciation are unable to
grant new loans to finance business.
And even if some loan funds should
survive the destruction, lenders shy
away from monetary contracts for
any length of time.. Business capi
tal, especially long-term loan capi
tal, becomes very scarce, which
causes economic stagnation and
decline. To salvage their shrinking
wealth, capitalists learn to hedge
for financial survival; they invest in
durable goods that are expected to
remain unaffected by the inflation
and depreciation. They buy real
estate, objects of art, gold, silver,
jewelry, rare books, coins, stamps,
and antique grandfather clocks.

Surely, this redirection of capital
promotes the industries that pro
vide the desired hedge objects. But
it also causes other industries to
contract. It creates employment op
portunities in the former and re
leases labor in the latter. As the
hedge industries are very capital-in
tensive, working with relatively lit
tle labor, and the contracting in
dustries are rather labor-intensive
with a great number of workers, the
readjustment entails rising unem
ployment. Of course, the readjust
ment process is hampered by labor
union rules, generous unemploy
ment compensation, and ample food
stamps.

Similarly, double-digit inflation
causes businessmen to hedge for fi-

nancial survival. They tend to in
vest their working capital in those
real goods they know best, in inven
tory and capital equipment. Funds
that were serving production for
the market become fixed invest
ments in durable goods that may
escape the monetary depreciation.
Economic output, especially for
consumers, tends to decline, which
raises goods prices and swells the
unemployment rolls.

Deficits Consume Jobs

Both federal deficits and the infla
tion that follows, consume produc
tive capital. The deficits of the U.S.
government are consuming massive
amounts of business capital that
otherwise would produce economic
goods, create jobs, and pay wages.
During the decade of the 1950's,
total U.S. government deficits
amounted to a mere $17.7 billion.
During the 60's, the total was only
$56.9 billion. During the first half of
the 1970's, deficits rose to $71.4
billion, and, as if they were follow
ing an exponential curve, in the se
cond half of this decade, must be ex
pected to exceed $200 billion.

The inflation itself is a powerful
destroyer of productive capital. It
taps the savings of many millions of
thrifty individuals for government
consumption and redistribution. It
weakens the capital markets and
misleads businessmen into costly
management errors. I t causes busi-
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nessmen to overstate their earn
ings, overpay their taxes, and con
sume their fictitious profits.

In the United States, government
is attacking business capital from
both sides: It is pressing con
tinuously toward higher levels of
consumption through spending
schemes and extensive redistribu
tion of wealth and income; and it is
severely hampering economic pro
duction and capital formation
through taxation and intervention.
The "environmental" regulations
alone are estimated to impose some
$300 billion of cleanup costs on
American industry during the
1970's. All such costs are "unpro
ductive," meaning that the expen
ditures consume business capital
without generating new production
and income. They will never build
factories, stores, offices, and many
other facilities of production. And
above all, they will not afford em
ployment to the jobless millions.

In a stagnant economy that no
longer permits capital formation
and business growth, the institu
tional pressures for higher labor
costs are painfully felt in the form
of rising unemployment. The job
situation may even get worse when
the net amount of productive capi
tal begins to shrink as a result of ex
cess consumption and declining
production-that is, when the
amount of capital invested per
worker begins to decline and wage

The deficits of the U.S.
government are consuming
massive amounts of business
capital that otherwise would
produce economic goods,
create jobs, and pay wages.

rates must readjust to lower levels.
In such a situation, which in the
judgment of some economists is
already upon us, the institutional
pressures for higher labor wages
and benefits-to which laborers
have grown accustomed and believe
themselves to be entitled economi
cally and morally-would generate
ever-higher rates of unemployment.
If, at the same time, government
should "stimulate" the sagging
economy with easy money and
credit, goods prices will soar
alongside the unemployment rolls.

The Ultimate Folly:
Disintegration Unemployment

The ultimate folly which govern
ment may inflict on its people is the
imposition of price controls, which
are people controls. When goods
prices soar because budget deficits
run wild, and monetary authorities
aim to "stimulate," the very admin
istration conducting such policies
desperately reaches for the control
brakes. But there is probably no
other measure that so promptly and
effectively disrupts economic pro-
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duction and weakens the currency
as comprehensive price controls.
And no other policy or disaster
causes more unemployment more
rapidly than the imposition of
stringent controls over prices.

Price controls instantly paralyze
the labor market, hamper economic
production, encourage consump
tion, and create shortages that in
vite an even more coercive system
of rationing, allocations and
priorities. Obviously, wh~re a cen
tral authority dictates all things,
where millions of prices and wages
are replaced by a single directive,
chaos and darkness descend over
economic life. Our splendid ex
change system, with its magnifi
cent division of labor, disintegrates
and gives way to a primitive com
mand system. The disintegration is
accompanied by mass unemploy
ment.

Even without price controls, ram
pant inflation causes such serious
disarrangement of markets and dis
ruption of production that both
economic disorders-boom and de
pression-occur simultaneously.
Consumers' goods industries tend
to contract while capital goods in
dustries that are producing the
machines, equipment, and materials

for business hedging, enjoy a fever
ish boom. But the labor market
with all its institutional rigidities is
unable to adjust to the rapid
changes, and therefore suffers the
strains of rising unemployment.

Moreover, the disintegration of
the exchange system as a result of
the failure of money, the medium of
exchange, causes a general decline
in real wages, which breeds wide
spread labor unrest. Individual pro
ductivity may fall, which boosts
business costs. Labor unions· react
with militant demands and ugly
strikes, which inflict losses on
business and cause even more un
employment. With millions of idle
workers searching for work, other
millions are marching on picket
lines in protest against the rampant
inflation that is engulfing their jobs
and livelihoods. Such are the symp
toms of the finale of a currency that
became a Keynesian stimulant and
a medium for redistribution.

The capsized Keynesian ship is
sinking. The property loss is stag
gering, but the crew is safe. Exper
ience, which is the best of teachers,
comes at a dreadfully high price. It
teaches slowly, and at the cost of
mistakes. The important thing is to
listen and to learn. ~



Lawrence W. Reed

ECONOMISTS who believe in the
market economy seldom have kind
words for the ideas of the late John
Maynard Keynes, and understand
ably so. Keynes, who did so much to
make inflation a popular policy
worldwide, was no friend of the free
market. Scattered here and there in
his voluminous writings, however,
are passages with which free mar
ket advocates can wholeheartedly
agree. This one in particular
deserves to be carved in stone and
enshrined forever:

The ideas of the economists and
political philosophers, both when they
are right and when they are wrong, are

Mr. Reed of Beaver Falls, Pennsylvania, is a recent
graduate of Grove City College, now studying for an
advanced degree in American hi_tory with emphasis
on economics.

Is There an
Unfavorable
Balance of
Tradel

more powerful than is commonly under
stood. Indeed the world is ruled by little
else. Practical men, who believe them
selves to be quite exempt from any in
tellectual influences, are usually the
slaves of some defunct economist.
Madmen in authority, who hear voices
in the air, are distilling their frenzy from
some academic scribbler of a few years
back.!

Today it seems that defunct
economists and academic scribblers
are making a· dramatic comeback.
Economics has become burdened
with foolish notions that were once
thought to be discredited. Some of
these notions are put forward as if
they are imaginative, new disco,,-

1John Maynard Keynes. The General
Theory of Employment, Interest and Money
(New York: Harcourt, Brace and World. 1964),
p.383.
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eries; too many are designed to turn
the clock back to the days before
free trade unleashed the creative
energies which have built the pro
sperity of Western civilization.

Twin Obstructions

A leading illustration of this
point involves the twin concepts of
"balance of trade" and "balance of
payments." These two concepts,
which sound innocuous in name,
often form the basis for erecting
barriers to foreign goods. With the
demand for "protectionist" legisla
tion on the rise throughout the
world, we can expect to hear more
about them in coming months.

How are these terms defined? The
"balance of trade" is considered to
be the difference between the
money value of a country's mer
chandise imports and the money
value of its merchandise exports.
The "balance of payments" is
regarded as a broader measure of
economic activities between nations
because it includes merchandise
and such "invisible" imports and
exports as credit transactions and
gover\lment payments abroad (for
foreign aid or to support military
forces, for example).

The definitions are not as impor
tant, though, as the actual purpose
behind them. Both "balance of
trade" and "balance of payments"
concepts attempt to fracture the
process we know as "trade" so that

the resulting fragments can be
designated either"good" or "bad."
In this way, "trade" is deemed to be
"good" if it meets certain statisti
cal criteria and "bad" if it does not.
Such value judgments, moreover,
are reached independently of the in
dividuals who are doing the actual
trading.

The Mercantilists

The first economists to develop
this analysis of trade were the mer
cantilists, so it is certainly not new
with today's theoreticians. Thomas
Mun, a leading mercantilist scholar
of the seventeenth century, argued
that England would prosper in for
eign trade if only she would strive
for a "favorable" balance:

The ordinary means, therefore, to in
crease our wealth and treasure is by For
raign Trade wherein we must ever ob
serve this rule; to sell more to strangers
yearly than we consume of theirs in
value. For suppose that when this
Kingdom is plentifully served with
Cloth, Lead, Tin, Iron, Fish and other
native commodities, we doe yearly ex
port the over-surplus to forraign Coun
treys to the value of twenty two hun
dred thousand pounds, by which means
we are enabled beyond the Seas to buy
and bring in forraign wares for our use
and Consumptions, to the value of twen
ty hundred thousand pounds; By this
order duly kept in our trading, we may
rest assured that the Kingdom shall be
enriched yearly two hundred thousand
pounds, which must be brought to us in
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so much Treasure, because that part of
stock which is not returned to us in
wares must necessarily be brought
home in treasure....2

Mun and the mercantilists be
lieved that a nation must never buy
from foreigners more than it sells to
them. If such an "unfavorable"
balance occurred, the nation had to
pay the difference in gold, the
internationally-accepted medium of
payment. To prevent that, the gov
ernment was supposed to actively
promote an excess of exports over
imports. Mercantilists were so con
vinced that specie itself constituted
the wealth of the nation that they
closed their borders to trade and
often waged war in orner to protect
and accumulate vast supplies of
gold. That a nation shouldstrive for
a "favorable" balance of trade
(more exports than imports) is the
economic heritage of tpe sixteenth,
seventeenth, and eighteenth cen
turies.

Mercantilist reasoning did not die
with the mercantilists, .however.
According to the U.S. Department
of Commerce, imports surpassed
exports for eight consecutive
months through January 1977. This
situation, disparagingly labeled a
trade "deficit," is provoking con-

2"England's Treasure by Forraign Trade,"
1664 by Thomas Mun in John R. McCulloch
(ed.), Early English Tracts on Commerce (Nor
wich: J arrold and Sons, Ltd., 1952), pp.
125-26.

cern among many orthodox econo
mists. Already, demands are in
creasing for restricting imports to
redress the "imbalance." Japan is
singled out for particular scorn,
because she sold $5 billion more in
goods to the U.S. than the U.S. sold
to her in 1976. Each month that
government statistics indicate an
"unfavorable" balance seems to
push America closer to a neo-mer
cantilist policy of protectionism
and trade wars.

Adam Smith and Bastiat

It was Adam Smith who first at
tacked the notion that exports are
good and imports are bad. He pos
tulated a "harmony of interests" in
trade, by which both parties to an
exchange benefit. With the excep
tion of obvious fraudulent prac
tices, which are minimal in number
and a responsibility of the courts,
there can be nothing "unfavorable"
about voluntary trade from the
point of view of the individuals do
ing the trading, otherwise those in
dividuals would not have engaged
in it.

This principle is readily visible
when trade involves two parties
within a country; it somehow
becomes confused if an invisible
political barrier separates the two.
Introduce more than one currency
and the principle becomes all but
totally obscured in the welter of
economic fallacy. Mercantilists of
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yesteryear and like-minded econo
mists of today face an impossible
dilemma posed by this question:
Since each and every trade is "fa
vorable" to the individual traders,
how is it possible that these trans
actions can be totalled up to pro
duce something "unfavorable"?

Frederic Bastiat, the nineteenth
century French economist and phil
osopher who exploded myths with
stunning clarity, once addressed
himself to this very point. His anal
ysis remains to this day one of the
best critiques of the "unfavorable
balance" concept:

M.T. despatched a ship from Le Havre
to the United States, with a cargo of
French goods, chiefly those known as
specialties of Parisian fashion, totalling
200,000 francs. This was the amount
declared at the customhouse. When the
cargo arrived in New Orleans, it had to
pay a shipping charge of ten per cent
and a tariff of thirty per cent, which
brought the total to 280,000 francs. It
was sold at a profit of twenty per cent,
or 40,000 francs, for a total price of
320,000 francs, which the consignee con
verted into cotton. This cotton had to
pay ten per cent more, for transporta
tion, insurance, commissions, etc.; so
that, when the cargo arrived at Le
Havre, its cost amounted to 352,000
francs, and that was the figure entered
into the accounts of the customhouse.
Finally, M.T. again realized, on this
return trip, twenty per cent profit, or
70,400 francs; in other words, the cotton
sold for 422,400 francs.

If M. Lestiboudois requires it, I shall
send him some figures taken from the
books of M.T. There he will see, in the
credit column of the profit-and-loss
account-that is to say, as profit-two
entries, one for 40,000 francs and the
other for 70,400 francs; and M.T. isfully
satisfied that in this respect his ac
counting is not in error.

And yet, what do the figures in the ac
count books of the customhouse tell M.
Lestiboudois regarding this transac
tion? They tell him that France has ex
ported 200,000 francs, and that it has
imported 352,000 francs; whence the
honorable deputy concludes "that it has
consumed and dissipated the proceeds
of previous savings, that it has im
poverished and is on the way to ruining
itself, that it has given away 152,000
francs ofits capital to foreigners. "

Some time afterward, M.T. des
patched another ship with a similar
cargo, worth 200,000 francs, of products
of our domestic industry. But the un
fortunate vessel sank while leaving the
harbor, and there was nothing else for
M.T. to do but to inscribe in his books
two brief entries phrased thus:

Sundry goods due to X: 200,000 francs
for the purchase of various commodities
carried by ship N.

Profits and losses due to sundry
goods: 200,000 francs for ultimate total
loss of the cargo.

Meanwhile, the customhouse on its
part was 'entering 200,000 francs into its
export ledger; and as it will never have
anything to enter into the opposite im
port ledger on this account, it follows
that M. Lestiboudois and the Chamber
will view this shipwreck as a clear net
profit of 200,000 francs for France.
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There is still a further conclusion to be
drawn from all this, namely, that, ac
cording to the theory.of the balance of
trade, France has a quite simple means
of doubling her capital at any moment.
It suffices merely to pass its products
through the customhouse, and then
throw theminto the sea. In that case the
exports will equal the amount of her
capital; imports will be nonexistent and
even impossible, and we shall gain all
that the ocean has swallowed up.3

In a parting shot, Bastiat again
applies reductio ad absurdum logic
to the argument. He declares:

Assume, if it· amuses you, that for
eigners flood our shores with all kinds of
useful goods, without asking anything
from us; even if our imports are infinite
and our exports nothing, I defy you to
prove to me that we should be the
poorer for it.4

ATwo-Way Street

It ought to be obvious that trade
is a two-way street. In a free mar
ket, where trade is a voluntary, de
sired, and spontaneous feature of
human action, there is a "perfect
balance." Professor W.M. Curtiss
demonstrates that trade between
people of different nations is no dif
ferent in this respect from trade
between people of the same nation:

3Frederic Bastiat, Economic Sophisms (Irv
ington, New York: Foundation for Economic
Education, 1968), pp. 53-54.

4Ibid., p. 55.

Suppose you sell a bushel of apples for
two dollars. You get two dollars, which
you would rather have than the apples;
the buyer gets the apples, which he
would rather have than the two dollars.
A perfect balance!

True enough, our exporters may sell
goods to English buyers and get ster
ling exchange. They may spend this
money in France or Germany rather
than in England, so that the flow of
goods is not directly between England
and· America. But the same might be
true in the trade of apples for dollars.
With your two dollars, you probably will
buy something from a third party rather
than from the man who bought your
apples.5

The mercantilists, we have noted,
viewed the export of money and bul
lion as inherently evil. Exports were
to be encouraged and imports dis
couraged by means of tariffs and
quotas in order for money to be
"kept in" the country. Similar cries
are heard today. Many economists
and government officials view with
alarm any net outflow of money to
foreigners.

In the context of individuals
engaged in free trade, such alarm is
misplaced if directed at the market.
Often a net outflow of funds is a
symptom of the government's own
policy of inflation which erodes
public confidence in the dollar. Pro-

5W.M. Curtiss, The Tariff Idea (Irvington,
New York: Foundation for Economic Educa
tion, 1962), p. 36.
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fessor Ludwig von Mises believed
that in any case, this occurrence

. .. is not the product of an unhappy
concatenation of circumstances that be
falls a nation like an act of God. It is the
result of the fact that the residents of
the country concerned are intent upon
reducing the amount of money held and
upon buying goods instead.6

Furthermore, Mises contended, it
is not correct to assume that gov
ernment must take measures to
prevent a total loss of the nation's
money by such an "unfavorable
balance." Quoting from Professor
Mises again:

No government interference is needed
to prevent the residents of New York
from spending all their money in deal
ings with the other forty-nine states of

6Ludwig von Mises, Human Action
(Chicago: Henry Regnery Co., 1966), p. 452.

Free Trade

the Union. As long as any American at
taches any weight to the keeping of
cash, he will spontaneously take charge
of the matter . .. But if no American
were interested in keeping any cash
holding, no government measure con
cerning foreign trade and the settlement
of international payments could prevent
an outflow of America's total monetary
stock.7

Keynes was correct when he said
that ideas, right or wrong, rule the
world. The undue concern over the
"balance of trade" and the "balance
of payments" will quite probably
produce wider restrictions on inter
national trade. If that occurs, our
government's policy-makers will be
treading blindly in the footsteps of
the defunct economists and aca
demic scribblers of mercantilist
times. ~

7Ibid.

IDEAS ON

LIBERTY

IF a person advocates free trade domestically, he cannot logically advo
cate protective tariffs and other similar measures that prevent goods
and services from moving freely across national boundaries. It is
simply not true that a nation and a people are made more prosperous
by compelling themselves to pay two and three times as much as they
need to pay for the goods and services they want. It just does not make
sense to improve the means of moving goods from one nation to
another, and then to cancel out the savings in transportation costs by
passing laws to hamper the resulting trade. I am convinced that such
contradictions arise more from lack. of understanding than from evil
intentions.

DEAN RUSSELL,
"Free Trade: Domestic and Foreign"
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Clarence B. Carson

7 Russia: The Reign of Terror
TERROR is Soviet Communism's
substitute for law. It is not an acci
dent that it is a substitute; it is not
a whim of those who rule; it does
not arise simply from the love of
power. Terror is as essential to com
munism as oxygen is to fire. Its
essentiality, its necessity, arises
from the nature of things. The
necessity for it is, if you will, on
tological and metaphysical, lying at
the core of how things are and the

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around the
world.

way they can be here on this earth.
(How much terror is necessary is an
entirely different matter; it is, in
any case, a question for tyrants to
debate.)

Karl Marx professed to believe
that when private property was
abolished the state would wither
away. The available evidence in
dicates that Marx erred, that far
from disappearing the state ex
pands and grows luxuriously until
it occupies every nook and cranny
of the life of a people when private
property is abolished. Marx's in
sight was off the mark. It is not the
state which withers away when pro-

403
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perty is abolished, but law, and
liberty, and private rights, and
justice.

True, theorists of communism
thought that the need for law would
disappear as the revolution moved
to its fruition. This would, however,
occur simultaneously with the
withering away of the state, or, at
least, as a part of the same process.
Law, according to Marxism, is a
product of the class struggle. It is
the means by which the ruling class
imposes its will on all the rest. The
state is the device which effects the
imposition. The Bolshevik Revolu
tion did indeed sunder ancient rela
tionships between the state (and the
government within it), property,
law, and private rights. It sundered
them sufficiently to ·reveal some
connections which could have been
known theretofore mainly by specu
lation. The Soviet experience should
serve as a rich mine for political
theory, but it can only do so by be
ing separated from Marxian theory.

Law and Property Rights

The major conclusion to be drawn
from the Soviet experience is this:
Law is neither essential to nor
derived from the power of the state.
On the contrary, law is an impedi
ment to the exercise of governmen
tal power. Government operates
essentially by the use of force. The
state is the territory within which a
government has a monopoly of the

use of force, at least within its
jurisdiction. Law regularizes and
limits the use of force by govern
ment. It limits it by prescribing
how force shall be used, to what ex
tent, and under what conditions.
Law is no more necessary to
governments than handcuffs would
be to a boxer.

Law arises from and depends on
property rights. All rights are ex
tensions of property rights. This
has been the case historically.
Freedom of speech, of press, and of
religion, for example, were only
established after the foundation
had been laid in rights to private
property. This course of events was
not accidental; it was essential. The
law can protect only what it can
define. Freedom of speech is a pro
perty right to one's utterances,
depending for its use upon a place
(property) from which.to speak, and
upon its defense for the means by
which to enter into an adversary
relationship with those (including
government) who would deny it.
Abolish private property, and you
abolish all rights and liberties with
it. Law can no more survive without
these rights in property than can a
building be suspended from sky
hooks. Neither has any foundation.

The Alternative Is Terror

Government requires neither
private property nor law in order to
function. They are inhibitions on its
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exercise of force. There is for
government an alternative to law; it
is terror. Government must act by
law or by terror, or a combination of
these two means. In the absence of
private property and its corollary,
law, government must act by ter
ror. The exercise of force without
the restraint of law is terror. No
better definition can be given, and
none is needed. It does not become
terror because of the horrible char
acter of the acts; every use of force
is terroristic because it is arbitrary,
unpredictable, and has no certain
cause or explanation. None may
know when force will be applied or
when it will be halted, for there are
no enforceable restraints.

The Soviet Union is a lawless na
tion at bottom. There is, of course, a
facade of law. There are rules for the
bureaucracy; there are statutes to
apply to the populace; there is a
constitution, have been several con
sititutions; and there is a system of
courts. But these are all facade,
because those who rule are unbound
by them. They are unbound because
the Russian people have no means
for making them observe the law.
They have no means because they
have no private property, or so little
that it is grossly insufficient for the
task. They have no property be
cause of communism. The lawless
ness and terror derive from com
munism; they are its inevitable cor
ollary. The extent of the terror

depends upon the particular ruler;
the necessity for terror, per se,
arises from .communism.

Stages of Soviet Rule

The history of the Soviet Union
can be divided into episodes ac
cording to the degree, extent, and
quality of terror by which it has
been ruled. The first episode was
that of War Communism from 1918
into 1921, a period of extensive ter
ror and Draconian measures in
behalf of revolutionary activity and
the defeat of the White forces. The
next episode was that of the New
Economic Policy (NEP) which
lasted from about 1921 to 1928.
There is no doubt that the terror
abated during this period. Much
private economic activity was per
mitted; commercial laws were
enacted; and some protections to
private property were enforced.

The next episode properly en
compasses the whole period of the
personal rule of Joseph Stalin,
1928-1953,-a period of 25 years of
the most extensive. and intensive
reign of terror in all of history. The
Stalinist terror can itself be broken
into episodes-forced collectiviza
tion, forced industrialization, the
Great Purge, and so on-, but this
would only involve distinctions
based on the character of the vic
tims not upon the extent of the ter
ror.

Following Stalin's death, par-
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ticularly during Nikita Khrush
chev's middle period, so to speak,
1956-early 1960's, there was a
dramatic abatement of the terror, a
widescale freeing of political
prisoners, and even some revelation
of the extent of Stalin's terror. This
does not mean Khrushchev's reign
was lawful, only less terror-filled.
The indications are that Leonid
Brezhnev has restored much of the
secretive atmosphere of ~talin as
well as a modified terror.

Always, Terror

One thing should be made clear:
Every Communist regime in the
Soviet Union has employed terror.
All have used the secret police who
were art instrument of the rule of
terror, whose names have been
changed over the years but not
their character. All have been
lawless in that none' has been
prevented from acting because it
was against the law. No single in
stance has come to light of a
member of the secret police being
prosecuted for terrorist acts
against the citizenry. Khrushchev
reported some of the crimes of
Stalin, but those who conspired
with Stalin were not brought to
justice.

The purpose of the terror in the
Soviet Union is not primarily to
maintain what in the United States
is sometimes called law and order.
This helps to explain the great

variations in the degree, extent, and
quality of the terror. If it were
aimed at punishing or suppressing
what is ordinarily called crime,
there would be little reason to ex
pect any great variation. After all,
crimes against persons and proper
ty may increase or diminish over
the years, but they do not ordinari
ly change much from one ruler to
the next. In any case, ordinary
crime-crimes against persons,
such as assault, and theft of per
sonal property-does not greatly
excite the Soviet authorities. Most
property belongs to the state, and
theft or abuse of it is a political
crime. "Political" crime is that
against which the terror is waged.
There is abundant testimony, even,
that ordinary criminals are permit
ted, and probably intentionally
used, to terrorize the political
prisoners in prisons and slave labor
camps.

An Ideological Weapon

Terror, then, is an ideological
weapon. It is the main device used
in the attempt to impose com
munism on the Russian people. A
most important conclusion follows
from this: The extent of the terror is
in direct proportion to the effort be
ing made to impose communism.
The facts tend to support this con
clusion. In the 1920's, under the
New Economic Policy, there was an
abatement of the terror. It is
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generally understood that the New
Economic Policy was a conscious
retreat, albeit temporary, from
socialism or communism. Such
restoration of private enterprise in
trade, farming, and small manufac
tures as was made was admittedly a
step backward.

Then, in 1928 Stalin began the
"Great Leap Forward" with the in
itiation of his first Five Year Plan.
Forced industrialization and forced
collectivization were undertaken on
an unprecedented scale. This was
accompanied by such terrorism as
had hardly been experienced before.
Eugene Lyons has summarized the
impact of this undertaking in the
following manner:

The plan was launched like a war of
conquest directed against the whole
population....

In a mystic transport of "historic mis
sion," the regime doomed millions to ex
tinction, tens of millions to thinly
disguised slavery, the whole nation to
incredible suffering. Upon the alleged
"completion" and "fulfillment" of the
plan, half the country was caught in a
fearful famine, the other half was on
short rations, agriculture was wrecked,
the forced-labor population in camps
was nearing the ten-million mark....1

This particular interlude had
many dimensions of terror, some of
which would not be repeated, at
least not on this scale. The most
horrendous persecution was of the
kulaks (small farmers) and

NEPmen (those engaged in private
enterprise during the period of the
New Economic Policy). These were
disfranchised, deprived of their
possessions, and, as Lyons says,
"denied food rations and the right
to schooling, driven from their
homes, employed only as unskilled
... labor, or simply left to beg and
starve and die."2 This was clearly
ideological, an attempt to wipe out
all vestiges of private enterprise.
Clearly, too, the efforts at in
dustrialization and collectivization
were in accord with communist
ideology. (The debate about
whether Stalin's methods were the
best way to proceed are of interest
only to those who believe that it can
and ought somehow to be done.)
The terror mounted as the attempt
to impose the ideology was pursued.

Changes Since Stalin

It is important to grasp this
point, because since the De-Stalini
zation of the late 1950's there has
been a widespread effort to treat
the Stalin terror as an aberration.
Stalin was not, according to this
view, a good communist. He reveled
in the Personality Cult built around
him, and terror was his device for
concentration of all power in his
hands.

Now it may well be that Stalin
contrived a personality cult, and
there can be no doubt that he con
solidated all power in his hands, but
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it does not follow that he was not a
good communist. On the contrary,
if the analysis and facts here
presented are accepted, Stalin
stands out as the best communist
ever to emerge in the Soviet Union.
He applied terror more rigorously
and thoroughly than has ever been
done, before or since. He did so in
accord with the logic of communist
ideology. His crimes were not an
aberration from communism; they
were the product of his attempt to
impose it.

The ideological purpose of terror
is to produce conformity with the
Communist Party line. More broad
ly, the purpose is to bring a whole
people under the sway of the ideol
ogy, to make them instruments to
be used in a common concerted ef
fort. If this is to be accomplished,
all dissent must be wiped out, and
all individual resistance must be
crushed. "You cannot make an
omelet without breaking eggs,"
Khrushchev said. Terror is the com
munist way to break eggs, and
Stalin was its supreme exemplar.

At any rate, by the early 1930's
the terror began to fall into a pat
tern. It would not be correct to say
that it was regularized, for that
would suggest that there were rules
which limited and made it predic
table. It was never predictable for it
was too arbitrary for that. Nor was
it ever ritualized. Amongst civilized
peoples many acts are ritualized,

and especially those that have to do
with life and death and detention.
Communism discourages all ritual
and tends to leave all acts as blunt
and unembellished as possible. But
there was a pattern to the terror.

First, the Arrest

Ordinarily, the first step is the ar
rest. It can happen at any time and
any place. Alexander Dolgun, an
American who spent about eight
years in Soviet prisons and camps,
was walking down a street in
Moscow in the middle of the day
when he was arrested. For others it
came at home, in the middle of the
night or whenever. Mothers of
small children might be taken away
with no provision made for looking
after the children. There might be a
search of the premises for papers or
other incriminating evidence. Most
likely, no charge would be made at
the time of the arrest. The person
might well be told that he was only
being taken in for a little talk or
questioning. The arresting officers
would be men in plain clothes,
members of the NKVD, MVD,
MGB, KGB, or whatever name the
secret police would be using at the
time.

The second step is to be taken to a
prison in the vicinity of where one is
arrested. The terror begins there, if
it had not already begun. This is no
ordinary prison, if there is such a
thing. It is a place of interrogation,
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and the facilities are designed to
bring maximum psychological and
physical pressure to break the
prisoner and make him confess. The
terror may begin in this prison, but
it does not end there, unless it ends
in death. The terror settles upon the
prisoner, as it were, rending his soul
and marking him for life. (Not
everyone is as sensitive as Alexsan
dr Solzhenitsyn, but witness the
Herculean effort he has made to tell
the story to the world, in fictional
ized accounts and in histories.)

Imprisonment

J ail is bad enough in the· best of
times and places. The initial ex
perience is one of helplessness, of
loss of control over one's affairs, of
being at the mercy of his captors.
There are all sorts of things one
knows he has to do, and yet his life
is stopped, thrown into limbo, as it
were. One may be buoyed at first by
outraged innocence and the delu
sion that it is all a mistake. But in a
Soviet prison all these must yield to
something else, the necessity of
clinging to sanity and the relics of
selfness. All imprisonment involves
loss of status and loss of respect of
one's former fellows. Yes, even in
the Soviet Union, the thought will
not down that one must have
done something to incur the wrath
of the authorities, though for those
who know better among endan
gered acquaintances or family there

may be a sense of outrage that the
person was so stupid as to get
himself arrested.

As soon as the fact of one's being
arrested and imprisoned becomes
known, the terror, or fear, spreads
to his family and acquaintances.
The odds have now increased that
they will suffer a similar fate. Alex
ander Dolgun's mother was ar
rested:

They had arrested her in 1950. For
months she had pestered the MGB (it
was still MGB then) for news of me. At
first they told her I had been shot as a
spy. She had a breakdown. Shortly after
she recovered she got my triangle letter
from Kuibyshev, in which I asked
,whether the American Embassy had
given her my personal belongings. She
went to the embassy to demand help. At
the gates the MGB arrested her. She
was still emotionally very fragile. They
beat her with rubber truncheons, trying
to get her to incriminate me. They
pushed needles under her fingernails.
Now her nails would never be straight
again. After a very short period of this
she went quite insane and, without
sentencing her, they put her in a prison
insane asylum in Ryazan.3

When she was released from the
asylum, she could get no help from
the authorities to get a place to live,
reclaim her property or maintain
herself because she had not been
sentenced. Dolgun's father, too,
had been imprisoned. Perhaps sad
dest of all, after Alexander Dolgun
had been released and was living
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with his mother, the state of her
mind was such that at times she
believed him to be in the hire of the
secret police and informing on her.
There is no end to the terror.

The purpose of the initial im
prisonment and interrogation is to
extract a satisfactory confession
from the prisoner. He will be inter
rogated for as short or as long a
time as is needed to get the confes
sion, or goes insane or dies from the
tortures inflicted upon 111m. The
usual method of getting a prisoner
to confess is to put him on the con
veyor, as it is called. The conveyor
is a system of extended interroga
tion carried on by relays of inter
rogators, usually at night,broken
by interludes of "rest" during the
day in which the prisoner is not
allowed to lie down or sleep. One
careful student of the process
describes it this way:

Interrogation usually took place at
night and with the accused just
roused-often only fifteen minutes after
going to sleep. The glaring lights at the
interrogation had a disorienting effect.
There was a continual emphasis on the
absolute powerlessness of the victim.
The interrogators-or so it usually
seemed-could go on indefinitely.

As one prisoner described the
result:

After two or three weeks, I was in a
semi-conscious state. After fifty or sixty
interrogations with cold and hunger and

almost no sleep, a man becomes like an
automaton-his eyes are bright, his legs
swollen, his hands trembling. In this
state he is often even convinced he is
guilty.4

Obtaining Confession

Most men, and women, probably
crumble within a few days and pro
vide the desired confession. If they
do not, or cannot (for it is by no
means easy to determine what to
confess), they may be subjected to
other tortures as well as or in addi
tion to that of the conveyor. The
tortures may be simple or exquisite;
an interrogator may suddenly jump
up and begin to beat the prisoner
with his fists. They may be as sim
ple as feeding a prisoner salt fish
and allowing him no water for a
day, or as exquisite as placing him
in a room with water covering the
floor and no place to sit. A present
day Soviet writer tells this poignant
story of the torture of a woman (in a
book that had to be published out
side the Soviet Union):

Nestor Lakoba, poisoned by Beria and
posthumously declared an "enemy of
the people," left a wife who would not
sign any false statements about him. A
young and beautiful woman, rumored to
be a Georgian princess, she was arrested
and put in the Tbilisi prison soon after
her husband's death. Nutsa Gogober
idze, the wife of Levan Gogoberidze,
who shared a cell with Lakoba's wife,
tells how this silent and calm woman
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was taken away every evening and was
dragged back to the cell, bloody and un
conscious. The women cried, asked for a
doctor and revived her. When she came
to, she told how they demanded that she
sign an essay on the subject "How
Lakoba sold Abkhazia to Turkey." Her
reply was brief: "I will not defame the
memory of my husband." She stood fast
even when faced with the ultimate tor
ture: her fourteen-year old son was
shoved crying toward his mother, and
she was told he would be killed if she did
not sign. (And this threat ... was car
ried out.) But even then Lakoba's wife
would not defame her husband. Finally,
after a night of torture, she died in her
cell.5

Most people are not, of course, cut
out of such an heroic mold, and the
interrogator was not often denied
the confession he sought.

Confess What?

What would be a satisfactory con
fession? Anyone innocent of
knowledge of the Soviet secret
police, and their masters, might
suppose that what was wanted was
a confession in accord with the
facts. But this was usually un
necessary and unwanted. The aim
of the interrogators was not facts at
all in the accepted sense of
something that has happened and
can be verified by independent data.
Facts belong to the real world of
happenings and events. What they
wanted belongs to a posited, an im
aginary, a mentally constructed

world in accord with communist
ideology and the Party line.

The most grotesque facade of all
in Soviet Communism was the fa
cade erected from the tissue of
these confessions. It was a facade
compounded of assassination plots,
of foreign controlled spy networks,
of domestic conspiracies, of in
dustrial sabotage, of agricultural
espionage, of fascist traitors, of
"right wing deviationists," of "left
wing deviationists," of Trotskyists,
and so on. The picture that emerges
from the confessions is a massive
intertwined series of conspiracies
and plots to undermine, thwart, and
destroy Communism in Russia. Mil
lions of people were supposed to be
involved, and many nations around
the world were aiding and abetting
it. All other conspiracy theories
pale beside this one, for none other
can produce millions of confessions
to "prove" its case.

A Documented Rationale
for Soviet Actions

This facade of confessions con
stituted a huge "documented" ra
tionale for Soviet actions and
failures. The terror had the broad
purpose of subduing the people and
making them conform to the will of
their rulers as well as the narrower
purpose of producing confessions.
But the confessions, we may be
lieve, had a different purpose-to
justify the regime to itself and to



412 THE FREEMAN July

such others as were apprized of the
"evidence." Was there a crop
failure in some province? The ex
planation was at hand: saboteurs
had provided rotten seed or the fer
tilizer had been tampered with. Did
a factory fail to meet its quota?
Saboteurs must have been at work
there. In the Show Trials of the
1930's a man named Pyatakov
made this confession:

In the Ukraine the work ~as carried
on mainly in the coke industry by
Loginov and a group of persons con
nectedwith him. Their work, in the
main, consisted of starting· coke ovens
which were not really ready for opera
tions, and of holding up the construction
of very valuable and very important
parts of the coke and chemical in
dustry....

The wrecking activities in the last
period assumed new forms. Despite the
fact that, after a delay of two or three
years, the plant began to enter on its
operation stage Maryasin created in
tolerable conditions, fomented in
trigues, and in a word everything to
obstruct operation.6

Even the terror itself might be
"justified" by these conspiracies
and plots. The government, it was
made to appear, was vigilantly cap
turing and punishing its enemies.
Indeed, the· secret police could pro
vide signed confessions of any sort
of wrongdoing which the rulers or
dered. The number of people who
could be implicated was limited on
ly by the' number of secret police-

men who could be assigned to get
ting confessions.

Once a confession had been ex
tracted, one along the desired lines,
the next step was to sentence the
prisoner. He could be sentenced in
one of two ways: after a trial or by
the "organs," Le., the secret police.
So far as the question of guilt or in
nocence was concerned, it did not
matter which way was taken. In
fact, there was never any question
of guilt or innocence once a person
had been arrested. He was guilty.
The only question was, of what?

The Farce of a Trial

The trials that were held were far
cical. Their lack of dignity was ap
parent during the Moscow Show
Trials when Andrei Vyshinsky, the
Chief Prosecutor, would howl to the
court, "Shoot the dirty dog," or
words to that effect. If a defense
lawyer appeared, his effectiveness
was sullied by the necessity for him
to show his loyalty to the govern
ment. Even the sentences must
have been prepared in advance of
the trial. Robert Conquest points
out that the trial of Evgenia Ginz
burg took seven minutes. "The
Court returned in two minutes with
a 'verdict' which she estimates
must have taken twenty minutes to
type."7

The only real question to be
answered by the sentencing was
whether the prisoner was to be sh<?t
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or sent for a number of years to a
forced labor camp. True, the length
of sentences varied, but whether it
was for five, ten, or twenty-five
years mattered less than it should
have, for the "organs" could add an
additional sentence when the first
was completed if they saw fit. An
important point to be grasped here
is that once a prisoner had made,
signed, and, if he was to be publicly
tried, given, his confession, his pur
pose had been served. He became a
nonperson, a thing, to be disposed
of in whatever way the authorities
might decide.

If he was to be shot, the sentence
was usually carried' out summarily.
He was, according to lore, escorted
to some dungeon room by secret
police and shot in .the back of the
neck. No ceremony was involved; it
was economical and effective. The
price was the cost of a bullet, and a
,well-placed single shot severs the
spinal column at the neck, bringing
an end to sensation and probably in
stant death. Torture would have
been superfluous at this point, since
a confession had already been ob
tained, so the prisoner was simply
dispatched in. the most expeditious
way.

Forced Labor Camps

Those send to forced labor camps
were almost certainly sentenced to
a fate worse than death. It might be
more accurate to say that in most

cases they were sentenced to a fate
worse than as well as death. The
vast majority died, according to
such testimony as we have, en route
to or in the camps. What could hap
pen en route to a camp was vividly
told by a Pole, Andrey A. Stotski,
who was a Soviet prisoner during
World War II. There were 1400
prisoners when they set out on their
journey to the far frozen north. A
long portion.of the journey was in
the hold of a barge. They were fed,
when and as they were, by bread
and soup lowered into the hold on
hooks. These same hooks were used
to lift those who died to the topside
where they could be dumped into
the sea. Let him take up the ac
count:

The deaths were so frequent by this
time that the guards left the hooks
within our reach, so that all we had to do
was fasten them into the body and jerk
the ropes hard. Among the last victims
was one from our number-one of the
White Ruthenians. From our memories
of a life that was now an eternity away,
we recalled the prayers for the dead and
commended to God this soul who had
surely gone to Him. How we envied this
man whose troubles were now over. And
yet none of us could bring our will to the
point of suicide. No, death would have to
come when God pleased.8

Seven hundred twenty-seven of the
1400 who had begun the journey
survived this voyage. They then
began the walk to too mines. On the
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way, they stopped for a while in a
barracks, some fifty of their
number were unable to continue the
journey. "Before we were well
away," he says, "the sound of pistol
shots, at deliberately measured
brief intervals, reached US."9 They
had been shot. About 400 eventual
ly reached the camp.

The transfer from prison to forced
labor camp was from torture to tor
ment. There were at least two di
mensions to this torment. One was
psychological, and, if possible, it
was the worst because of its impact
on the human spirit.

The necessary environment to
human dignity, even to humanness,
is the sense that the individual has
worth, that life has meaning, that
each of us is important. The graces
of culture and the outworks of
civilization combine to support the
belief that each individual is of
great worth. The newborn baby is
surrounded by attendants; the
father has waited anxiously for the
birth; relatives are eager to know
its sex, weight, height, and who it
looks like. The infant is given a
name, staking out its individuality
and uniqueness, as it were. Family
and friends tend to provide the
necessary warmth for nurturing
human dignity. When a child
becomes a man, he usually attains
additional support from his job or
position for his status as a valuable
person. Even in death, the im-

portance of the individual is
celebrated by the commemorative
services: the assembly of friends
and loved ones, the expressions of
grief and condolences, the rituals of
burial, and the marking of the spot
where the body has been placed. All
this, of course, helps to reassure the
living of the worth of the individual.

Stripped of Dignity

The forced labor camps stripped
away every remnant of support to
human dignity, except such as the
most- resolute could store in their
hearts. "Life is meaningless," the
forced labor camps seemed to say,
"An individual is of no account."
Solzhenitsyn has called the camps
"Our Sewage Disposal Systems."
This human garbage, these pitiful
human beings, squeezed dry by tor
ture and confession, were shipped
off to remote areas to remove them
from the sight and smell of others
who were, relatively, alive and free.
Everything in the camps confirmed
that the prisoners were garbage:
the language of the guards, the tat
tered rags the prisoners wore, the
absence of amenities, and the
cheapness of life. Tales abound of
prisoners being shot merely because
they stepped out of line in a forma
tion or could not keep up.

Here is a story that reveals the
assault on life in the camps. A
prisoner made a dash for freedom.
Other prisoners wanted to run after
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him and persuade him to return, but
the guards would not permit it.
Then, a guard by the name of Vanya
took off across the ice and snow in a
sleigh pulled by seven dogs in an ef
fort to capture the man. The prison
er did not last long, for he was
emaciated, and he had fallen to the
ground by the time Vanya reached
him. He was tied to the sled and
dragged back to camp. Though he
was horribly torn and bleeding, he
was still alive. Vanya unleashed a
vicious dog named Nora, expecting
that she would tear at and destroy
the man:

Nora rose and slowly and cautiously
approached the wretch on the ground,
while all of us held our breath. The beast
sniffed all around him and then opened
wide her terrible mouth, and with her
long, rough tongue began to lick Sasha's
bleeding body. Finally she lay down by
the remains of the man, pushing up
close to him as if to protect him from the
cold.

Vanya cursed and went off without a
word. Somebody among the prisoners
began to sob. Nora pushed still closer to
what had once been a man.10

Brutes, of course, are incapable of
evil, for they know no such distinc
tions. Man, however, is, and the
greatest evil is to attempt to
deprive life of its meaning.

In these circumstances, men
grasp for something that will sup
ply meaning. The Reverend Richard
Wurmbrand has told in one of his

books how men greedily gathered
around anyone who could remember
and quote Scriptures, for they were
indeed "Wonderful Words of Life."
Alexander Dolgun relates how he
survived in a cell dominated by
regular criminals-the most brutal
of all-by his ability to recall the
plots to movies. We· can surmise
that what was of such importance
to stories, aside from their value as
entertainment, was that one could
glean from them some glimmer of
life with meaning.

A Polish woman prisoner in a
Soviet camp tells how she was ap
proached one day by one of the
most vicious and cruel girls in the
camp. This conversation ensued:

"Listen, you Polish lady, now that we
are alone, tell me-" she hesitated, look
ing around to see that we were really
alone. "I saw you, and I know you pray.
Tell me, is there a God?"

My grip relaxed on the bucket. [She
had been prepared to defend herself.]

"There is."
"How do you know?"
"Because I pray every day and God

does take care of me...."
"Tell me," she began again. "Tell me,

what is it like in your country? ... Is life
in your country different from ours
here? Is it true that people can really en
joy life there?"

"It is true, Katiushka," and I de
scribed to her what life was like in
Poland. [This was Pre-Communist
Poland.]

"You see," she sighed wearily when I
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stopped speaking, "I, too, would so like
to have enjoyed life-to enjoy life!"11

The other source of torment in the
camps was the work and accom
panying hunger and debilitation.
The economy of the forced labor
camps was a grotesque parody of
the dismal science, economics, as
conceived by Malthus and Ricardo
and revised by Marx. The natural
price of labor, Ricardo had said, is
the cost of subsistence. These
prison camps went much further:
they attempted to squeeze the max
imum "surplus value" from these
wretches by denying the necessities
for subsistence to all except those
who could meet the most unrealistic
quotas of production. Thus, men en
dured cold, hunger, disease, lack of
meaning, and faced eventual death
in fruitless efforts to meet quotas.
In some occupations, such as log
ging in the far frozen north, death
came to most workers rather quick
ly. Those who survived the camps
were apt to do so because they
managed somehow to get the
easiest jobs.

The Value of Private Property

There is much to be learned from
the experiences of men in such ex
treme conditions. One is the great
value of private property. Prisoners
had no private property, in the
sense that the authorities could be
depended on to protect it, but they

did have a few pitiful possessions.
These they treated as private pro
perty and protected by whatever
means they could. Solzhenitsyn
describes the watch over posses
sions in this way:

.... In the evening, when you lay down
on the naked panel, you could take off
your shoes. But take into consideration
that your shoes would be swiped. Better
sleep with shoes on. Better not scatter
your clothes about either-they'd swipe
them too. On going out to work in the
morning you must not leave anything in
the barracks; whatever the thieves did
not bother to take the jailers would, an
nouncing, "It's forbidden!" In the morn
ing you would go out to work just as
nomads depart from a camp site, leaving
it even cleaner....

But you couldn't cart anything off to
work with you either. You would gather
up your chattels in the morning, stand
in line at the storeroom for personal
belongings, and hide them in a bag or a
suitcase. You'd return from work and
stand in line again at the storeroom and
take with you what you could foresee
you would want overnight....12

Those who have never known
such extremities have sometimes
supposed that property rights are
secondary to others. But when men
are deprived of all except the relics
of property, they cling to these as
the last hope against total depriva
tion and death. Any property that
one has is also a toehold on the way
to reclaiming dignity, meaning, all
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other rights, legality, and liberty
itself.

This, then, was the reign of ter
ror. It is often said nowadays that
the Soviet regime is a stable one. If
it is, it is testimonial to the effec
tiveness of terror in producing
stability. We come much nearer to
the truth, however, when we view it
as a lawless regime ruled over by
gangsters in the service of ideology.
Stability means only that the peo
ple are subdued.

The impact of the terror on the
prisoners has been examined. It is
now in order to explore the effect on
the population in general. ~

Next: B. Russia: Impotent Populace
and Massive State.
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IDEAS ON

LIBERTY

Peace by Subjection

THE SOCIALIST intends that eternal peace shall reign-the goal of all
democratic institutions. But the means by which this peace is to be
gained are very different from those employed by the democrats. It will
not rest on the power to change peacefully rulers and ruling policy, but
on the fact that the regime is made permanent, and that rulers and
policy are unchangeable. This, too, is peace; not the peace of progress
which Liberalism strives to attain but the peace of the graveyard. It is
not the peace of pacifists but of pacifiers, of men of violence who seek
to create peace by subjection. Every absolutist makes such peace by
setting up an absolute domination, and it lasts just as long as his
domination can be maintained.

LUDWIG VON MISES, Socialism



Education
•In a

Free
Society

Mark Spangler

THE ENTIRE PROCESS of growing older,
emerging, and developing oneself is
education.

[Man] is learning all the time ... He
learns and forms ideas about the world
and the natural laws that govern it. He
gains understanding of other people,
their desires, how they achieve them, as
well as his own desires and how they are
to be achieved. He formulates ideas on
the nature of man and what his own and
others' ends should be in light of this
nature. This is a continual process ...1

Mr. Spangler is a 1977 graduate from Grove City Col·
lege with a major in economics and now does reo
search and writing for a California state senator.

1Murray N. Rothbard, Education, Free and
Compulsory, Wichita: Center for Independent
Education, 1970, p. 2.
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Very simply then, living and becom
ing educated happen simultane
ously.

In a free sQciety an individual is,
of course, free to exercise his will
and creativity. He is at liberty to
combine his energy and resources to
enhance his well-being, with one
restriction: the use of coercion and
fraud to achieve one's ends is for
bidden. The state is supposed to
protect a person's life and property
from the violence of others. The
social order is a system of voluntary
association and exchange.

Where does the notion of formal
education fit into this scheme?
Education would be one of many
services provided through the
market. Usually, to learn more ad
vanced and systematic disciplines
requires the aid of instructors.
Also, some parents may believe a
formal school is more appropriate
than home instruction for children
to learn even basic subjects.

So, where the demand for formal
education exists, an entrepreneur
will bring together capital, land,
and personnel to form an institution
of learning. This is no different from
publishing houses marketing books
and magazines to meet the con
sumer demand for reading material
and self-education. A person's buy
ing the services of an instructor at a
local school would be the same as
buying a book or magazine at the
local newsstand.
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A great diversity exists among
individuals. While individuals may
share interests, each person has
particular characteristics and ap
titudes. If and as a civilization pro
gresses beyond the point of mini
mum subsistence, this human diver
sity and lack of uniformity becomes
more and more apparent. "Since
each person is a unique individual,
the best type of formal instruction
for him is that which suits his own
particular individuality."2

Just as a myriad of books and
magazines exists in the market place
to meet diverse tastes, an in
conceivable variety of schools
would appear to meet individual
needs in education. Some schools
would operate year round, others
part time. The traditionally struc
tured classroom or a "progressive,"
open classroom may be offered.
Perhaps a student would choose
several courses or just one at a
time. A host of trade, intellectual,
scientific, athletic, and religious
schools would exist. The types and
combinations go on and on; but, in
short, a person will go to the school
for which he is best suited.

Public schooling suppresses the
diversity among individuals. A
public school is a bureaucracy and
must necessarily operate under a
set of strict, detailed rules and
regulations. Change in a public

2Ibid, p. 6.

school comes only after public
meetings, school board meetings,
and voting procedures, and this
must be done for each issue.

In addition, public schools pre
scribe standards of instruction
which apply to all students. A
uniform code is imposed on all
students, and this represses diversi
ty and ignores individual needs.
Students of all types are placed in
the same classroom. True, the high
schools offer several curriculums,
such as vocation, business, or
academic; but within each of these
areas, uniform standards are still
imposed on the students. Individual
needs are comparatively ignored
under public schooling.

In an unhampered market econo
my, firms must continually adjust
to the demands of buyers. To stay
in business, private schools would
have to quickly adjust to the buyers
of educational services. Private
schools would compete to fulfill in
dividual educational needs.

Who in society-the parent or the
state-is in a better position to
know the educational needs of a
child? Naturally, parents know
their children best and should be
able to decide what type of school
ing is suited for the children. Yet,
public schooling virtually deprives
parents of this right. School author
ities tax away parents' income and
operate the school system as they
see fit. The public school can even
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become a machine to shape the
child, as John Stuart Mill wrote:

A general state education is a mere
contrivance for moulding people to be
exactly like one another; and the mould
in which it casts them is that which
pleases the predominant power in the
government ...

This leads to a "battle" for power
over the school authority. Con
cerned parents will want to see their
ideas on education implemented in
the school system. But no matter
whose methods are put into action,
other parents will be victimized by
public schooling, because they will
be stripped of educating their chil
dren as they see ·best. An environ
ment of conflict is created.

Private schools competing for the
consumers' dollars would eliminate
such a situation. The present politi
cal school board battles over con
troversies such as sex education in
the schools would be totally foreign
to schooling methods under a free
economy. Parents would decide if
and when their child would have for
mal schooling in sex education and
then simply pick an appropriate
school.

Perhaps what is most dishearten
ing and revolting about popular
public schooling are the compulsory
attendance laws. Parents must send
their children to school, either to a
private school or to the one state
school designated in the district.

And private schools today are no
real escape because they must meet
state standards and regulations,
and parents must first pay for
public schooling. Such coercion is
no teaching device. "Noone can be
made to learn. Only those who wish
to learn can or ever will do so. "3

One only needs to return to the
example of books and magazines to
realize the alarming condition of
public education. Who would not be
shocked if a government authority
decided to provide magazines and
books, outlawed all other literature
that did not meet government stan
dards, and furthermore required
persons to read them. What a bla
tant denial of individual liberty!
Yet, this is exactly the case in
public schooling, and it is a far cry
from the education to be expected
in a truly free society.

If a free society is to survive,
private property as the means of
producing goods and services must
survive. And this applies particu
larly in matters of education-the
process of growing and living. Any
need for formal education is pro
vided through free markets-with
out coercion-adjusting to the de
mands of parents and children. In a
free society, a student is free to
choose his educators. ~

3Leonard E. Read, Comes The Dawn,
Irvington-on-Hudson, N.Y.: The Foundation
for Economic Education, Inc., 1976, p. 4.



AN ABIDING PROBLEM in political
thought, one that has vexed the
soul of many a philosopher and
statesman, is the problem of how to
establish and keep order in society.
Without order, without accepted
standards of civility and right con
duct, a nation will lack peace,
justice, and prosperity. Without
order it will sink backward into bar
barism and brute existence.

The problem of order is especially
complex for peoples who live under
representative governments. .Dic
tators can brandish the bayonet
and the bludgeon to restrain and
humble their subjects, but on what
can republics depend? How can a
self-governing citizenry, the
repositories of political sovereignty

Mr. Young is a teacher at Richmond Junior Academy
in Virginia, one of the schools exemplifying the
stand of the Seventh·Day Adventist Church for
religious freedom.

John Wesley Young

in a free society, rule themselves
equitably and with dignity? How
can they live together in liberty
without soon abusing that liberty
and butchering one another like
savages?

The answer is that to balance the
blessings of order and liberty,
republics must depend upon the vir
tue of the people themselves. But
how to plant in the breasts of the
people those good old republican
virtues-honesty, frugality,
temperance, self-sacrifice, and
vigilance against tyranny-without
which they will descend into anar
chy and ultimate despotism, the
victims of an enterprising Napoleon
or Caesar?

There is one medium, important
above all others, for· transmitting
virtue to republican populaces:
religion. As Washington stated in
his Farewell Address, "Of all the

421
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dispositions and habits which lead
to political prosperity, religion and
morality are indispensable sup
ports." But that suggests yet
another question: What should be
the legal relation of religion to
government in a republic? Broadly
speaking, among republicans there
are two schools of thought on the
subject.

Two Points of View

One school, a comparatively re
cent development in political
thought, contends that the best ap
proach to religion in republics is
simply to make government leave it
alone. To entangle church with
state, it is argued, will surely cor
rupt both. The church best serves
society when it is free from in
terference by civil government.

The other school, a much older
one, advocates using the authority
of republican government to foster
and maintain religion-that is, to
"establish" it, either through
outright legal recognition and sub
sidization, or through less com
prehensive forms of assistance,
such as sabbath laws or religious
tests for public office. Since virtue
is necessary to the prosperity and
progress of a republic, and religion
is necessary to virtue, we ought-or
so the reasoning goes-to use the
power of government to promote
religion among the citizens. To
many spokesmen for this school it

"Of all the dispositions and
habits which lead to political
prosperity, religion and
morality are indispensable
supports."

George Washington

does not seem to matter so much
which religion or which form of
Christianity is promoted as that the
religion should help produce dutiful
and patriotic men and women.

Consider the views of one of these
spokesmen, Niccolo Machiavelli of
Florence (1469-1527). Better known
for having authored The Prince, a
kind of handbook for intelligent
tyrants, Machiavelli, in a puzzling
and perverse way, was actually an
ardent apologist for popular
government. His study of ancient
history convinced Machiavelli that,
as he writes in his Discourses on the
First Ten Books of Titus Livius,
"the observance of divine institu
tions isthe cause of the greatness of
republics." Neglect such obser
vance, Machiavelli warns, and a
republic perishes. "For where the
fear of God is wanting, there the
country will come to ruin, unless it
be sustained by the fear of the
prince, which may temporarily sup
ply the want of religion."l In that
case, of course, a republic ceases to
be a republic. Religion, then, is
essential to republics because it
gives them cohesion and durability.
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The best republicans are pious
republicans.

So far, so fine. But interestingly
enough, Machiavelli singles out for
praise the legendary Sabine king,
Numa Pompilius, who took the ear
ly Romans, "a very savage people,"
and taught them habits of obe
dience by using religion as a social
cement. Indeed, Machiavelli at
tributes more historical importance
to Numa than to Romulus, Rome's
founder;, for Numa's invention of
religioos forms made possible the
rise of Rome to republican great
ness. 2

And just how did Numa use re
ligion as a social cement?
Machiavelli doesn't say in great
detail, but we learn from Plutarch,
an ancient Greek historian, that
Numa filled the imaginations of
Romans "with religious terrors,
professing that strange apparitions
had been seen, and dreadful voices
heard; thus subduing and humbling
their minds by a sense of super
natural fears. "3

In other words, Numa exploited
the superstitions of a primitive peo
ple. Machiavelli himself notes ap
provingly that, throughout the
period of the Republic, religious
sanctions were sometimes used
with great effect to inspire,
dIscipline and direct the Roman ar
mies "on the eve of battle with that
confidence which is the surest
guaranty of victory. "4 For example,

during the long siege of the city of
Veii in the fourth century B.C.,
when the Roman troops grew weary
and threatened to quit the cam
paign, their generals told them that
some of the sacred oracles had
forecast the fall of the city when
Lake Albano, in central Italy,
should overflow its banks, as in fact
it had recently done. Actually the
oracles had made no such forecast;
but the Roman regulars did not
know that. Their resolve to fight on
revived and toughened, and finally
they· seized the city.5

Its Use to the State

Observe that Machiavelli's con
cern is not for the truth of the
sacred "prophecy," which he well
knows was a fraud, but rather for
its effect on the army, its utility to
the Roman state. It spurred the
soldiers' spirits, brought about the
defeat of an enemy, and hence
helped to make the world safe for
Roman republicanism. It worked;
therefore it was good.

And therefore everything that tends to
favor religion (even though it were
believed to be false) should be received
and availed of to strengthen it ... Such
was, in fact, the practice observed by
sagacious men [in antiquity]; which has
given rise to the belief in the miracles
that are celebrated in religions, however
false they may be. For the sagacious
rulers have given these miracles in
creased importance, no matter whence
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or how they originated; and their
authority afterwards gave them
credence with the people. Rome had
many such miracles ...6

Machiavelli thinks that even in
modern times men, however sophis
ticated, can be led to. believe in
sham miracles and supernatural
manifestations. As proof he points
to Florence, the cultured Italian ci
ty where, for a short time in the late
fifteenth century, many normally
staid and stolid people were
mesmerized by the preaching of
Savonarola, the firebreathing
Dominican reformer who claimed to
have conversed with God.7

Now the trouble with this
utilitarian approach to the problem
of order, religion and republican vir
tue is just that-its utilitarianism.
Besides its utter contempt for
truthfulness, the spirit of it is
decidedly unrepublican. For in pick
ing out the Roman solution to the
problem, Machiavelli has not picked
out a peculiarly republican solution.
Roman religion, in fact, was no dif
ferent in its essential relation to the
state from the religions of Egypt,
the Mesopotamian kingdoms, the
Seleucid Empire, or any other an
cient autocracy. It, too, like the
other religions, proceeded down
ward from. the leaders to the
masses. Often the leaders employed
it as a propaganda tool, a device for
duping the multitude.

Machiavelli does not dwell, for in-

" ... where the fear of God is
wanting, there the country
will come to ruin, unless it be
sustained by the fear of the
prince, which may temporari
ly supply the want of
religion."

Machiavelli

stance, on the exceptionally cynical
use made of religion in the later
Roman Republic, especially during
the civil wars that climaxed with
Julius Caesar's dictatorship.
Religion became in great degree the
instrument of oligarchs and
demagogues. Many important
Roman statesmen of the period
Servilius, Lepidus, Pompey, Cicero,
and Caesar himself, among
others-were also priests of the
state religion, and they manipu
lated that religion in order to rein
force their grip on the government.8

It is difficult to reconcile this sort of
practice with the power of free
choice implicit in republicanism.

But in vain would anyone raise
that objection to Machiavelli. For
he wants utilitarian religion-not
quite in the form into which it
degenerated in Rome, perhaps, but
at any rate an established religion,
a religion that is only an arm or ex
tension of the state, a religion that
teaches the martial virtues. This ex
plains Machiavelli's personal hostil-
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ity to Christianity as he perceives it
to be lived by men of his age.
Because of its other-worldliness, he
feels, Christianity has made them
too effeminate, too indifferent to
their country's liberty, too apt "to
suffer than to achieve great
deeds."9 He doesn't care a jot
whether religion edifies or uplifts in
dividuals, so long as it buoys the
state.

Religion as a Social Cement

Without doubt the Machiavellian
position is an extreme one. And yet
it is true that after Machiavelli's
death, and well into the modern era,
most republicans continued to treat
religion, the Christian religion in
cluded, as a social cement more
than a "sovereign balm" for the
soul. They may have lacked
Machiavelli's cynicism, they may
even have been devout believers,
but in the matter of religion's rela
tion to republican government they
were still Machiavellians after a
fashion.

Think of any famous republican
political philosopher prior to about
1780, and almost certainly he will
have advocated in some sense the
mixing of politics with formal
religion. He may, like the Genevese
Rousseau or the Englishman James
Harrington, have favored toleration
for most dissenting sects, but he
could not have brought himself to
call for complete severance of

church from state. lO He could not
have visualized full religious
liberty-an almost 'untried freedom
until the eighteenth century
invigorating a republic. To abandon
men wholly to their private judg
ment in religion, his instincts would
have told him, would kindle social
chaos and destroy the state, no
matter how well-ordered and free its
purely political institutions might
be. Remove the official religious
props and any popular government
would crash down like the house of
Dagon.

Not for more than two centuries
after Machiavelli did any prominent
republican sally forth to assault
such ideas. Significantly, the
definitive refutation of Machiavelli
came, not from the continent of
Europe, but from the New World,
from the pen of James Madison,
quite possibly the profoundest
political thinker who ever lived.

Spiritual Crisis in 1780's

A bit of historical background is
necessary. In the early 1780's the
thirteen newly-confederated repub
lics of America were faced with a
spiritual crisis no less grave than
the political crisis which had forced
them, in 1776, to cut their connec
tion with the British Empire. As so
often happens in the midst of war
and in its aftermath, America suf
fered a sort of moral depression.
This is an often-overlooked aspect
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of our Revolutionary history, but it
was much commented-on by con
temporaries.

Political and moral corruption
were reportedly proliferating and
threatening to unfit the people for
republican freedom. Newspapers
bemoaned the evaporation of virtue
because of "the visible declension of
religion, . .. the rapid progress of
licentious manners, and open pro
fanity."ll Clergymen warned of im
pending divine judgment upon an
impenitent people, but they were
plainly not the only ones alarmed.
"Justice & Virtue," wrote George
Mason to Patrick Henry in May
1783, "are the vital Principles of
republican Government; but among
us, a Depravity of Manners &
Morals prevails, to the Destruction
of all Confidence between Man &
Man. "12 Mason wondered if
America's independence would
prove a blessing or a curse.

What would the new republican
governments do, in these cir
cumstances, to retrieve the disap
pearing virtue of the people?

For a time they yielded, or
seemed to yield, to the utilitarian
temptation. To cite the most
notable example, Article II of the
Massachusetts State Constitution,
drawn up in 1780, granted freedom
of worship "in the manner and
season most agreeable to the dic
tates of [the citizen's] own con
science"; but the very next article,

Think of any famous repub
lican pol'uical philosopher
prior to about 1780, and
almost certainly he will have
advocated in some sense the
mixing of politics with formal
religion.

declaring that "the happiness of a
people, and the good order and
preservation of civil government,
essentially depend upon piety,
religion and morality," empowered
the state legislature to require local
governments and "religious
societies" to provide for "public
worship of GOD, and for the sup
port and maintenance of public pro
testant teachers of piety, religion
and morality, in all cases Where
such provision shall not be made
voluntarily."13 In other words, the
Massachusetts constitution-makers
were harnessing religion-in this in
stance "protestant" religion-to
the state.

Virginia Considers
Tax Support of Teachers

Similarly, in 1784, a bill was in
troduced in the Virginia General
Assembly calling for an annual tax
assessment to support teachers of
the Christian religion in "the
general diffusion of Christian
knowledge," knowledge which
would help "preserve the peace of
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society. "14 With apparent impar
tiality the bill would have permitted
each taxpayer to designate which
Christian denomination his tax con
tribution would go to. Along with
many Presbyterians and the recent
ly disestablished Episcopal Church,
honest republicans like Patrick
Henry, George Washington, John
Marshall, and Richard Henry Lee
supported the measure.

Legislative opponents of the
assessment, among them James
Madison, managed to postpone for
almost one year a final vote on the
bill. Meanwhile they launched a
campaign to work up opposition to
it from the grassroots. The big gun
in their arsenal of intellectual
weapons was a pamphlet by
Madison, "A Memorial and
Remonstrance Against Religious
Assessments.' '15

In the numerous collections of
American historical documents,
Madison's pamphlet does not ap
pear nearly as often as Thomas Jef
ferson's more eloquent Statute for
Religious Freedom, but Madison's
is in truth the superior statement
on religious rights. I t should be
read in its entirety, but for our pur
poses we may draw out of it that
thread of thought which refutes the
Machiavellian thesis. Without
referring directly to the Florentine,
Madison demolishes with impec
cable logic the old Machiavellian
argument that established religion

is necessary to sound civil govern
ment.

To begin with, civil. society, ac
cording to Madison, is not the
highest good. Other things take
precedence over it. A man's dutyto
his Creator, for example, is prior to
any duty to society. Government,
even with the force of majority
opinion pressed behind it, must not
encroach upon man's natural right
to worship the Almighty as con
science obliges him. Obedience
belongs first to God, the "Universal
Sovereign." Civil obligations come
second.

A Power to be Feared

Notice here that Madison has
stood Machiavelli on his head. The
Florentine republican makes the
stability of popular government an
end in itself, with individual rights
tacitly subordinated to that end.
But to the Virginian any truly
popular government will respect
popular rights, especially the right
of free worship. This conviction of
Madison necessarily determines his
attitude to established religion.
Because he would protect men's
rights and their power of free
choice, he must oppose the slightest
suggestion of enforced conformity
to a particular religious system,
Christian or non-Christian, even if
the state needs the underpinning of
virtue that religion provides.

After all, if the state has power to
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JAMES MADISON

grant recognition to a religion, it
has also the power to suppress
other religions and religious opi
nions. And that is more power than
can safely be entrusted to it, power
enough to pervert the ends for
which genuinely republican govern
ment is instituted.

As to one of the arguments put
forth by the friends of establish
ment, that it is needed to help
religion- this, says Madison, is
unhistorical nonsense. Consider the
history of the Christian church. At
what point in its development was
Christianity at its purest and most
vigorous-before or after Constan
tine? In fact it flourished in "the
ages prior to its incorporation with

Civil policy," and this in spite of
prodigious resistance to its growth.

On the other hand, fifteen cen
turiesof establishment have very
nearly emaciated Christianity in
those countries where one or
another version of it has received of
ficial sanction. And if enacted, the
Virginia assessment bill-which
Madison regards as in effect an
establishment of religion-would
actually obstruct the progress of
Christianity. It would make Vir
ginia little different from those
heathen count~ies that seek to shut
out the light of Christian
revelation, for "instead of levelling
as far as possible, every obstacle to
the victorious progress of truth, the
Bill with an ignoble and unchristian
timidity would circumscribe it, with
a wall of defence, against the en
croachments of error." That wall
would frighten away potential con
verts to Christianity. Benefit
religion? Establishment destroys it.

Prelude to Tyranny

Now if religion is better off
without direct government support,
then government itself need not
rest on an official religious founda
tion. For if government is helped by
healthy religion, and if religion is
healthiest when unbridled by the
state, then government ought for
its own sake to leave it be. It should
not, in Madison's words, "employ
Religion as an engine of Civil
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policy." To do so would be "an
unhallowed perversion of the means
of salvation."

In fine, legal establishments of
religion plunge a people into
spiritual or political tyranny. "In
no instance have they been seen the
guardians of the liberties of the peo
ple." A just government (and to
Madison "just" means republican)
"will be best supported by protec
ting every citizen in the enjoyment
of his Religion with the same equal
hand which protects his person and
his property; by neither invading
the equal rights of any Sect, nor suf
fering any Sect to invade those of
another."

It is important to grasp what
Madison is saying here. He is say
ing that republican government
does itself a favor when it relaxes
the political control of religion in
society-an assertion that would
have shocked Machiavelli, if
anything could. Government inter
ference will destroy genuine religion
and thereby thwart the supposed
purpose for interfering in the first
place, which is to aid religion and
thus republican government. But
relax the controls and religion can
prosper; and, as Machiavelli himself
would say, when religion prospers
the state prospers.

Madison's fellow Virginians sided
with him in the debate against
Machiavelli, for popular pressure
brought on defeat of the assess-

Without referring directly to
the Florentine, Madison
demolishes with impeccable
logic the old Machiav~llian

argument that established
religion is necessary to sound
government.

ment measure. But when the
General Assembly proceeded to
enact in 1786 Jefferson's bill for
complete religious liberty, lamenta
tions went up elsewhere, especially
over New England. By disestablish
ing religion, declared one northern
critic, the Virginia legislators have
crushed "the most powerful seeds
of that very virtue it must be sup
posed they wish to see flourish in
the state they represent. "16

But had they? Years later, when a
correspondent asked Madison
about the state of religion and
morals in Virginia, Madison replied
that, contrary to some reports,
religion had. not been blown to
pieces by disestablishment. The
number of denominations had
multiplied and, despite failure of
the assessment bill to pass,
knowledge of the Christian religion
had increased:

Religious instruction is now diffused
throughout the community by
preachers of every sect with almost
equal zeal . . . The qualifications of the
preachers, too among the new sects
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where there was the greatest deficiency,
are understood to be improving.... The
civil government, though bereft of
everything like an associated hierarchy,
possesses the requisite stability and per
forms its functions with complete suc
cess; whilst the number, the industry,
and the morality of the priesthood, and
the devotion of the people have been
manifestly increased by the total
separation of the church from the
state)7

A prejudiced appraisal? Possibly.
But such evidence as survives
seems to support Madison. We
know, for instance, that among
Baptists in the James River set
tlements there commenced in 1785,
the year of the assessment's defeat,
a revival that lasted well into the
1790's and spread throughout
Virginia to other dissenting sects.
Even the old Anglican-Episcopal
Church appears to have profited in
the long run from disestablish
ment.l8

Nor did the nation in general fail
to profit from Virginia's experience.
Largely at Madison's instigation,
religious liberty became a constitu
tional (and republican) principle
with passage of the First Amend
ment, so that Tocqueville, the
astute French observer who visited
America in the 1830's, could write:

For most people in the United States
religion, too, is republican, for the truths
of the other world are held subject to
private judgment, just as in politics the

care for men's temporal interests is left
to the good sense of all. Each man is
allowed to choose freely the path that
will lead him to heaven, just as the law
recognizes each citizen's right to choose
his own government.19

Such freedom, Tocqueville believed,
had animated religion in America,
causing it to hold "quiet sway" over
the country while in Europe the pro
gress of secular social revolution
was sweeping away established
churches in its fury.

Unanswered Questions

All this doesn't answer the ques
tion of what happens to republican
virtue when religion decays of its
own accord, when republican Chris
tians, for instance, lose their "first
love" and lapse into vice and folly.
Nor does it answer a second ques
tion implied, perhaps, in the first:
Does history turn in cycles, making
the rise and decline of religion, and
hence of republican government, in
evitable? Personally this writer sees
few things inevitable in a world
where the great conditioning reality
is man's freedom of will. But let the
philosophers grapple with that one.

The truth that Madison taught
us, the thing which ought by now to
be burned into our brains, is that
republican government can do
nothing to help religion except to
guard jealously the freedom of
religion. And, in the final analysis,
as Madison showed, that is much.
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Whatever becomes of the American
Republic in the years ahead, let us
do our best to see that Madison's
answer to Machiavelli is never
forgotten. ~
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ONE of the most frequent excuses
for inflation is that if a little extra
money is printed its effect won't be
to raise prices but only to increase
the volume of sales and production;
because at the moment the new
issues of money are being recom
mended industry is not working at
"full capacity. "

In the month, say, that the new
dose o-{ inflation is being advocated,
the official estimates show that in
dustrial plants are working at only
70 or 80 per cent of capacity. There-

Henry Hazlitt, noted economist, author, editor,
reviewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Bar·
ron's, Human Events and many others. Best known
of his books are Economics in One Lesson, The Fail·
ure of the "New Economics," The Foundations of
Morality, and What You Should Know About Infla·
tion.
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fore, when the new inflation puts
more money into the hands of con
sumers, they will use it to buy more
goods. Manufacturers will simply
increase their production to meet
the increased demand, and prices
will not rise until after plants are
working at "full capacity" and can
not increase output further. At that
point the issue of new money can
simply be stopped.

The writer mainly responsible for
the popularity of this theory is John
Maynard Keynes. It is akin to the
same writer's full-employment
argument. It is, in fact, part of the
same argument; because for Keynes
the supreme economic goal, the
summum bonum, was the uninter
rupted full· employment of men and
resources. What the cost of achiev-
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ing this might be in other respects
was simply disregarded.

It may be thought that the criti
cisms that the present writer and
others have already made of the
"full-employment" goal, and of the
argument that inflation is the way
to achieve it, must apply equally to
the "full-capacity" goal, and
therefore need not be repeated. But
though the criticisms are of the
same general nature, an analysis of
the fallacies of the "full-capacity"
goal makes it possible to bring out
with much greater sharpness some
of the naiveties and errors in the
"full employment" goal as well.

Varying Views or Definitions
of "Full Capacity"

We must begin with a definitional
question. What is "full capacity?"
The question is seldom raised in
popular discussion; but as soon as
we examine the problem seriously,
we find a wide range in possible
definitions. If we - think of full
capacity from a purely engineering
standpoint, then we must think of
what could be turned out if fac
tories were operated around the
clock, twenty-four hours a day,
seven. days a week. We would then
also have to assume unlimited sup
plies of labor, with the exact types
and mix of skills required, working
three or four shifts a week, as well
as unlimited supplies of raw mate
rials and other inputs.

A situation like this may be ac
tually possible or desirable in a few
industries in wartime or even for a
few weeks or months in peacetime;
but it would obviously involve
mounting problems. Hardly any
economist would regard it as an
ideal state of affairs.

A second concept of full capacity
would envisage maximum output
under a "normal" operating
schedule-with the customary
number of hours per shift and days
per week, with downtime for repair
and maintenance of machinery. If
this concept also assumed high
cost, inefficient facilities brought
into production, the resulting out
put might be defined as the max
imum practical capacity. This is the
figure commonly used in the official
estimates of unused capacity rates.

But this figure refers to potential
physical capacity rather than to the
optimum rate from an economic
standpoint. Few companies want to
push their output to the maximum
practical level. They would prefer to
hold it to the level that achieves
maximum long-run profits or other
objectives. This involves the
assumption that they can obtain all
the inputs they need at existing
costs per unit and that they can sell
unlimited quantities of output at
existing prices. It also involves the
assumption that they will not be
forced into continuous use of their
comparatively obsolete equipment.
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This output level has been called
"preferred capacity. "1

A Department of Commerce
study found that for all manufac
turers, the preferred operating rate
during the period from 1965 to 1973
was 94 to 95 per cent, considerably
above the actual rates.

There are several periodic esti
mates published of unused manu
facturing capacity rates. The two
most widely cited are that of the
Bureau of Economic Analysis in the
Department of Commerce, and that
of the Federal Reserve Board. There
are also a few private estimates,
notably by McGraw-Hill Publica
tions and by the Wharton School at
the University of Pennsylvania.

All use slightly different meth
ods. The BEA (Bureau of Economic
Analysis) obtains its rates by a
survey of some 3,000 companies.
The respondents generally calculate
their utilization rates against max
imum practical capacity. It is ob
vious that each individual answer
must itself be an estimate rather
than a precisely known figure.

This is one reason why we cannot
depend on the accuracy of the in
dex. As Alan E. Shameer, associate

1For a thoughtful discussion of these con·
ceptual and definitional problems, see "The
Utilization of Manufacturing Capacity,
1965-73" by Marie P. Hertzberg, Alfred I.
Jacobs, and Jon E. Trevathan, in the Survey
of Current Business, July 1974, pp. 47·57,
published by the U.S. Department of Com
merce.

economist of the General Electric
Company, put it: "We have dozens
of different plants, producing
everything from jet engines to
plastics to coal to washing ma
chines. How can we possibly say
with precision that the company is
operating at such-and-such a rate of
capacity? ... It's a jelly-like con
cept."2

Gathering the Statistics

If we take the BEA figures of
capacity utilization rates for all
manufacturers for the eight-year
period from December 1965 to De
cember 1973, we find that they
ranged from a peak of 87 per cent in
June 1966 to a trough of 79 per cent
in September 1970. The difference
between the peak and trough rates,
in other words, was only 8 percen
tage points. More recent figures
tend to show a somewhat wider
range. For example, the Federal
Reserve Board figure of capacity
utilization for all manufacturing in
1974 was 84.2 per cent, and in 1975
it was 73.6 per cent, a difference of
10.6 percentage points within a
single year.

The FRB and BEA figures do not
today tend to differ widely: the
FRB estimate of average capacity
utilization in 1976 was 80.1 per
cent, and the BEA figure 81.2. But
a major effort to improve its past

2The WallStreetJourna~March 11,1977.
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statistics was made recently by the
Federal Reserve Board, when it
started to take into fuller account,
among other things, operations at
relatively small companies. The up
shot was that factory operations as
a whole turned out to be much
higher than the Fed originally had
supposed. For the 1976 third
quarter, for example, the plant
operating figure was boosted sharp
ly to 80.9 per cent from the previous
73.6 per cent. Perhaps further in
vestigation may result in further
revision of the figure, up or. down.
This once more raises the question
whether the utilization-rate figure
is worth using as a "policy-making
tool"-even if we were to grant that
government bureaucrats should
ever attempt to "fine-tune" the
economy.

Averages Hide Variations

When we ask why the cyclical
range in the official utilization-rate
estimates has not been greater, the
main answer is clear. These figures
represent the average capacity
utilization rate of all plants in all in
dustries. Averages tend always to
conceal wide divergence and disper
sion. In addition to its overall
figure, the BEA gives separate
capacity-utilization rates for about
a dozen different leading industries.
We have seen that the spread be
tween the peak and the trough rates
of capacity utilization for all in-

dustries from 1965 to 1973 was only
8 percentage points. But the spread
in the (non-electrical) machinery in
dustry was 15, in the rubber indus
try 22, and in the motor~vehiclein
dustry 42 percentage points.

Even here, however, the real
disparities between capacity utiliza
tion in different plants and factories
were largely concealed because the
foregoing figures are again the
average figures for entire in
dustries, lumping the marginal and
the most successful companies
together.

To make the real problem clearer:
Let us suppose that at the moment
the average capacity utilization
rate for all manufacturing is 80 per
cent. A Keynesian might then say
that if we increased the money sup
ply by 20 per cent the result would
be stimulating but not inflationary,
because this new money would
merely supply the purchasing
power to buy 20 per cent more
goods, and industry already hap
pens to have the idle capacity to
turn out that much more goods
"without inflation" or unwanted
price increases.

But suppose this 80 per cent
average figure, though reasonably
accurate, conceals a real situation
in which the capacity utilization
rate in different plants actually
ranges from a low of 60 to a high of
100 per cent, with the lowest 11 per
cent of plants operating at only 60
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per cent, the next 11 per cent seg
ment above that operating at 65 per
cent, the third segment at 70 per
cent, and so on, with the ninth and
highest segment operating at full
capacity.

Unanticipated Results

Supposing the Keynesian scheme
otherwise operates in accordance
with the schemers' intentions, what
would be the result? All factories
would be operating, or trying to
operate, at a rate 20 per cent
higher than before. The half that
had been operating at less than 80
per cent could presumably do this,
but the half that had already been
operating above that rate would be
running into bottlenecks and short
ages in plant and equipment, not to
speak of the problems of all manu
facturers in buying additional
specialized inputs and hiring addi
tional specialized labor. Prices-and
wage rates and other costs-would
begin to soar.

(Of course the neat and even
distribution of dispersion that my
hypothetical figures suggest would
not occur. I have assumed it merely
to simplify the exposition. But it is
important to keep in mind that
there is bound to be some such
dispersion.)

Our analysis brings out the
simplistic and completely unreal
nature of the Keynesian assump
tions, and of so-called "macroeco-

nomics" in general. This macroeco
nomics deals almost exclusively in
averages and aggregates. In doing
so it falsifies causation, and
neglects individual processes, in
dividual industries, individual com
panies, individual prices, and the
immense diversity of services and
products.

Unrealistic Assumptions

The Keynesian economic heaven
is apparently one in which there is
constant full employment of men
and plants and equipment. Nobody
and no machine is temporarily idle
because the economy is in transi
tion. The balance and proportions
among the thousands of individual
industries and products remain con
stantly the same. No industry is
contracting and laying off help
because of declining demand for its
particular product, and therefore no
capital and labor can be released so
that other industries can expand.
No processes, machines, or plants
become obsolete because of new
methods or new inventions, and
therefore never have to be shut
down, idled, or scrapped. Every in
dustry is apparently turning out a
homogeneous and unchanging prod
uct, and can hire additional workers
from a sort of homogeneous labor
pool. There is no such thing as a
surplus or shortage of specialized
skills. Unemployment is solely the
result of "insufficient purchasing
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power," andean be remedied simply
by increasing that purchasing
power.

Not only could such an economy
exist only in some never-never land,
but no serious economist could
regard it as desirable. It is the
result of turning full employment
and full utilization of capacity,
which are merely means, into the
overriding economic end.

Let us turn our attention to a few
actual consequences of Keynesian
policies that the Keynesians chroni
cally overlook.

They assume that an increased
money and credit supply-as long
as there is not "full employment"
and the economy is not "operating
at full capacity"-will not lead to in
creased wage-rates or increased
prices because industry will simply
hire previously idle labor and turn
out more goods to take care of the
increased demand.

Factors Overlooked

This assumption neglects two fac
tors. The first is that average or
overall unemployment and average
or overall unused capacity are not
what count. The percentage of
unemployment is different in every
industry and locality, and the
percentage of unused capacity is
different in every plant. When
general or special demand in
creases, shortages will quickly
occur at particular localities, of

workers with special skills, and bot
tlenecks will soon develop in indi
vidual industries, factories and
plants. Capacity is reached when we
have fully employed our most
scarce resource or complementary
productive factor, whether that is
an important key industry, or
specialized labor, plant, or some
raw material. When this situation
occurs the price of the scarce factor
or factors will begin to soar, and
this rise will soon force increases in
other wage-rates and prices.

There is a second overlooked fac
tor. Even if the distribution of both
unemployed labor and unused ca
pacity were uniform, increased de
mand would· in any case promptly
bring a rise of wage-rates and
prices. Intelligent speculators (and
every businessman and even every
consumer must be to some extent a
speculator) do not wait until there is
an actual shortage of anything
before they start bidding up prices;
they do this as soon as they foresee
the possibility or the probability of
a shortage. And the greater the
probability seems, the higher they
bid. Every successful businessman
tends to be successful in proportion
to his ability to anticipate a change
in conditions-to buy or sell before
his competitors or the general
public are aware of the coming
situation. It is only the Keynesians'
blindness to this everyday fact of
business life which leads them to
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assume and predict that new issues
of money will not result in inflation
until every man is employed and
every factory is going full blast.

Seasonal Fluctuations,
and the Need for Reserves

Let us come back now to the
specific problem of unused plant
capacity. The Keynesians seem to
assume that it is both possible and
desirable for all plants to work con
tinuously at full capacity. It is
neither. The demand for all sorts of
products-motor boats, snowplows
and lawnmowers, skis and roller
skates, overcoats and bathing
suits-is seasonal. For that or other
reasons, their production tends to
be seasonal (even though the output
season precedes the selling season).
In order that there may be suffi
cient production at the peak of the
season, there must be at least some
unused capacity off-season. The
unused capacity does not necessari
ly mean economic waste; it is its
availability when needed that
counts.

For the same reason, when a
firm's plant has been working at
full capacity for more than a short
period, it is probably a sign that the
firm has missed an economic oppor
tunity. It should have foreseen this
situation and expanded its plant or
built a new one to meet the increas
ed demand for its product. Pro
ducers, in fact, constantly try to do

just this. It has long been recogniz
ed that in periods of low operating
rates industry does not tend to ex
pand, but that as operating rates in
crease, there is an increase of in
vestment in new plant. Business
men recognize that they must nor
mally accept some" surplus" capac
ity in order to be sure they will have
enough whenthey need it. Not only
is it unprofitable for them to be ful
ly using their more obsolescent
plants and machines, but they
should be periodically replacing
them with the most modern and ef
ficient equipment. In brief, the
most desirable normal situation for
the individual plant owner or
manager is one in which there is at
least some' 'unused capacity. "

Inflation Builds Uncertainty

In a recent penetrating studY,3
however, M. Kathryn Eickhoff,
vice-president and treasurer of
Townsend-Greenspan & Company,
pointed out that from 1970 till the
date her study was made, increased
plant operating rates were not
leading to investment in new plant
as early as they previously did. The
"trigger point" that set off new in
vestment seemed to be moving to
higher and higher operating rates.
That trigger point in 1977 seemed

3"Plant vs. Equipment Considerations in
the Capital Goods Outlook." Presentation
before Cleveland Business Economists Club,
Feb. 2, 1977.
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to be an average capacity· utiliza
tion rate of approximately 87 per
cent. This was ominous, because
the highest rate in the preceding
recovery was 87.6 per cent during
1973, the year the nation moved in
to double-digit inflation.

What this meant, among other
things, was that increased issues of
money and credit were tending to
lead to output shortages sooner
than previously, and therefore were
leading to sharper and higher price
rises sooner than previously.

Miss Eickhoff also presented an
acute analysis of· the reasons why
inflation and inflationary expecta
tions increase uncertainty and
thereby discourage new invest
ment. The greater the uncertainty
in the business outlook, she pointed
out, the greater becomes the rate of
return required for new investment
to compensate for that uncertainty,
and the fewer the number of proj
ects which will qualify. Inflation,
especially when it is expected to ac-

celerate, always increases business
uncertainty. Even if overall profits
advance in line with the rate of in
flation, no single producer can be
sure that his profits will rise to the
same extent. That will depend upon
how much his costs rise relative to
all other prices in the economy, and
whether or not he can raise his
prices correspondingly. As a result,
the dispersion of profits among pro
ducers increases as the rate of infla
tion climbs. This dispersion of prof
its does far more to discourage in
vestment than the prospect of an
overall increase of profits does to
induce it.In effect, a much higher
rate of future discount is applied to
inflation-generated profits than to
those resulting from normal
business operations.

Thus the inflation that the
Keynesians and others advocate in
order to stimulate employment,
production, and investment ends by
discouraging, deterring, and
diminishing all three. I

IDEAS ON

LIBERTY

That Is Prosperity

IN a free market economy, every worker and investor tends to seek
those outlets which will produce what consumers want most, as indi
cated by the wages and prices consumers will pay. So workers and
investors now engaged in satisfying political spending would soon find
more profitable outlets satisfying the increased spending of private
producers. Everyone would soon have more. That is not a depression.
That is prosperity.

PERCY L. GREAVES, JR.,
"Does Government Spending Bring Prosperity?"
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The
Next Two Hundred Years

BRANCH RICKEY, the old baseball im
presario, had a funny story about a
truck driver who, as he approached
each turn on a mountain road, mur
mured to himself, "Trouble ahead,
trouble ahead." Whereupon the
driver would make the turn only to
discover that the road stretched
fair and free.

For the past decade we have been
like the truck driver. We were
threatened with the "population
bomb" in the lugubrious works of
Paul R. Ehrlich. DDT and other in
secticides would kill all the birds,
giving us a "silent ~pring" (Rachel
Carson). Our oil leakages and spills
in the Santa Barbara Channel and
off the coast of Cornwall, when
added to all the smaller accidents to
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tankers and barges, were sounding
the death knell for marine life
(Jacques Cousteau). The world was
running out of raw materials, mean
ing there were natural limits to
growth (the Club of Rome). Oil was
only the most conspicuous of the
earth's wasting assets (see almost
any commentator since the late
Harold Ickes, as Secretary of the
Interior, started to push the scarci
ty thesis). As for nuclear power, its
alleged dangers have pushed Ralph
Nader into invoking "higher law"
to justify destroying atomic energy
plants in "projective self-defense."
"If they don't close those reactors
down," said Nader the other day,
"we'll have a civil war within five
years."
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To cap it all, the world's supply of
food was supposed to be at the mer
cy of coming drought and cold
cycles, and even the productive
acreage would be ruined by liberal
applications of commercial fer
tilizers that break down the soil
structure.

Adding all the dire prophecies
together, the "zero growth" move
ment has taken on a frightening
momentum. It takes a bold man to
buck the prevalent tide of opinion.
Fortunately, for our sanity, we have
such a bold man in Herman Kahn,
who runs the Hudson Institute.
With his associates William Brown
and Leon Martel, Kahn has just
issued a heartening book called The
Next Two Hundred Years: A Scen
ario for America and the World
(William Morrow & Co., Inc., 105
Madison Ave., New York, N.Y.
10016, $8.95 cloth, $2.95 paper
back). Kahn not only has the
boldness to say that the "no
growth" movement has no basis in
common sense, he proves it by
carefully controlled extrapolations
from information that is available
to any research organization that is
willing to do a little patient scratch
ing.

Population and Energy

First, there are the population
statistics. In the Nineteen Sixties,
when the over-population theory
was riding high, the rate of repro-

duction was definitely slowing
down in fifteen developing coun
tries and there was. a "probable"
decline for eight more. In pre
industrial lands, where children are
potential farm hands, couples will
have seven or eight babies in order
to achieve a primitive level of old
age security. But in industrial
societies the reproductive "norm"
recedes to 2.2 or 2.4 per family. The
irony is that the "planned parent
hood" movement reached its crest
when it was no longer needed. Her
man Kahn expects most of the
world will repeat the experience of
Western Europe and the United
States as industrial development
spreads.

A stabilized population will still
need lots of energy if it is to grow in
ways necessary to expanding the
good life. Kahn's section on energy
is subtitled: "Exhaustible to inex
haustible." Contrary to most com
mentators, Kahn thinks the "his
torical" trend of energy costs will
continue downward, even though
the present price of oil will go on
fluctuating. As long as oil sold for
less than $5 a barrel, it was bound
to displace coal. But now that
OPEC oil is selling for twice the old
price and more, coal is bound to
come back. There is plenty of coal to
last for a couple of centuries. And
when the cost justifies it, we will be
getting oil from shale and from tar
sands.
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Looking ahead to the twenty
second century, Kahn is optimistic
for all sorts of supposedly far-out
energy sources, from ocean thermal
power to windmills, and from solar
energy panels to nuclear fusion. The
200-mile electric car battery is
already in existence; it has only to
be made smaller for introduction
into compact car models.

Pollution in Control

Kahn and his associates do not
scoff at the current demands for
cleaner water and air. But they do
not like fanatics who are unwilling
to make temporary trade-offs when
they are economically necessary.
Weare already meeting most of the
sensible standards throughout the
U.S. Automotive pollutants such as
carbon monoxide and hydrocarbons
have been reduced substantially. A
real beginning has been made in
cleaning up the rivers, streams and
lakes of the nation. We will make
progress in the treatment of sewage
and waste in general when technol
ogy makes it possible to recycle
everything from sludge to alumi
num cans at a profit.

The main problem, at this mo
ment, is to persuade people that
they are being scared by bogeymen.
"Indeed," says Kahn and his
associates, "it is the limits-to
growth position which creates low
morale, destroys assurance, under
mines the legitimacy of government

everywhere, erodes personal and
group commitment to constructive
activities and encourages obstruc
tiveness to reasonable policies and
hopes."

If Kahn· can't get this message
across to a majority, we will perish
through a self-fulfilling prophecy.
But Kahn, no' pessimist even for a
short run, is sure that he is going to
be heard.

PLAYING THE PRICE CONTROLS
GAME
by Mark Skousen
(Arlington House, New Rochelle, New
York 10801, 1977)
254 pages • $9.95

Reviewed by Robert P. Vichas

EVEN among those who have sur
vived them, surprisingly few in
dividuals really understand the in
sidious nature and disastrous ef
fects of price and wage controls.
Witness the fact that most con
sumers favor them at one time or
another. Many businessmen accept
them. Utility and regulated com
panies prefer them. Black marke
teers love them. Political types
praise them. And too many econo
mists worship them.

Milton Friedman has observed
that "If the U.S. ever succumbs to
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collectivism, to government control
over every facet of our lives, it will
not be because socialists win any
arguments. It will be through the
indirect route of wage and price con
troIs." There has long been a need
for a popular book on the subject,
and now economist Mark Skousen
fills that gap. He has assembled an
abundance of evidence, case histor
ies, and examples to convince any
interested reader that price controls
are a disaster.

For the theoretically minded,
there are the traditional economic
diagrams; for others, the message is
expressed in plain enough terms.
Price controls cause shortages, and
shortages occur because businesses
reduce production of high-volume,
low-profit-margin "necessities" and
expand output of low-volume,
higher profit-margin "luxuries."

A survey at the end of Phase IV
of the Nixon freeze revealed the
reduction or elimination of 240 pro
duct lines including paper, steel,
animal feed, and mayonnaise. Near
ly every business experienced dif
ficulties in obtaining adequate sup
plies, as suppliers ceased manufac
turing certain vital replacements to
concentrate on higher profit-margin
components.

Efforts to control the cost of
housing offer a prime example of an
exercise in futility. Paul Samuel
son's popular' textbook clearly
describes the long run harm of rent

controls in France. "France had
practically no residential construc
tion from 1941 to 1948.because of
rent controls. "

Students of price control econom
ics know that shortages, malinvest
ment, and black markets result
when an attempt occurs to subvert
basic economic laws. An economy
survives these shocks mainly
because alternative zones of supply
(a substitute term for black
markets offered by Gary North in
the book's Foreword) keep the
system operative-at least for a
time.

The last half of the book focuses
on these alternatives. The situa
tions discussed by Skousen provide
numerous case histories for lec
turers, teachers, expert witnesses,
and skeptics, demonstrating how
creative free market forces emerge
even against formidable odds. For
the practical minded, the last half of
the book contains sound advice for
businessmen and consumers who
confront present or future price con
trols.

For over 2000 years societies
have experimented with price and
wage controls. They have never
worked. This book explains why.
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JAMES J. HILL AND THE OPEN·
ING OF THE NORTHWEST
by Albro Martin
(Oxford University Press, New York,
1976)
676 pages • $19.50

Reviewed by Clarence B. Carson

ST. PAUL, MINNESOTA was little more
than a frontier village serving as a
shipping point on the Mississippi
when James J. Hill arrived there in
1856 from his native Canada. St.
Paul, and the surrounding country,
had, as we would be likely to say
today, two big problems: an energy
shortage and need for year-round
transportation. The trouble was
caused mainly by the winter
weather which was, then as now,
cold. The river was apt to be frozen
over more than half the year mak
ing it useless for transportation.
People had to devise some means of
keeping warm, too, and firewood
was in great demand. There was a
vast and fertile area west and north
of St. Paul for the growing of grain;
immigrants were flowing into the
area in ever-increasing numbers,
but most transport either for them
or their produce was rudimentary
and unsatisfactory.

To us they might be problems; to
James J. Hill they were op
portunities. He was not long in go
ing into the energy and transporta
tion business. His first venture in

the energy business was the buying
and storing of firewood against the
winter. He went into transportation
at its core, warehousing. With the
river closed so much of the year, it
was vital to have large storage
facilities. As soon as he could com
mand the resources, he went into
the river boat business on the Red
River as it makes its way into
Canada. Here, too, he was con
fronted with an energy shortage,
for that river usually gets very low
on water just at the peak of the
season.

The future of St. Paul, the
Northwest, and James J. Hill lay
with railroading, of course. I t can
not be said that Hill was the first to
grasp the idea that the railroads
could do so much toward solving
the energy and transportation pro
blems of a vast region. He was,
however, a man of vision; he could
see possibilities of development
amidst what were then only prob
lems and potentialities. But he was
hardly the first to turn to railroad
ing. Others built the most vital
links between Chicago and St. Paul.
Both the Northern Pacific and
Canadian Pacific preceded him by
years into the Pacific Northwest.

Hill rarely sought to be first, but
he always sought to be the most
thorough and best. If Hill had lived
by a copybook maxim, it would
surely have been: "Anything worth
doing at all is· worth doing well."
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Not just well, either, but superbly.
He always insisted that his
railroads be built solidly the first
time. He paid infinite attention to
the details of whatever he was do
ing. He was, indeed, a master
builder and an exemplary en
trepreneur.

Albro Martin has told, in this
large and impressively printed
book, not only the remarkable story
of Jim Hill but of his times and of
his place in American history. In
order to tell the story well Professor
Martin had to work on a large can
vas, so to speak. The story entails
the upper Midwest of the United
States, the Mountain states, the
Pacific Northwest, and much of
Canada as well. It involves the piec
ing together and building of the
Great Northern, the acquisition of
the Northern Pacific and the
Chicago Burlington and Quincy-a
vast railroad network-by Hill and
associates.

But the story was hardly confined
to this region, for Hill was depen
dent, too, upon the Eastern United
States-Chicago, the Great Lakes,
Buffalo, and New York City-and
beyond that to Europe and especial
ly London. Once Hill's Great North
ern had reached the Pacific North
west his concerns reached all the
way to the Orient. Martin has used
his considerable writing skill to put
together mainly from primary
sources the portrait of James J. Hill

against a backdrop of international
finance, rampant railroad building,
and the ever-present political
shenanigans.

There are so many fascinating
tales within this vast story that a
reader must long for more detail on
many of them. The acquisition by
Hill and associates of the St. Paul
and Pacific Railroad, which did not
make it to the Canadian border
much less the Pacific, is a tale worth
telling on its own. They got a pro
perty worth about $20,000,000 ·by
advancing only a few hundred thou
sand dollars, some rusty rails, they
said, and from this small beginning
fashioned a railroad empire. The
saga of the building of the Great
Northern from Montana to the
Pacific should rank with the best of
western stories. Then there were
the clashes between Hill and other
great railroad titans-Jay Gould,
E.H. Harriman, Van Horne, and
many, many others. The Northern
Securities Case, which resulted
from efforts of Hill, Morgan, and
Harriman to keep firm control over
the Great Northern, Northern
Pacific, and Chicago Burlington
and Quincy, is a story of a head-on
collision between these business
leaders and Theodore Roosevelt.

James J. Hill emerges from Pro
fessor Martin's account as an ex
ernplar of free enterprise at its best.
Literally, Hill rose from poverty to
riches. He had only a few years of
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schooling, but he gained such
knowledge as he needed and was
believed to be wise by those who
knew him in his later years. In a day
when land grants and subsidies
were virtually considered a require
ment for building transcontinen
tals, Hill built his Great Northern
without subsidy or grant. He built
well, too, for when roads around
him were bankrupting and going in
to receivership he was prospering.

Hill lived to witness the railroads
beginning to become the plaything
of politicians and the bete noire of
muckrakers. It saddened him, for he
had seen with his own eyes the
miracle wrought in the land by
dependable and cheap transporta
tion. He contributed much to this
development, and was ever sur
prised if anyone thought that he
had sought anything but the good
of his fellow man-as well as his
own good.

Hill's charitable contributions
were legion, but he gave as much
care in selecting those to whom he
would give as to the routes over
which his rails would pass. (He at
tempted to improve the breeding of
cattle in his region by raising and
giving away bulls to farmers but
stopped doing so when he could
perceive no good results.)

The story of James J. Hill is in
spiration and confirmation for
those who believe that the way to
solve problems is to allow freedom

for men of VISIon and energy to
work on them. A wide reading of
this book should increase their
tribe.

THE SUPERFLUOUS MEN: CON
SERVATIVE CRITICS OF AMERI
CAN CULTURE, 1900-1945
Edited by Robert M. Crunden
(The University of Texas Press, Austin,
Texas 78712, 1977)
289 pages • $14.95

Reviewed by Allan C. Brownfeld

A SOCIETY afflicted with contem
poraneity faces the danger of a com
plete loss of the past and all of its
lessons. In our own country, even
the events of the earlier part of the
current century have largely been
lost, as have the thoughtful
analyses of those who attempted to
understand those events and make
sense of them.

Professor Robert M. Crunden of
the University of Texas has, in this
volume, brought together a repre
sentative sample of conservative
thinking during the first half of the
twentieth century. Among those
whose work is included are Ralph
Adams Cram, Albert Jay Nock,
Walter Lippmann, Irving Babbitt,
Allen Tate and H.L. Mencken.
Needless to say, there is hardly any
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uniformity of opinion to be found in
this group.

What is to be found, according to
Professor Crunden, is the assump
tion that the worthwhile things in
life cannot be obtained by political
means. Conservatives have tradi
tionally opposed governmental in
terference in society, he concludes,
because it impedes the enjoyment
of more important concerns.

In an essay entitled "Anarchist's
Progress," Albert Jay Nock, discus
sing the tendency of government
power to grow and individual free
dom to diminish, writes that, "The
general upshot of my observations,
however, was to show me that
whether in the hands of Liberal or
Conservative, Republican or Demo
crat, and whether under nominal
constitutionalism, republicanism or
autocracy, the mechanism of the
State would work freely and natur
ally in but one direction, namely:
against the welfare of the people."
This was written in 1928.

Walter Lippmann, in The Good
Society, notes that socialism, collec
tivism, and all forms of government
intervention in the market place
lead away from freedom and pros
perity: "When the collectivist
abolishes the market place, all he
really does is to locate it in the
brains of the planning board. Some
how or other these officials are sup
posed to know ... what everyone
can do and how willing he is to do it

and how well he is able to do it and,
also, what everyone needs and how
he will prefer to satisfy his
needs.... If a planning board an
nounced that, henceforth, machines
in factories would be run not by
electrical power generated in
dynamos but by decrees issued by
public officials, it would sound ab
surd. Yet the pretension to regulate
the division of labor by abolishing
the market and substituting au
thoritative planners is an idea of the
same order."

In an essay originally published
in Harper's in 1929, John Crowe
Ransom, one of the leading
Southern agrarian writers, might
have been speaking tq some of our
current educators who think that
students rather than teachers
should select the curriculum on the
basis of "relevance" or convenience.
He states that, "The admission
that one study is as important as
another is a plea in spiritual bank
ruptcy, and it invites and produces
just that ceaseless dissipation of
human energies which now defines
our intellectual Americanism-it
pictures man as a creature without
a center, without a substantial core
of interests, and unable to give his
destiny any direction. In a true
society there are historical and
philosophical principles which com
pose the staple of an educational re
quirement. "

Discussing the merits of indivi-
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dualism and the strength of this
trait in the American character,
George Santayana, in an essay writ
ten in 1920, observed that, "In
dividualism, roughness, and self
trust are supposed to go with
selfishness and a cold heart; but I
suspect that is a prejudice. It is
rather dependence, insecurity, and
mutual jostling that poison our
placid gregarious brotherhood; and
fanciful passionate demands upon
people's affections, when they are
disappointed, as they soon must be,
breed· illwill and a final meanness
... In his affections the American is
seldom passionate, often deep, and
always kindly ... But as the
American is an individualist his
goodwill is not officious. His in
stinct is to think well of everybody,
and to wish everybody well, but in a
spirit of rough comradeship, expect
ing every man to stand on his own
legs and to be helpful in his turn.
When he has given his neighbour a
chance he thinks he has done
enough for him ... It will take some
hammering to drive a coddling
socialism into America. "

H.L. Mencken might have been
writing of our current crop of politi
cians when he discussed the role of
politicians in a democratic society

in his 1926 book, Notes on
Democracy. Professor Crunden ex
cerpts an essay on this subject
which includes this thought: "The
politician is the courtier of
democracy For it was of the
essence of the courtier's art and
mystery that he flattered his
employer in order to victimize him,
yielded to him in order to rule him.
The politician under democracy
does precisely the same thing. His
business is never what it pretends
to be. Ostensibly. he is an altruist
. . . Actually he is a sturdy rogue
whose principal, and often sole aim
in life is to butter his parsnips."

Somehow the current generation
of college students and teachers
seems to be under· the impression
that the American intellectual
tradition is one which has been sup
portive of government, optimistic
about the good politicians can do,
and suspicious of freedom, either in
the market place or in other areas of
life. A careful reading of this
volume will quickly disabuse them
of this notion.' Professor Crunden
has done us all a significant service
in collecting these essays and mak
ing them available for a society
which desperately needs to redis
cover its own past. I)
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''Responsive Government"

Gregg B. Hughes

ScARCELY A DAY PASSES that we do not
read or hear the cry for "more
responsive government," that
government "meet the needs of the
people, " that we "streamline
government for efficiency. "

That these demands go largely
unquestioned and unchallenged
shows the extent to which the state
has assumed a decision-making role
and the degree to which we have
relinquished our willingness to
assume responsibility for the daily
conduct of our own lives.

The call for efficiency in govern
ment is one we might expect in a
society in which it has become ac
cepted policy for the government to
make decisions in any and all fields
of human endeavor and concern.
Mr. Hughes is a Los Angeles area attorney in the
Law Office of Richard N. Deyo.

Thus has the individual lost much
of the ability, willingness and op
portunity to exercise his own in
dependent judgment in the choice
of his job, wages, method of educa
tion, and most other aspects of
human activity. A moment's reflec
tion will reveal the pervasive reach
of government power. Both through
choice and by default we have in
dividually and collectively decided
that government is to be responsi
ble-and that we as individuals are
not.

To this end we have molded a
governmental system of special
interest-group warfare. Each of us
is but a member of this or that
ethnic, racial, social, or economic
group. Each group must, through
its self-appointed leaders, agitate,
propagandize and lobby for the ad-

451
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vancement of its "rights" in opposi
tion to some "exploiter" or "op
pressor." If one is candid in his ex
amination, he cannot deny that this
pressure-group struggle is the spec
tacle of American government and
society today.

Gradually we have abandoned the
traditional and enlightened notion
that we exist as individuals, that we
must act as individuals, and that
what we can and do achieve, we do
as individuals. The tragedy of this
abandonment is that it makes it
more difficult or impossible for peo
ple to achieve, advance and prosper.
With this erosion of individual
responsibility, we lose the factor
which provides human life with its
excitement and substance.

Pressure-group warfare is gener
ally pernicious in that it has the ef
fect of directing human activity
away from truly productive pur
suits. The direction is rather toward
the wasteful practice of coercively
obtaining economic advantage or
position for one group at the ex
pense of another. Wealth and op
portunity are erroneously viewed as
limited, requiring that one man's
gain be another's loss. Creation and
achievement are supplanted as
primary objectives in such a situa
tion by efforts at confiscation and
"equalization."

Government fits nicely into this
pressure-group scheme-indeed, it

both thrives on it and concomitant
ly encourages its continuation and
intensification. Being a nonmarket
mechanism, engaging in fundamen
tally coercive rather than produc
tive activity, government can and
does tailor its operations to carry
into effect the demands of the
predominating pressure groups.
Only by doing so can government
jobs and programs be justified and
sustained.

This state of affairs differs
radically from a traditional market
economy and society. For in such a
market economy, exchanges of
services and commodities (Le.,
wealth) are voluntary. And when
exchange is voluntary, it means-in
the subjective sense-a gain by
both parties to the exchange. At
least as important as this is the
absence of coercion from the pro
cess (except where government has
corrupted the market· mechanism, a
topic beyond the scope of this
essay).

Thus, the symbiotic relationship
of government and the special
interest-pressure-groups brings on
the call for "responsiveness in
government." The pressure groups
demand it as a means of increasing
the effectiveness of their activities,
as only through government can
they begin to achieve their coercive
ends. The government encourages
such demands as a means of justify-
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ing and promoting its programs.
The fact that it cares little if at all if
such effectiveness is enhanced is im
rnaterial. That the public in general
and the pressure groups in par
ticular feel the change is forthcom
ing serves just as well to justify the
government's reason for existence.

"Responsiveness in government"
then is little more than a new twist
on an old theme-that of activist
government 8nd the gradual collec
tivization of society. It is a
manifestation of the statist concept
of governmental responsibility and
greater unification of the state. The
only difference is that the pro
ponents of "responsiveness" are
demanding the ultimate-that gov
ernment be coldly efficient in its ef
forts to politicize and centralize all
decision making, removing from the
sphere of individual control all that
can be extracted.

Grover Cleveland

The antidote for the poison of
"responsive government" is as ob
vious as it is difficult of attainment.
We must come to understand both
our nature and our responsibilities
as individuals. Only as we do this
can we begin to develop the crucial
understanding of and belief in the
sanctity and sovereignty of the in
dividual person and of his natural
right to act out his life according to
his choices, free of the coercion
which government activity entails.
It is as free individuals, acting as in
dependent agents, that we ex
perience our greatest personal
glory, happiness and success. We
can only achieve this satisfaction
when we choose our own goals and
direct our own action toward the
pursuit of these goals. This op
portunity and unique aspect of life
is gradually and often irrevocably
lost by excessive unification of the
state. ,

IDEAS ON

LIBERTY

THE LESSON of paternalism ought to be unlearned and the better lesson
taught that while the people should patriotically and cheerfully sup
port their Government, its functions do not include the support of the
people.

Every thoughtful American must realize the importance of checking at
its beginning any tendency in public or private station to regard fru
gality and economy as virtues which we may safely outgrow. The toler
ation of this idea results in the waste of the people's money by their
chosen servants and encourages prodigality and extravagance in the
home life of our countrymen.



William H. Peterson

... there is no subtler, no surer
means of overturning the exist
ing basis of Society than to
debauch the currency. The
process engages all the hidden
forces of economic law on the
side of destruction and does it
in a manner which not one man
in a million is able to diagnose.

So observed John Maynard
Keynes, member of the British
delegation to the Paris Peace Con
ference, in his book, The Economic
Consequences of the Peace (1919).
Within four years, a vicious hyper
inflation had thoroughly debauched
the mark, overturned the existing
basis of German society and pre
pared the way for a Hitlerian Got
terdammerung.

Dr. Peterson is the Burrows T. Lundy Professor of
Philosophy of Business at Campbell College,
Buies Creek, North Carolina.
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Lord Keynes' observation is not
without irony. Later Keynes was
himself to become enraptured with
the idea of inflationism-to become,
it would appear from the record, the
most powerful if inadvertent ad
vocate of that creed in the Twen
tieth Century.

What is inflationism? I see it as a
s9cial mirage, the modern-day ver
sion of the ancient search for the
philosopher's stone that would
transmute lead into gold (or "stone
into bread," as Keynes put it in
1943), the hope for a social per
petual motion machine, the wish
come true of King Midas for all he
touched to turn into gold (only to
find he could then neither eat nor
drink).

Inflationism, in today's terms, is
deficit-spending, deliberate credit
expansion on a national scale, a
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public policy fallacy of monumental
proportions, of creating too much
money that chases too few goods. It
rests on the "money illusion," a
widespread confusion between in
come as a flow of money and income
as a flow of goods and services-a
confusion between "money" and
wealth. As Adam Smith observed in
his The Wealth ofNations (1776):

That wealth consists in money, or in
gold or silver, is a popular notion which
naturally arises from the double func
tion of money, as the instrument of com
merce, and as the measure of value....
To grow rich is to get money; and wealth
and money, in short, are, in common
language, considered as in every respect
synonymous.

Today prosperity has become but a
matter of alleviating the "short
age" of money, of making money
literally. And not, primarily, of
making goods and services.

For Keynes, inflationism was an
idea whose time had come, coming
as it did during the Great Depres
sion when people and politicians
were desperate for solutions, almost
any solution. Besides, the Keyne
sian solution was not clothed as in
flationism but as a means of reliev
ing inadequate aggregate demand
with "temporary" or "contra-,
cyclical" deficit-spending, of attain
ing a balanced budget over a busi
ness cycle, over a cycle of years.

But the way things worked out,

the legacy of Lord Keynes has
become national deficits ad in
finitum pretty much the world over.

Economists James M. Buchanan
and Richard E. Wagner of the
Center for Study of Public Choice at
the Virginia Polytechnic Institute
decry mounting deficits in America,
each one seeming to make yet
another entry for the Guinness
Book of WorId Records. In their
Democracy in Deficit: The PoliticaL
Legacy of Lord Keynes (Academic
Press, 1976, 207 pages, $11.50),
Buchanan and Wagner link Key
nesian-type deficits to rising infla
tion, heavy unemployment, expand
ing government, lagging capital for
mation and generally deteriorating
economic performance.

More importantly, as may be
gathered from their subtitle, the
Buchanan-Wagner critique of
Keynesian economics is not so
much on its technical structure as
on its political implications, on how
these implications have long im
pacted on economic policy decisions
since the Great Depression
decisions adding up to the global
Keynesian Revolution.

The General Thesis

In a nutshell, what are the
Revolution's technical underpin
nings all about? In his The General
Theory of Employment, Interest
and Money (1936), Lord Keynes ad
vanced the possibility, if not prob-
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ability, of an underemployment
equilibrium in a mature national
economy such as Great Britain or
the United States. He described a
gloomy scenario of a depression
long persisting without any effec
tive automatic stabilizing market
forces. He s.aw aggregate employ
ment as a function of aggregate de
mand (total spending), which
tended to contract cumulatively
unless somehow counteracted.
Keynes' approach was strictly
macroeconomic, or to use the equa
tion popular with Keynesians to
day: .Y = C + I + G, or total na
tional income equals total consump
tion spending, plus total invest
ment spending, plus total govern
ment spending.

The cause of depression would
be private sector oversaving or
underspending (underconsumption
and/or underinvestment). Hence
Keynes saw G as a deus ex machina
in which government could simply
furnish spending stimulus as
needed. The stimulus, which could
apparently be turned on and off like
a faucet, would happily restore full
employment; and it would be
greatly aided by the operation of a
chain-reaction effect on total in
come, a cumulative, circulatory ex
pansion of aggregate demand
Keynes' famous' 'multiplier."

It is to the credit of Professors
Buchanan and VVagner that they
break new ground in more than four

decades of Keynesian critiques,
that they perhaps get to the heart
of the problem in the entire Keyne
sian structure: the assumption of
apolitical economic managers, of an
intellectual ruling elite, of selfless
men in high places dedicated solely
to the public interest.

Unbalanced Budgets

As the record shows, this
assumption of political altruism has
proved to be most unreal in applica
tion, from Tokyo to Ottawa, from
Stockholm to Buenos Aires, for the
Keynesian-oriented world has long
been awash in red ink, in perennially
unbalanced national budgets. In the
clash of pre-Keynesian economics
versus post-Keynesian politics, the
VPI economists observe that
politics wins practically every time.

The VVashington experience is a
case in point. To be sure, U.S.
economic managers, and their coun
terparts elsewhere, have had to
assume an aura of economic omni
science so as to decipher lagging
and frequently conflicting economic
statistics, to "fine-tune" the
economy, to produce just the right
mix of fiscal and monetary policy
under ever-changing economic con
ditions. Such an economic challenge
is task enough; in a political en
vironment with a national election
in every even-numbered year, the
challenge amounts to, apparently,
an impossibility.
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To wit: The officially projected
deficit of $64.7 billion in· the 1978
fiscal year beginning Oct. 1 (the
17th deficit since 1960) comes atop
an estimated inflation-generating
$52.6 billion deficit this fiscal year.

Why? Why deficit upon deficit,
world without end? The answer, in a
word, is politics, in a letter, G.

Significantly, the VPI economists
distinguish between market com
petition and political competition, a
distinction Lord Keynes and his
.disciples did not develop. Market
competition is continuous; at vir
tually every instance of purchase a
buyer can choose from among dif
ferent competing sellers. Political
competition, in contrast, is discon
tinuous, intermittent; the voters'
decision is binding for a fixed
term-usually two, four, or six
years. Market competition permits
several competitors to survive at
the same time; the capture by one
seller of a majority of the market
does not deny the ability of the
minority to choose its preferred
supplier. Political competition, on
the other hand, has an all-or-none
characteristic; the capture of a ma
jority or even a plurality of a
market basically hands over the en
tire market to a single supplier.

Nor do the distinctions stop
there. In market competition, as
Buchanan and Wagner note, the
buyer can be reasonably certain of
just what he has bought for his

money. Not so in political competi
tion, for there the buyer is, in a
sense, obtaining the services of a
rather free agent. This political
agent cannot be bound in matters of
specific compliance, with many a
platform promise going awinging
with the swearing-in ceremony.

A Bias Toward "Inflation

Given such a political environ
ment, the Keynesian provision of an
elastic G is almost like giving a
child free rein in a candy store. Pro
fessors Buchanan and Wagner hold
that "the Keynesian destruction of
the balanced budget constraint" on
a year-to-year basis has yielded a
political bias toward budget defi
cits, monetary expansion and
public-sector growth. The bias ties
into the politicians' natural proclivi
ty to spend, to avoid taxing, to ap
pear humanitarian, altruistic,
munificent (with, of course, other
people's money)-in effect, to buy
votes. The bias also ties into the
fact that the economic managers
are, in every case, political ap
pointees and, especially in the in
stance of the Federal Reserve
Board, creatures of Congress; this
means their ability to contravene
their political superiors is cor
respondingly weak.

This politicalizaton of the Dismal
Science in the halls of government
seems to .explain American fiscal
and monetary experience since the
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Great Depression. It seems to ex
plain how economic theory and
policy have developed in recent
decades to meet, if not marry,
political exigencies. The marriage, if
that's what it is, has not been a hap
py one. A glance at recent decades
of "managing the economy" illus
trates this marital incompatibility.

In the early stages of the Great
Depression (itself largely the prod
uct of credit expansion in the Twen
ties followed by credit contraction
in the early Thirties), Franklin
Roosevelt, as a Presidential suitor
in 1932, ran on a balanced-budget
plank and publicly decried GOP
deficits ("continuation of that habit
means the poorhouse"). Once in of
fice, however, President Roosevelt
soon found "pump-priming" expan
sion of spending programs political
ly popular, while tax increases were
not. The balanced budget goal
seemed more and more elusive.

Political Attributes

Moreover, along came Keynes'
General Theory. Though addressed
to academics and incomprehensible
to almost all but professional
economists, it was promptly per
ceived by politicians for its political
value. Deficits became respectable.
Spending programs and tax mea
sures could be politically manipu
lated. this way and that. A "flexi
ble" budget, after all, has to play
the main role in stabilizing the

economy and sustaining "full em
ployment." Baldly, inflationism
was in.

The "full employment" concept
was enacted into law in the Employ
ment Act of 1946. The Act, which
formally married economics to
politics, directs the federal govern
ment to "use all practical means
consistent with its needs and
obligations . . . for the purpose of
creating and maintaining ... condi
tions ... to promote maximum
employment, production, and pur
chasing power." The Act leaves
Professors Buchanan and Wagner
cold. They protest its political im
plications and believe that the Act
"may come to be regarded as one of
the more destructive pieces of
legislation in our national history. "

They see, for example, how the
Eisenhower Administration played
a reluctant spouse in the Keynesian
marriage between political practice
and economic theory. The GOP
came into office to do something
about inflation and the growth of
Federal spending, only to come
under Democratic fire for "fiscal
drag." The Republicans lost the
White House in 1960, after losing
the Congress in 1954 (which hasn't
been regained since).

Initially President Kennedy was
also something of a reluctant
spouse, but, note the VPI econ
omists, his economic counselors
were, to a man, solidly Keynesian.
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The counselors, who included
Walter Heller of the University of
Minnesota and John Kenneth Gal
braith of Harvard, apparently won
a complete convert in JFK after the
1962 steel pricing confrontation
and consequent stock market
slump. In 1963 President Kennedy
called for a dramatic tax cut,
without any corresponding spend
ing cut, in order to accelerate
economic growth and bring actual
GNP in line with potential GNP,
given the productive capacities of
the nation. With the tax cut,
enacted in 1964, the New Eco
nomics had really arrived, but hard
nosed politics had long preceded it.

In this new dawn it seemed that
"the enlightened would rule the
world, or at least the economic
aspects of it," to quote Buchanan
and Wagner. Then they add: "But
such dreams of Camelot, in eco
nomic policy as in other areas, were
dashed against the hard realities of
democratic politics."

Redistribution Schemes,
Open-Ended Spending

The hard realities included the
redistributionist zeal of Lyndon
Johnson's "Great Society" aug
mented by his Vietnam guns-and
butter strategy, and Richard Nix
on's New Economic Policy of
wage/price controls (which quickly
became a cover for the fastest
monetary growth since WorId War

11-12.1 per cent in election-year
1972)) The realities also included
the open-ended spending proclivi
ties of the Welfare State and the no
growth· implications of Ralph
Nader, the Sierra Club, Common
Cause, and Senator Edmund
Muskie's Environmental Protection
Agency.

The Keynesians also overlooked
some economic as well as political
realities. Probably the most devas
tating reality has been the unprece
dented worldwide experience of
"stagflation"-heavy inflation cum
heavy unemployment. In the U.S.,
inflation was 12.2 per cent in 1974;
in 1975 unemployment was 8.5 per
cent. How did this happen? The
VPI authors cite some economic
reasons.

For apart from its political
naivete, the New Economics can be
faulted on at least three technical
grounds. First, the Keynesians

1From Ludwig von Mises, Planning for
Freedom (Libertarian Press), page 81: "The
superstition that it is possible for the govern
ment to eschew the inexorable consequences of
inflation by price control is the main peril. For
this doctrine diverts the public's attention
from the core of the problem. While the
authorities are engaged in a useless fight
against the attendant phenomena, only few
people are attacking the source of the evil, the
Treasury's methods of providing for enormous
expenditures. While the bureaus make head
lines with their activities, the statistical
figures concerning the increase in the nation's
currency are relegated to an inconspicuous
place in the newspapers' financial pages."
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have relied on the money illusion
the notion that fiscal-monetary
stimulus would yield a beneficial
"automatic lowering of real wages
as a result of rising prices" (General
Theory, p. 264). But in a world in
which inflation is widely antici
pated by market participants
through escalator clauses, in
creased· wage demands and infla
tion-hedged price boosts, the money
illusion breaks down. Indeed,
Buchanan and Wagner note that
"the generation of inflation that
has been predicted will do nothing
towards stimulating employment
and output."

Secondly, the Keynesians over
looked the impact of inflationism on
economic calculation and resource
allocation-a possible general
disruption of the market economy,
perhaps a full-fledged business cy
cle. Relative prices, including in
terest rates, are distorted, uneven
ly, by rapid increases of the money
supply entering the economy at
different times and in different
ways and places. Market par
ticipants receive false signals. For
example, corporate income state
ments reflect "phantom profits"
which do not incorporate true in
ventory valuations and especially
plant and equipment replacement
costs; moreover, reported "record
profits" are expressed in current,
inflated dollars and not in constant
dollars.

Thirdly, Keynes and the Keyne
sians overstress macroeconomics to
the detriment of vital microeco
nomic considerations. This leads to
a one-dimensional, depthless per
ception of the forest but not of the
widely different individual trees. G
is perforce a heavy-handed eco
nomic policy instrument-taking
such diverse, discrete forms as
dams, defense projects, welfare pro
grams and so on. Financially, G
poses quite a drain on capital
markets-and private capital
formation-a "crowding-out" of
private borrowers through higher
interest rates.

Unemployment Realities

This strictly macroeconomic view
of things leads to the glossing over
of still other problems, including
the microeconomics of unemploy
ment. In the case of structural
unemployment, for example, the
authors observe in a footnote that
government spending may act to
cement pockets of unemployment
"into quasipermanence." Or con
sider the problem of properly defin
ing full employment, traditionally
set at 4 per cent. Now it turns out
that 4 per cent is much too low, and
may have been so for almost the
last 30 years.

Economist Robert Hall of the
Massachusetts Institute of Tech
nology, for example, says that the
sustainable rate of unemploylnent,
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below which inflation begins to
escalate, was around 5 per cent in
1948 and has slowly risen to be
tween 51;2 per cent and 6 per cent in
recent years. This rise, reflecting in
part the influx of women and teen
agers into the labor force, seems to
mean that economic managers have
long been working with a fallacious
policy goal. Nonetheless, the
Humphrey-Hawkins national eco
nomic planning bill, the Full
Employment and Balanced Growth
Act of 1976, went beyond the 4 per
cent goal and mandated a quixotic
unemployment target of 3 per cent,
to be attained within four years.

Balance the Budget

Well, what is the solution to
stagflation and related ills? James
Buchanan and Richard Wagner
believe the heart of the problem lies
in "the political legacy of Lord
Keynes." They believe the solution
lies in virtually banishing peacetime
deficit-spending. They call for, as do
Senator Carl Curtis of Nebraska
and Congressman Bill Archer of
Texas, a Constitutional amendment
requiring an annually balanced
budget, except in a national emer
gency (as declared by two-thirds of
both Houses of Congress and ap
proved by the President). Their

solution merits serious considera
tion.

In any event, the timely
Buchanan-Wagner book focuses at
tention on the overriding economic
paradigm of our age: government
intervention to "improve" free
market performance. This is a
paradox, for government is more
often the problem than the answer.
In the case of Keynesian theory and
policy, maybe Prime Minister
James Callaghan of Great Britain,
the land of Lord Keynes, has the
last word on inflationism in his ad
dress to his own Labor Party last
fall:

We must ask ourselves unflinchingly,
what is the cause of high unemploy
ment? Quite simply and unequivocably,
it is caused by paying ourselves more
than the value of what we produce. This
... is an absolute fact of life, which no
government, be it left or right, can
alter. . .. We used to think you could
just spend your way out of a recession
and increase employment by cutting
taxes and boosting government spend
ing. I tell you in all candor that that op
tion no longer exists, and that insofar as
it ever did exist, it worked by injecting
inflation into the economy. And each
time that happened the average level of
unemployment has risen. Higher infla
tion, followed by higher unemployment.
That is the history of the last 20 years.,



William L. Baker

Inflation
and

Stabilization-
The Elusive Promise

MOST "free marketers" understand
that inflation is the increase of the
money supply. In other words, in
flation is wholly a government
sponsored blessing. A lot of people,
who otherwise believe in a free
market economy, feel that a "cer
tain amount" of inflation is
necessary. Otherwise, they state,
there would not be enough money to
buy the goods generated by increas
ed production in a dynamic and ex
panding economy. Besides, they
argue, the "price level" should be
kept stable. Thus, some governmen
tal interference is warranted even in
a free market.

But just how true are all such
assertions?

The "not-enough-money" concept
has been around for a long time. It

Mr. Baker teaches in the school system in Lub·
bock, Texas.
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was popularized on a grand scale by
John Law, the Scottish-turned
Frenchman central banker, when he
propaga ted his infla tionary
schemes at public expense. The
theory was that so much money
would buy just so much goods.
Beyond that, no further production
was possible without an increased
supply of money.

This monetarist approach simply
ignores the demand side of money
while stressing the supply side. In
reality, as production increases in
an economy with a static money
supply, prices will simply tend to
drop. Competition or demand for
money becomes more fierce. The
result is a monetary unit that con
tinually enhances in value. Supply
and demand works for money just
as it does for apples and pears.
There is always a sufficient amount
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of money to buy the products cur
rently on the market without a
recourse to the printing presses. In
flation is not needed to foster prog
ress and industrialization. In fact,
the free market can do much better
without recourse to any type of in
tervention whatever.

But the advocates of inflationism
do not end there. The price level,
they maintain, must be kept stable.
We must not have a fluctuating
dollar.

Stabilization, the Enemy

First, there is nothing sacred
about "stabilization"-especially
as intended by the inflationist. In
fact, it is precisely because most
central banks are dedicated to
"stabilizing" their respective cur
rencies that tremendous fluctua
tions in the value of the monetary
unit. are made possible at all.
"Stabilization" is the enemy of the
sound dollar.

Life is change. Life and valua
tions are always in flux. I t would be
absurd to attempt to freeze values
where they stood yesterday, last
week, or last year. The same applies
in money and pricing. It is absurd
to attempt to "prop up" prices via
inflation. In the dynamic economy
of the free market where prices tend
to fall, the dollar is constantly
growing in value. In order to
"stabilize," the monetary unit must
be continually weakened, causing

unwarranted distortions in the
market.

The truth is that the dollar or
monetary unit cannot be "stabil
ized." I t is a false issue. Purchasing
power. is simply transferred from
the citizenry to the government
who is the holder of the new' 'funny
money." Current dollar holders are
"stabilized" to the tune of whatever
the government buys in confiscated
purchasing power. The "stabiliza
tion" issue is just ano~her apology
for Big Government and Big Spend
ing. It is a particularly heinous
fallacy that has no business in
literate economic discussion
especially among those who sup
posedly cling to the principles of the
free market.

The Myth of Price Level

But there are other errors in the
stabilization doctrine. One is the
very concept of a "price level" at
all. There simply "is no such
anima!." It is a myth that is taking
an exceptionally long time to die.
There can be no question of an
"average" price or a "price level" in
an economy of unlike goods and
services. How does one compare,
average, or add the price of an
orange to the price of a swimming
instructor and come out with a
"level" that means anything what
ever? There simply are no correla
tion points. But assume, for the mo
ment, that a "price level" did exist.
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Why should it be kept "stable"?
What is to be gained, and who is
superhuman enough to administer
it? And even if we could determine
what the "price level" is, we must
then ask why this price level and
not the price level of last year or
year before last?

Assuming, however, that all
these problems were answerable
and surmountable, a host of other
difficulties must immediately pre
sent themselves. For, the govern
ment must dispose of the money
somehow in the market place. The
question becomes: "Who shall get it
first?" If inflation (or "stabiliza
tion") were neutral in its effects, it
would be of no concern to any of us,
as we would all be affected propor
tionately. Prices would increase in
direct proportion to the new money
which we would all magically re
ceive (magically) at the same in
stant of time. No one would benefit
at the expense of another (except on
outstanding contracts). The only
way inflation would affect us in
such circumstances would be to
force us to become better mathema
ticians.

But reality is different. The evil of
inflation is the disproportionate ef
fects it has upon the populace-not
of any proportionate rise in the
"price level" that affects each and
all to the same extent. It isn't any
abstract, mystical "price level"
that gets the money, but rather real

flesh and blood people who will
use it to bid up prices for existing
goods and services at the expense of
everybody else in the market place.
So who gets it (and gets it first) will
make a big difference. "Stabiliza
tion" will affect different people to
a different extent depending on
when (or if) they get their hands on
the newly "stabilized" money. One
man's stabilization is another
man's poison.

As stated before, life is change.
But the "stabilization" theory aims
at keeping things the same. It seeks
to defy change. What it usually
does is just to create the wrong
kinds of change-such as an eroding
monetary unit and a weakening in
centive to save. As an economic
theory, it is bankrupt. It can only
disrupt the market and rob people
of their wealth which they have ac
cumulated.

The Role of Interest

The most serious problem of infla
tion, however, escapes the mone
tarist completely. And that is the
role of interest rates in the modern
structure of production. Inflation,
at first, lowers the money rate of in
terest, thus attracting more
business investment. Real savings,
however, have not increased.

Businessmen have been lulled in
to wasteful and unprofitable in
vestments by these false rates.

Why "false" rates? Because in-



1977 INFLATION AND STABILIZATION-THE ELUSIVE PROMISE 465

terest is really the discount of
future goods over present goods.
This method of analysis is called the
time-preference approach. The
lower the rate, the more "future
looking" the society is. In other
words, people have a "low" time
preference for present goods as op
posed to future goods. Businessmen
can "lengthen the structure of pro
duction" because people are saving
and supplying the capital needed to
engage in these time-consuming
ventures. When additional money
enters via the loan market, all this
is thrown out of kilter. The market
is distorted. Interest rates must
fall, for a while, to deal with the ex
tra loan money. In so doing, a false
time preference is indicated. It
seems as if more people are becom
ing "forward looking" by saving.
But in reality they are not. After
the new money has worked its way
down through the economy and
rates tend to return to "normal,"
this error will become manifest. The
situation will be made worse if it is
repeated.

Because interest rates indicate
either a low or high time preference,
they are thus effective signals to
businessmen as to what the con
sumer wants produced, whether it
be automobiles or snowcones. To
tamper with these rates destroys

that device and sets the stage for a
"bust" which must surely come, be
it great or small.

Inflation Always Distorts

Inflation, then, is more money,
not a certain amount of money. In
flation always distorts the market;
it never benefits the market.

Inflation has always been the
recourse of governments in search
of cheap money. It will always bring
disaster. Society cannot have the
supposed "benefits" of inflation
without paying the price. Inflation
is not a certain rate of money in
crease. I t is money increase, period.

And it is always bad. I twill
always lead to distorted production
at the expense of what would have
been produced without the infla
tion. Even when inflation occurs in
such a minor degree that it is un
noticeable (as in an era of expanded
production and falling prices), it
still will work its effects at the cost
of what would have been.

Inflation is no elixir of life. It is
not the philosopher's stone. It will
not create a fountain of perpetual
youth. It cannot turn stones into
bread. It cannot make gold·out of
paper. It cannot create wealth.

It can only destroy. And that is
just about all that "stabilization"
can hope to achieve. ~



Free
Choice of
Currencies
Henry Hazlitt

IN its issue of November, 1975, The
Freeman published an article of
mine entitled "The Search for an
Ideal Money." Let me summarize
its main conclusions.

1. "The first requisite of a sound
monetary system is th(ilt it put the
least possible power over the quan
tity or quality of money in the
hands of the politicians."

2. "It is the outstanding merit of
gold as the monetary standard that
it makes the supply and purchasing
power of the monetary unit inde
pendent of government, of office
holders, of political parties, and of

Henry Hazlitt, noted economist, author, editor,
reviewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Bar
ron's, Human Events and many others. Best known of
his books are Economics in One Lesson, The Failure
of the "New Economics," The Foundations of Morali·
ty, and What You Should Know About Inflation.
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pressure groups. The great merit of
gold is precisely that it is scarce ...
It cannot be created by political fiat
or caprice. It is precisely the merit
of the gold standard, finally, that it
puts a limit on credit expansion."

3. But there are two major kinds
of gold standard. One is the
fractional-reserve system, and the
other the pure gold or 100 per cent
reserve system. The fractional
reserve system "is what we now call
the classical gold standard." I t per
mitted excessive credit expansion
followed by forced contraction, and
so "tended almost systematically
to bring about the cycle of boom
and slump." The development of
government-controlled central
banks-in our own case of the
Federal Reserve System-made the
overexpansion of credit much
worse.
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4. "The fractional-reserve sys
tem ought to be abandoned ... The
U.S. could then return to a sound
currency and a sound gold basis."

5. But to expect this today, as
long as governments are in control,
"is to expect a miracle. " The
schemes of the currency reformers
have failed "because they have
practically all begun with the same
false assumption-the assumption
that the creation and 'management'
of a monetary system is and ought
to be the prerogative of the State
.... The real solution is just the op
posite. It is to get the government,
as far as possible, out of the
monetary sphere. And the first step
libertarians should insist on is to
get our government and the courts
not only to permit, but to enforce,
voluntary private contracts pro
viding for payment in gold or in
terms of gold value .... Thus there
would grow up, side by side with
fiat paper money, a private
domestic and international gold
standard ... ready to take over
completely on the very day that the
government's paper money became
absolutely worthless."

Hayek's Proposal

Since that article appeared, Pro
fessor F .A. Hayek, the Nobellaure
ate, has published two remarkable
pamphlets embodying similar pro
posals, but carrying them in some
important respects further.

The first of these is Choice in Cur
rency.I I find this wholly admirable.
Hayek begins by pointing out that
the chief root of our recent mone
tary troubles is the scientific
authority which the Keynesians
seemed to give to the superstition
that increasing the quantity of
money can ensure prosperity and
full employment. He then proceeds
to point out the fallacies in this
view. Inflation, however, he con
cedes, even before explicit Keyne
sianism, largely dominated mone
tary history until the emergence of
the gold standard. The gold stan
dard brought two centuries of
stable prices and made possible the
development of modern in
dustrialism:

"It was the main function of the
gold standard, of balanced budgets,
of the necessity for deficit countries
to contract their circulation, and of
the limitation of the supply of
'international liquidity' ," he points
out, "to make it impossible for the
monetary authorities to capitulate
to the pressure for more money."

But under present world political
conditions he does not believe that
we can now remedy the situation by
"constructing some new interna
tional monetary order, whether a
new international monetary author
ity or institution, or even an inter-

1London: The Institute of Economic Affairs,
1976, 48pp.
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national agreement to adopt a par
ticular mechanism or system of
policy, such as the classical gold
standard. I am fairly convinced
that any attempt now to re-instate
the gold standard by international
agreement would break down with
in a short time and merely discredit
the ideal of an international gold
standard for even longer. Without
the conviction of the public at large
that certain immediately painful
measures are occasionally neces
sary to preserve reasonable stabili
ty, we cannot hope that any author
ity which has the power to deter
mine the quantity of money will
long resist the pressure for, or the
seduction of cheap money. "

What Is the Remedy?

What, then, is the remedy? What
is so dangerous and ought to be
done away with, Dr. Hayek insists,
is not the right of governments to
issue money but their exclusive
right to do so and their power to
force people to use it and to accept
it at a particular price. The legal
tender laws should be repealed.

A great deal of confusion has ex
isted about this. It is necessary, of
course, for the government to
decide what kind of money it will ac
cept in payment of taxes, and it is
necessary for the courts to be able
to decide, in case of dispute, in what
kind of money private debts should
be paid. No doubt, in the absence of

specification, courts would continue
to decide that debts can be paid off
in the official money of the country,
no matter how much it may have
depreciated. But if the debtor and
creditor have expressly contracted
for a payment to be made in gold, or
in Swiss francs, or in D-marks, then
the courts should hold that contract
valid. The common law of enforce
ment of contracts should apply.

The immediate advantages of this
should be obvious. A government
would no longer be able to protect
its money against competition. If it
continued to inflate, its citizens
would forsake its money for other
currencies. Inflation would no
longer pay.

There is, in a sense, nothing novel
about Hayek's proposal. Toward
the end of the German hyperinfla
tion of 1920 to 1923, people refused
to accept the old paper marks on
any terms, and began to do busi
ness with each other in gold, dol
lars,. Swiss francs, and even in a
multitude of private currencies. But
in any country in which the legal
tender laws did not exist, inflation
would never again go to such tragic
lengths-if, indeed, it could be con
tinued to any substantial extent at
all.

If the present writer were to ven
ture a prediction, it would be that
when the gold standard is restored
-as I believe it eventually will be
it is far more likely to be restored
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first, not in countries that have
been suffering the least, but . in
those that have been suffering the
worst inflation. It will first happen,
not by deliberate governmental
policy, but by breakdown and
default. No matter what the nom
inallegalpenalties, people will cease
doing business in the national paper
money. (They did so not only in Ger
many in 1923, but in the assignat
period in France, and in Soviet
Russia in 1922.)

Denationalization

I should like to turn now to the
second Hayek pamphlet that I
referred to a few pages back. This is
called Denationalization ofMoney. 2

I t followed eight months after the
pamphlet on Choice in Currency,
and it continues the argument put
forward in the latter. That argu
ment is summarized in ten num
bered points printed on the pamph
let's back cover. I quote the first
five:

1. The government monopoly of
money must be abolished to stop the
recurring bouts of acute inflation and
deflation that have become accentuated
during the last 60 years.

2. Abolition is also the cure for the
more deep-seated disease of the recur
ring waves of depression and unemploy
ment attributed to "capitalism."

2London: The Institute of Economic Affairs,
1976,108 pp.

3. The monopoly of money by govern
IY'~nt has relieved it of the need to keep
: .; expenditure within its revenue and
has thus precipitated the spectacular in
crease in government expenditure over
the last thirty years.

4. Abolition of the monopoly of
money would make it increasingly im
possible for governments to restrict the
international movement of men, money
and capital that safeguard the ability of
dissidents to escape oppression.

5. These four defects-inflation, in
stability, undisciplined state expendi
ture, economic nationalization-have a
common origin and a common cure: the
replacement of the government monopo
ly of money by competition in currency
supplied by private issuers who, to
preserve public confidence, will limit the
quantity of their paper issue and thus
maintain its value. This is the "dena
tionalization" of money.

Most libertarians can endorse the
first four of these points unre
servedly. About the fifth and those
following I personally harbor grave
doubts.

"Free" private currencies have
been tried. In our early American
history they were tried repeatedly
in nearly all the existing states.
Some of the states issued their own
money, usually with disastrous
results; and most of the private cur
rencies that they licensed met with
little better fate. Panics and finan
cial collapses became a matter of
course. To take one state at ran
dom, in Michigan, after 1836:
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Fraudulent overissues were frequent
and in many cases not even recorded.
Before long a million dollars in
worthless bank notes were in circula
tion, a bewildering variety of issues each
circulating at its own rate of discount
with a confusion that required corps of
bookkeepers to keep the accounts of a
firm straight. Merchants kept couriers
by whom they hurried off to the banks
the notes they were compelled to take,
in order to exchange them-if possible
for something which had more value.
Misery and bankruptcy spread over the
state ... The climax came in 1844 when,
nearly all the "free banks" being in the
hands of receivers, the state supreme
court held that the general banking law
had been passed in violation of the
constitution and hence that even the
receiverships had no legal existence! 3

Other states made other provi
sions and other reserve require
ments for note issues by private
banks, but the history of laxly con
trolled private note issue in all the
states is depressingly similar. The
interested reader can find a short
but excellent account (pp. 180 to
193) in the book by Dr. Groseclose
from which I have just quoted.

In the light of this history, I can
only regard with astonishment the
extraordinary optimism of Dr.
Hayek regarding the outcome of

3Elgin Groseclose, Money and Man (Universi
ty of Oklahoma Press, fourth edition, 1976) p.
188.

unrestricted private note issue. He
assures us that private competition
in issuing money will lead us to a far
sounder money than the classic
gold standard was ever able to pro
vide. The private issuers, he seems
to assume, will in all cases be
scrupulously honest, and will have
in mind only their long-run self
interest; and therefore "money is
the one thing competition would
not make cheap, because its attrac
tiveness rests on its preserving its
'dearness.' "

"Abstract Units,"
Not Convertible to Gold

Hayek does not seem to think
that it is either necessary or
desirable for the private issuers of
currency to keep it convertible into
gold. He suggests that their money
could consist of "different abstract
units" (p.25). How a currency could
consist of a merely "abstract" unit,
and how a private issuer could get it
launched and accepted at a "pre
cisely defined" (p. 39) purchasing
power, he does not explain.

If he were in charge of one of the
major Swiss joint-stock banks, he
tells us, he would issue a unit called,
say, a "ducat." "And I would an
nounce that I proposed from time to
time to state the precise commodity
equivalent in terms of which I in
tended to keep the value of the
ducat constant, but that I reserved
the right, after announcement, to



1977 FREE CHOICE OF CURRENCIES 471

alter the composition of the com
modity standard as experience and
the revealed preferences of the
public suggested" (p. 39).

It is clear that Hayek has in mind
that private issuers could and
should adopt a "commodity
reserve" or "market basket" stan
dard. (He has advocated such a
standard for a long time. For exam
ple, in The Constitution of Liberty,
published in 1960, he tells us (p.
335): "A commodity reserve stan
dard which has been worked out in
some detail appears to me still the
best plan for achieving all the ad
vantages attributed to the gold
standard without its defects." And
he refers there to an essay ad
vocating such a currency that he
published as early as 1943.)

A Problem of Conversion

But Hayek is bafflingly vague
concerning how a private issuer
would maintain the value or pur
chasing power of such a currency.
He says that "the issuing institu
tion could achieve this result by
regulating the quantity of its issue"
(p. 43) and by keeping it "scarce" (p.
85). But quantity and scarcity mean"
nothing in this context except in
relation to the liquid assets of the
particular issuer and his demon
strated ability and readiness to
keep his currency unit convertible
on demand into the precise weight
of the concrete commodity that his

unit is supposed to be worth. He
can make it convertible into a gram
of gold or an ounce of silver or a
pound of tobacco or a bushel of
wheat. But there is no feasible way
in which he could make it converti
ble into, say, a specified amount of
each of the 400 or so commodities
and services that enter into the of
ficial Consumers Price Index, not to
speak of the 2,700 commodities in
the official Wholesale Price Index.
And no holder of his currency would
in any case want to load himself
down with these and give himself
the problem of disposing of them.4

Others before Dr. Hayek have
had a similar yearning for a com
modity standard, but have been
aware of this practical problem. The
most prominent is Irving Fisher,
who in the 1920's proposed his
"compensated dollar. " This is a
dollar that would have been conver
tible into a constantly changing
quantity of gold, to keep it fixed in
value in relation to an average price

41n the 1943 essay by Hayek that 1 previously
mentioned, "A Commodity Reserve Curren
cy," included in his Individualism and
Economic Order (University of Chicago Press,
1948), he endorses a scheme by Benjamin
Graham involving only 24 different commodi
ties. I need not discuss that plan in detail here,
and will say only that 1 regard it as incredibly
clumsy, complicated, costly, wasteful, un
settling, and altogether impracticable. It was
in any case proposed as a government scheme,
and would inevitably have become a political
football.
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of commodities as determined by an
official index.

Fisher's compensated gold dollar
would have solved the problem of
the utter impracticability of any
direct conversion of a currency unit
into a trainload or shipload of
assorted commodities, but it would
have solved it at a prohibitive cost.
As Benjamin M. Anderson5 and
others pointed out, it would have
enabled international speculators to
speculate with impunity against the
dollar and the American gold
reserve, and would have had other
self-defeating and confidence
undermining effects.

What is strangest about the
fascination that a commodity or
"fixed-purchasing-power" standard
has exercised over some otherwise
brilliant minds is that such a stan
dard is quite unnecessary. As Mur
ray N. Rothbard has put it: "If
creditors and debtors want to hedge
against future changes in purchas
ing power, they can do so easily on
the free market. When they make
their contracts, they can agree that
repayment will be made in a sum of
money adjusted by some agreed
upon index number of changes in
the value of money."6

This whole discussion of a private

5See his Economics and the Public Welfare
(New York: Van Nostrand, 1949) Ch. 51.

6What Has Government Done to Our
Money? (Santa Ana, Calif. Rampart College)
p.17.

commodity-reserve currency may
seem like a diversion which I could
have avoided. I have made it chiefly
because Dr. Hayek's deservedly
great authority might otherwise
lead some persons to advocate a
false remedy and others to reject
the whole idea of a private currency
as chimerical.

But we can safely return to the
recommendations of Hayek's
earlier Choice in Currency pamphlet
of 1976 and to my own suggestion
of a private gold standard in 1975.
Both are entirely valid.

Let us not reject the gold stan
dard because governments once em
braced it. After all, it was the end
product of centuries of experience.
It was the survival of the fittest
against the early competition of
oxen, sheep, hides, wampum, tobac
co, iron, copper, bronze, and finally
of silver. It was the outcome of com
petition in the market place, as I
am confident it would be ~gain. It
was only after its victory in private
use that governments took it over,
exploited it for their own purposes,
diluted it, perverted it, and finally
destroyed it.

Private Coinage;
Notes Fully Redeemable

Let us see where this leads us:
Governments should be deprived of
their monopoly of the currency
issuing power. The private citizens
of every country should be allowed,
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by mutual agreement, to do busi
ness with each other in the currency
of any other country. In addition,
they should be allowed to mint pri
vately gold or silver coins and to do
business with each other in such
coins. (Each coin should bear the
stamp, trademark or emblem of its
coiner and specify its exact round
weight-one gram, 10 grams, or
whatever. It would be preferably
referred to by that weight-a gold
gram, say, and not bear any more

.abstract name like dollar or ducat.)
Still further, private institutions
should be allowed to issue notes
payable in such metals. But these
should be only gold or silver certifi
cates, redeemable on demand in the
respective quantities of the metals
specified. The issuers should be
required to hold at all times the full
amount in metal of the notes they
have issued, as a warehouse owner
is required to hold at all times
everything against which he has
issued an outstanding warehouse
receipt, on penalty of being prose
cuted for fraud. And the courts
should enforce all contracts made in
good faith in such private
currencies.

At first glance this proposal
would seem to be much more re
stricted and hampering than the
Hayek scheme. But it would, in
fact-if it could be achieved-lead
to an almost revolutionary mone
tary reform. The competition of

foreign currencies and of private
coins and certificates would bring
almost immediate improvement in
most national currencies. The
governments would have to slow
down or halt their inflations to get
their own citizens to continue to use
their government's money in prefer
ence to the most attractive foreign
currencies, or to private gold or
silver certificates.

But something far more impor
tant would happen. As the use of
the private currencies expanded, a
private gold standard would
develop. And because of the restric
tions placed on it, it would be a
pure, a 100 per cent, gold standard.
The government fractional-reserve
gold standard-which was the
"classic" gold standard-was final
ly stretched and abused to the point
where, in my opinion, it can never
be restored by any single nation or
even by a "world authority."

Worthy of Trust

But this, when one comes to think
of it, will be ultimately a tremen
dous boon. For though people will
probably again never trust a
fractional-reserve gold standard,
they will trust a full gold standard.
And they will trust it the more if it
is no longer in the exclusive custody
of governments-consisting of
vote-seeking politicians and vote
seeking officeholders-but also in
private custody. The gold reserves
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will no longer be held solely in huge
national piles-subject often to the
overnight whim or ukase of a single
man (Franklin D. Roosevelt or
Richard Nixon). Gold coins will cir
culate, and be held by millions, and
the gold reserves will be distributed
among thousands of private vaults.
The private certificate-issuers
would not be allowed to treat-as
governments have-this gold held
in trust as if it had somehow
become their own property. (In the
U.S., that engine of inflation known
as the Federal Reserve System
would of course be abolished.)

Permitting private gold coinage
and private gold-certificate issues
will allow us to bring the world back
to a pure gold standard. This has
hitherto been considered an utterly
hopeless project. As long as we
were operating on a fractional
reserve gold standard, any attempt
to return to a pure or 100 per cent
gold standard would have involved
a devastating deflation, a ruinous
fall of prices. But now that not only
the United States, but every other
nation, has abandoned a gold stan
dard completely, the former prob
lem no longer exists. The beginning
of the new reform would bring a
dual system of prices-prices in
gold, and prices in the outstanding
government paper money. In the
transition 'period, prices would be
stated in both currencies, until the

government paper money either
became worthless, or the issuing
government itself returned to a
gold standard and accepted its
outstanding paper issues at a fixed
conversion rate. (An example of this
was the German acceptance of a
trillion old paper marks for a new
rentel'1mark-and finally gold
mark-after 1923.)

Subsidiary Coinage

Government-issued money did
supply a uniform subsidiary coin-.
age. It is hard (though not impossi
ble) to see how a private currency
could solve this problem satisfac
torily. Perhaps governments could
be trusted to continue to mint a
uniform subsidiary coinage and
keep a 100 per cent gold reserve at
least against this.

But apart from such compara
tively minor problems, I can see no
great difficulties in the way of a
private money. The main problem is
not economic; it is political. It is
how we can get governments volun
tarily to repeal their legal tender
laws and to surrender their monopo
ly of money issue. I confess I cannot
see how this political problem is go
ing to be solved. But it is the urgent
and immediate goal to which every
libertarian, and every citizen who
can recognize the great jeopardy in
which we all stand, should now
direct his efforts. ~



Why
Inflation
Elmer A. Fike

MANY ECONOMISTS believe that
high prices are a symptom, not the
cause, of inflation, just as fever is a
symptom rather than the cause of
sickness.

If this is so, what is the cause of
inflation? One school of economics
,believes that there is a relationship
between the amount of money and
the goods and services available at
anyone time. Then, if the money
supply is increased, there is a resul
tant, although delayed, price in
crease. In simple terms, if there are
one hundred bushels of corn avail
able and a money supply of $100,
the price is $1.00 per bushel. If the
government arbitrarily prints
another $100 of money and puts it
into the market, the price of corn
Mr. Fike is president of Fike Chemicals, Inc., Nitro,
West Virginia.

soon adjusts to $2.00 per bushel. To
say it another way, the price of
goods adjusts (slowly but surely) to
use up the amount of money avail
able to buy those goods.

Another illustration may shed
light on this rather difficult concept
that high prices are the result,
rather than the cause, of inflation.
Let us say a family is living on a
fixed income of $500 per month and
their gas bill is $50 per month. Then
their bill is doubled to $100 per
month. Isn't this increase a cause of
inflation? According to this theory,
no. Such an increase undoubtedly
causes hardship, but it does not
cause inflation. If the income of the
family is fixed, they no longer have
$450 to spend on items other than
gas, but, with the gas price in
crease, only $400. To the extent
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that the amount of money they
have available for other items has
been decreased, their demand for
those items has also been de
creased. If it ended right here, there
would be no resulting inflation.

However, with today's society
and social pressures it does not end
there. The man who has had an in
crease in his gas bill goes to his
employer and demands a raise.
When he has sufficient clout by vir
tue of a union organization, the
employer gives him the raise and in
turn raises his asking prices. This
still does not cause inflation. In
stead, it just reduces the sales
potential for his product as long as
the .moo.ey supply remains con
stant. It does, however, result in
hardship on his customers who can
buy less of his product or other
products because his price is higher.
Because the demand for goods has
been reduced, some employers are
forced to reduce their hiring and
some unemploymeI.lt results.

The hardship and unemployment
results in pressure on the politicians
who, in order to get re-elected, think
they must do something about the
situation. Their normal course of ac
tion is to give relief in the form of
unemployment payments or make
work projects, both of which cost
money. Even this program would
not cause inflation if taxes were
raised to pay for the program, but

increased taxes would cause further
hardship just as higher prices
already have. Instead of raising
taxes, they could borrow the money
from private lending sources to
finance the give-away programs;
but this would reduce the amount of
money available to private industry
and thereby reduce industry's abili
ty to provide jobs.

The only other choice to finance
the give-away is to crank out addi
tional money from the printing
press, and this, then, is the real
cause of inflation. When more
money enters the market without
any real increase of goods and serv
ices being available, the money
already existing is devalued propor
tionally (and, as in the original
story, the price of corn has gone
from $1.00 to $2.00 per bushel).

A recent study has shown that
the rate of inflation increases every
time the amount of money is in
creased just as surely as night
follows the day.

Government officials continue to
talk about controlling inflation, but
it is unlikely that they will take the
medicine to control the real sick
ness. It is far more popular to try to
control high prices which, like fever,
are just a symptom of the disease.
To control the disease takes more
self-denial than most government
officials are willing to use. ~
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8. Russia: Impotent Populace
and Massive State

THE ORDINARY METHODS and language
of scholarship are inadequate for
and inappropriate to the examina
tion and assessment of Soviet Com
munism. Some examples may illus
trate the point. According to most
accounts, the Soviet Union is now
one of the leading industrial nations
in the world. In fact, the Soviet
Union has long been the leading ex
porter of communist ideology in the
world. The few products it can sell
on the world market are offered in

In this series, Dr. Carson examines. the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around
the world.

support of the ideology. On the
other hand, it must surely be the
leading importer of scientific and
technological information. ·It has
had the most diligent crew of
researchers and translators of
scientific, medical, and technologi
cal journals from other lands of any
country in the world. What is the
balance of trade? Not even those
trained in the new mathematics
could compute the balance from the
export of ideology and the import of
scientific information.

A country which can only dispose
of its shoddy merchandise by erect
ing barriers to keep other goods out
and prevent its inhabitants from
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going elsewhere to shop should not
be styled a leading industrial na
tion. (One of the considerable joys
of those who can take a trip to
Western Europe or America is the
opportunity to go shopping. Those
fortunate enough to be able to go
abroad are usually besieged by
friends to make purchases for them
while they are there.) It should be
called a leading jailer nation.

A nation which expQ.rts com
munist ideology and imports scien
tific information no more has a
balance of trade than does a sprig of
mistletoe attached to the limb of a
tree. It is a parasite. The language
of political science is only a hin
drance in describing elections in
which there is only one candidate,
or constitutions whose guarantees
of freedom of religion only serve the
power of government in launching a
massive campaign against religion.
Such terms as "fraud," "decep
tion," and "cruel joke" serve all too
well. Legal scholars are superfluous
to the study of trials in which the
penalty has already been deter
mined. The paraphernalia of schol
arship, when applied to the Soviet
Union, tends to conceal what is
going on rather than expose it.

Maladjusted Individuals

Zhores Medvedev, a Russian
biologist, was seized by Soviet
police in 1970 and locked up in a
mental institution. The diagnosis

described him as being unable to ad
just to the social environment, as
suffering from reformist delusions,
and as having an exaggerated sense
of his own importance. Medvedev
suggests, in a book about his ex
perience, that by the criteria ap
plied to him certain important per
sonages must have been in much
worse condition than he was. While
he prudently avoids naming them,
since he was still in Russia, it is
clear that he was talking about
Stalin and Khrushchev. He says:

... Take, for example, that outstand
ing figure [Stalin] whom we all
remember so well as an economist, a
military leader, philosopher, statesman
and diplomat. And suddenly out of the
blue he publishes his article on the prob
lems of linguistics and personally begins
to introduce tangerine and eucalyptus
trees to the Crimea. Then there was that
other great leader [Khrushchev], also
wise politician, diplomat, economist,
agricultural specialist and historian of
the Party. Suddenly he begins to make
decisions about the architecture of
apartment houses, arbitrates in a
disagreement between two schools of
genetics ... , forbids the private owner
ship of cattle in the countryside and
teaches writers the secrets of their craft.
And of each of them it was true to say
that they were proud, expressed
themselves dogmatically and were con
vinced of the supreme value and in
fallibility of their views. Of course
eucalyptus trees never got accustomed
to the Crimea and maize doesn't grow in
the North, but the behavior of both of
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these men continued to be determined
by the nature of their delusions without
adapting to reality.

The behavior of one of them [Stalin]
was further aggravated by persecution
mania and· sadism-which led him to
spend a lot of time "discovering" im
aginary conspiracies, introducing dra
conian laws, organizing mass arrests,
executions and tortures, and he was con
pletely i~olated in a world of his own.!

It was not, I take it, Medvedev's
point that either Stalin or
Khrushchev was insane, though he
presents some strong evidence to
that effect against Stalin. Rather,
he wished to demonstrate that any
delusions he might have were puny
and dwarfed by the mammoth ones
of these two leaders. (He might
have added the delusions of Lenin
and Brezhnev to the others, but he
had risked enough already. Even
though Stalin and Khrushchev are
dead and in some ways discredited,
it is not possible to know in what
ways they may be safely attacked.
But Lenin is a sort of god, and
Brezhnev is alive and in command.)
But by calling attention to their
delusions he does provide an angle
from which to begin the assessment
of Soviet Communism.

Marxist Delusions

The delusions of Soviet leaders
arise from communist ideology.
Marxism is a fantasy. Karl Marx
had the delusion that he had
discovered the secret of history. His

notion about the inevitable triumph
of the proletariat is no more scien
tific than is the belief that the posi
tion of the planets controls our
destiny. Yet his ideology provided
the foundation for Lenin's delusion
that the moment for the revolution
had arrived in Russia, and from
thence it should spread to. the rest
of the world. The delusion gave men
the effrontery to attempt to impose
the ideology on everyone within
their power.

There is a crucial distinction be
tween the delusions associated with
insanity and those born of ideology.
The insane person suffers from or is
afflicted with his delusions. By con
trast, it is those on whom ideologi
cal delusions are imposed that suf
fer. Marx did not suffer from· his
delusions, nor did Lenin, nor did
Stalin, nor did Khrushchev, but a
goodly portion of the peoples of the
world have. Another distinction
between ideological delusions and
those of insanity is that the insane
cannot function effectively in their
environment. Ideologues, again,
can function effectively, but they
inhibit those on whom the ideology
is imposed from acting very effec
tively.

The perverse effects of these delu
sions are to be accounted for by the
assumptions and presumptions of
the ideology. Karl Marx had what
may best be described as a criminal
mind. Not the mind of a petty thief,
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of course. Not even the mind of
those who are ordinarily thought of
as directing organized crime. He
had a cosmic criminal mind.

Theft, through Revolution

The crime which Marx contem
plated was theft, the theft of all pro
perty used in the production and
distribution of goods. The method
by which the property was to be
taken he called Revolution. The
cohorts who would assist in this
enterprise-the proletariat-would
be rewarded by receiving the fruits
of production. Thus far, his scheme
paralleled just about any plan for
carrying out a robbery. But Marx
added two dimensions to theft or
crime which they do not ordinarily
have. First, he declared that this
act of universal robbery-the World
Revolution-was inevitable. Sec
ond, he conceived an ideology which
was supposed to justify this vast
thievery. He wove the whole into
the framework of an anti-religious
religion.

The universal plunder which
Marx prescribed was, of course,
to be only a prelude, a necessary
prelude to universal justice,
peace, harmony, well-being, and
freedom. Man was to be eman
cipated from all the constraints
that had kept his true nature from
emerging. He was to be trans
form~d, following upon the
transformation of the economy, and

a new society would emerge. The
eventual end would justify the
plunderous means, though Marx
held that the expropriation
plunder, thievery, robbery, or
whatever it should be called-was
also justified. Marx laid down no
specifics for the emergence of this
new society and new man. Presuma
bly they would emerge naturally
once the expropriation had been
completed and the means of produc
tion were in the hands of the
"workers. "

If theft can be justified, then all
other crimes are justified thereby:
torture, slavery, extortion, compul
sion, murder, fraud, threats, assault,
and every species of restraint. If
stealing is justified, nay, required,
by the laws of history, then all
resistance to theft must be met
with whatever force is necessary to
overcome it. The force to overcome
the resistance to the robbery must
be as great as, no, greater than, all
the energy which men will put
forth to cling to their possessions.

Emphasis on Ownership

It is not simply that man has an
affinity for property, though he has;
it is even more the case that proper
ty has an affinity for man, so to
speak. To put it more directly, pro
perty must be owned before it
realizes its potential as property.
Property without ownership is an
abstraction, an abstraction waiting



1977 RUSSIA: IMPOTENT POPULACE AND MASSIVE STATE 481

for an o'(vner to appear to give it
character and fulfillment. To divest
man of this relationship and pre
vent him from forming it runs coun
ter to a metaphysical chemistry be
tween man and property. If it were
justified, then so would every as
sault upon man which would
achieve it.

Universalized theft, or national
ized theft, as it has been experi
enced thus far, requires universal
ized force. This accounts for the
massive state that emerged with
Soviet Communism. There is,
however, yet another reason for this
swollen condition. It, too, has its
roots in the nature of property. Pro
perty requires attention if it is to be
productive. Divesting individuals
of private property does not remove
this requirement; instead, it ag
gravates it. By and large, the pro
perty that had been owned by in
dividuals was taken over by the
government in the Soviet Union.
The management, or attempted
management, of this property re
quired a large number of bureau
crats. The combination of universal
ized force and bureaucratic manage
ment of property produced the
massive state.

The Importance of Believing

The delusions that accompany
communist ideology are manifold.
They are delusions such as are
necessary to believe it and try to

put it into practice. They are the
delusions of the criminal mind writ
large. Theft is a crime. So are all the
acts done in support of theft. Marx
conceived the most monstrous
crime imaginable. Lenin and his
followers carried out this crime
within the Russian Empire and
fostered its spread to the rest of the
world. But it was necessary that
they not think of it as a crime and
desirable that people in general not
think of it that way. To that end,
the law which makes theft a crime
must be held to be invalid; the
moral code which supports the idea
must be denied; the cultural in
heritance which bolsters property
and private rights must be negated;
and the age old conceptions of hu
man nature must be put at naught.
All that is left in support of com
munism is human will, the will to
believe, and the force that resides in
its monopoly by government. The
more closely the prescriptions of
communist ideology are fulfilled,
the more nearly impotent the popu
lace. The more massive the state
the more helpless the populace.

Therein lies the dilemma of com
munism and, indeed, of all social
ism. Communism could only suc
ceed by engaging the efforts, the
wills, the energies, and the initiative
of the population behind it. But
these are held in thrall by the
massive state, by the ubiquitous
police, by the swollen bureaucracy,
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and by the requirement of ideologi
cal conformity. The populace could
only become effective by the reduc
tion of the state and the restoration
of freedom. Every step in that direc
tion is a retreat from communism.
The dilemma cannot be resolved; it
is inherent in communism. The di
lemma arose from the delusions of
communism.

Reforming Human Nature

One of the primary delusions of
communism is that human nature
can be transformed so as to remove
the pursuit of self-interest from
human behavior. It should not be
necessary to turn to experience and
history to learn this. The con
templation of man and the condi
tion in which he finds himself
should be sufficient for discovering
the essentiality of his pursuit of
self-interest.

Human consciousness is such
that only the individual concerned
is aware of his needs and wants and
what priorities they have. Life on
this earth is of a character that re
quires that in many instances he
must look after himself. He must
look before he crosses the street lest
he be run over. He must take care
what he puts in his mouth lest he in
gest some harmful substance. Even
roses have thorns, and he who
would pick them must be careful
that he not be stuck by them.

The amounts of goods and ser-

vices available are limited, but our
desires for them are not. Hence, we
contend or compete for them, and
each does well to protect his own in
terest in the trades that take place.
Indeed, it is difficult to grasp how
any trade, sale, or purchase could be
made if the individuals were not ac
ting in their interest. A disinter
ested purchase would be one made
without regard to what was
wanted, the quantity and quality of
the goods, or what priorities might
exist about acquiring them.

Root Out Self-Interest

A second delusion of communism
is that removing the cultural sup
ports to the individual would result
in rooting· out self-interest. On the
contrary, the same culture which
supports the individual acts to
direct, limit, restrain, and civilize
his pursuit of self-interest. Civilized
people recognize and observe limits
on their pursuit of self-interest.
Good manners require that the in
dividual take his place in line, that
he defer to others in many cases,
and that he respect the equal rights
of others. A civilized culture even as
it protects the individual in his pur
suits inculcates the belief that there
are occasions when the individual
should deny himself in order to aid
and care for others.

The family as a unit is especially
dependent upon parental restraint
in asserting their interests in order
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to provide for the children and
those unable to take care of
themselves. I t is the duty of the
parents as well to inhibit their
children when they rambunctiously
pursue their interests, in the in
terest of family harmony and peace
in the community. Community, too,
depends upon apparently selfless
acts by its members in defense
against aggressors and to rescue
those who are endangered.

But none of this need be in dero
gation of the individual's pursuit of
his own self-interest. One of the
great missions of culture and civil
ization is to provide a peaceful and
harmonious framework within
which the individual can seek his
own constructively. To destroy the
culture because it supports the in
dividual will not alter the in
dividual's determination to pursue
his self-interest; it will only remove
the restraints upon it. The reason
for this should be clear. Our pursuit
of self-interest is not culturally in
duced; it arises from our nature and
the nature of conditions within
which we find ourselves. Commun
ism delusively pits itself against
culture when its true enemy is
human nature.

Reliance on Force

A third delusion is that force, or
government, can be used effectively
to transform human nature and pro
duce a peaceful and productive

society. So far as we know, human
nature cannot be changed, but
human behavior can be, at least to
some extent. But force is only a
minor adjunct in successful efforts
to change human behavior. It can
be used to punish and inhibit
wrongdoing, but it is the weakest of
all means for producing rightdoing.
Rightdoing proceeds from and
engages the best efforts of the wills
of individuals. Force can no doubt
produce a modicum of obedience,
but it will usually be minimal and
will tend to be limited even further
by its failure to engage the con
structive ingenuity of the ones com
plying.

From these basic delusions follow
the mass of delusions by which the
Soviet Union has been· misruled for
over sixty years now.

It should not be necessary, as I
say, to resort to historical evidence
to validate the above observations.
But if it is, the record of the Soviet
Union provides a cornucopia of sup
porting evidence.

Breakdowns in Production

An early visitor to the Soviet
Union proclaimed, in a burst of en
thusiasm: "I have seen the future,
and it works." Those who have ex
amined the situation over a longer
period of time and more thoroughly
would be more likely to say: "I have
seen the future of Communism, and
not even the plumbing works."
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That is, however, but a poor joke
and a half-truth. Surely, there are
water closets in the Soviet Union
that work, at least some of the time.

More important, if we should
follow this lead it would take us
away from, not toward, the greatest
failures of Soviet Communism. It
would take us into the realm of that
pseudo-science, macro-economics,
where the greatest truth we would
be able to discover is that statistics
can be used to deceive. There is no
comparison between goods pro
duced by decree and those produced
to supply wants registered in the
market. Goods produced by decree
are qualitatively inferior; they are
orphans in the market place, seek
ing some kindhearted soul who will
adopt them. Macro-economics can
only deal with them by declaring
them the equal of all other similar
goods, for only thus can they be
reduced to statistics. Since they are
not, the result can only be a decep
tion.

Colossal Failures

Even so, it needs to be affirmed
that Soviet Communism has had
signal economic failures. The Soviet
Union inherited one of the most pro
ductive grain-producing areas in
the world and succeeded so well by
collectivizing and introducing state
farms that even by opening millions
of acres of new land it became a
grain-deficit land..Central planning

of industrial activity is a recognized
failure today, even by many Soviet
economists. In fact, a multi
volumned encyclopedia on how not
to produce goods could be compiled
from the Soviet experience. A "suc
cessful" plant manager is one who
can get a low quota of production,
have a very large stockpile of parts
he will need, and manage to produce
a sufficient quantity of shoddy
goods to exceed his quota.

One of the reasons for the failure
of centralized planning coupled
with an atmosphere of fear comes
out in the story below. It was told
by a man who had been a Soviet in
spector.

As inspector I once arrived at a plant
which was supposed to have delivered
mining machines, but did not do it.
When I entered the plant premises, I
saw that the machines were piled up all
over the place, but they were all un
finished. I asked what was going on. The
director gave evasive answers. Finally,
when the big crowd surrounding us had
disappeared, he called me to his office.

There, the story came out. It seems
that the specifications called for the
machines to be painted with red oil
resistant varnish. But the only red
varnish that he had was not oil
resistant. He had green oil-resistant
varnish, but was afraid that if he
used this in violation of instructions
he would get eight years in prison.
The inspector knew the machines
were badly needed, was certain that
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whether they were painted red or
green could make little difference,
but he too feared a prison sentence
should he authorize the change. He
did cable the ministry hoping for a
quick decision in favor of using the
green varnish.

But it took unusually long. Apparent
ly they did not want to take any chances
at the ministry either, and they wanted
to cover themselves. Finally I received
permission. I put· this cablegram from
the ministry in my pocket and kept it for
the rest of my life, and signed the note
allowing the use of the green paint....2

The infelicities of Soviet produc
tion may be best summed up by this
Russian joke related by John Gun
ther:

One Russian tells another that the
Soviet authorities have perfected an in
tricate atomic bomb that will fit into a
suitcase, and that this will one day be
delivered to a target like New York. The
second Russian replies, "Impossible.
Where would anybody get a suitcase?"3

Serving the Rulers

But the greatest failures of Soviet
Communism have not been econom
ic. Indeed, such successes as it has
had, aside from the exportation of
ideology, have been quantitative
and economic. Large universities
have been conceived and built, a
modicum of education made univer
sally available to the young,
numerous physicians trained, whole

new cities brought into being,
hydroelectric dams built, and so on.

Political power has been brought
to bear so as to produce what was
most wanted by those who ruled.
The priorities of the political
authorities have sooner or later
been met, though it would be an er
ror to conceive of this having been
done economically. It has been done
at horrendously excessive cost in
lives, suffering, deprivation, and
wasted natural resources. Indeed,
in the absence of a free market, the
Soviet rulers have no way of deter
mining what it should cost to pro
duce goods. Still, they have pro
duced huge quantities of generally
inferior goods.

Social and Spiritual

The greatest failures of Soviet
Communism are social and spiri
tual. Many of these failures should
be the occasion for rejoicing around
the world. None can rejoice, of
course, about the persecution, the
terror, the suffering, and the hard
ships of the peoples of the Russian
Empire. They have endured for
many years now an occupation, as it
were, by an alien force. That alien
force has been animated by Com
munist ideology and includes all
who have attempted to impose their
will on the Russian people in its
name.

That alien force launched the
most massive assault upon the
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human spirit, upon individuality,
upon religion, upon society, and
upon the family that the world has
ever known. This assault has been
carried out by the assembled power
of a totalitarian state, carried out
by all the devices conceivable to a
criminal mind: brutal murder, tor
ture, propaganda, threats, exile,
mass starvation, and incomparable
terror. A gigantic effort has been
made to wipe out the heritage of a
people, to destroy the ancient bonds
of community, and to break peoples
under the wheel of the state. All
who have any fellow feeling for
others should view this action with
sorrow and compassion for the
peoples who thus suffer.

The Hurnsn Spirit Survives

Nonetheless, there is occasion for
rejoicing. Word comes to us ·from
the Russian people that the human
spirit has not been crushed. It is
wondrously alive in the vibrant
eyes and stern personality of
Aleksandr Solzhenitsyn and, no
doubt, in millions of others.

This is not to say that the
unleashing of such might for such
purposes against a people has not
produced gaping wounds and ugly
scars, so to speak. Surely it has.
Many of the bonds of community
have indeed been broken. The fami
ly has been sorely tried by inform
ing, by the ease of divorce, by the
necessity for women to do heavy

work. Institutional religion has
been made largely subservient to
the state, where it has been permit
ted to survive. Society has lost con
trol over all institutions by which it
may function. Propaganda has
taken a heavy toll upon mental de
velopment and understanding. Fear
has driven frank conversation into
nooks and crannies.

But human nature has survived
and endured. The Soviet regime has
not made a dent in the determina
tion of the Russian people to pursue
their self-interest. Farmers pursue
their self-interest vigorously by
avidly cultivating the little plots of
land from which the government
allows them to keep the produce.
People are ever on the alert to hear
of some scarce item available in the
stores, and scurry out to purchase
it when the word reaches them. The
pursuit of self-interest by Party
members is almost palpable, but
they are distinguished from the
general populace only in the corrupt
methods available to them.

The Russian people have no inten
tion of committing suicide, which is
what the abandonment of self-inter
est entails. They may be hampered
by the rules and regulations in their
pursuit of it, but they seek it as cer
tainly as an alcoholic sought booze
in America during Prohibition.
Those who value life, then, may re
joice that Russians are still pursu
ing their self-interest.
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Society Suffers
The wound is nowhere deeper and

the scars nowhere uglier than upon
what for a better word we call socie
ty in the Soviet Union. In the vul
gar languag~ of today, all activity,
life and relationships are divided in
to a public and a private sector.
Where people are moderately free,
there are actually several realms:
the realm of government, the realm
of society, and the realm of the in
dividual that is personal and pri
vate. These are not exclusive
spheres; they are rather comple
mentary, interdependent, and inter
acting realms.

Society encompasses that realm
of social relationships that are
largely voluntary, the realm of man
ners, customs, traditions, morality,
voluntary institutions, and ways by
which individuals live fruitfully and
peacefully with one another. The
cultural heritage is activated and
carried on largely by society. It is
the arena of influence and persua
sion rather than of force.

I t may be correct to refer to a
"public" and "private" sector in
the Soviet Union, though the public
sector has been elephantized and
the private sector dwarfed. But
society has been virtually de
stroyed. Society depends upon
widespread trust, confidence, and
general good will, as well as a con
siderable measure of freedom.
These have been all but wiped out in

the Soviet Union. Trust and good
will can ha:r;-dly survive the inform
ing of children on parents, of
neighbor upon neighbor, of husband
upon wife: all of which has been
fostered and encouraged, even re
quired, by the Soviet system. They
can hardly survive, either, the con
stant surveillance, the hidden
microphones, the keeping of exten
sive dossiers by the police, the
listening in on telephone conversa
tions' and the opening of mail: all
common practice.

Society needs institutions which
it largely controls: churches, clubs,
libraries, markets, hospitals, and
various sorts of voluntary associa
tions. Where any of these have been
permitted in the Soviet Union, they
are under the thumb of the Party
which, in turn, is an instrument of
the state. The lines of communica
tion on which society depends are
clogged by a massive state.

Two developments have taken
place in the absence of society. One
is a crudeness of relationships in
general. Clerks are usually rude and
harsh of manner. Hedrick Smith
notes that there is a Russian man
ner that comes across in "public as
coarse indifference, passive fatal
ism, and pushy discourtesy.
Western visitors have commented
on the glum, shuttered faces of Rus
sian street crowds, and the brusque,
negative surliness of service people.
In our early months, I remember
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nodding at Russians, or saying
hello if their eyes met mine at close
range in public but all I ever got in
return was an impassive stare." 4

This coarseness of social relations
evinces itself in yet another way, in
busybodiness, which has no doubt
been promoted by Communism.
Leona Schechter, who spent several
years in Moscow, gives several ex
amples of it. Here is one. She had
taken one of her children to school
but had neglected to dress very
warmly against the cold:

... Just as we were about to go in the
school door, a redhaired Russian lady
. . . stopped to harangue me about the
way I was dressed. I told her I didn't
want to get Barney into the building
late so she let me go, but she was
waiting when I came out. She yelled at
me that I was stupid to come out
without boots. She warned that I would
get very sick if I didn't dress properly. I
stood listening to her lecture, freezing,
wanting nothing so much as to run
home and warm my feet. She believed
she was doing her socialist duty.5

Socialist duty it might be, but
sociable it was not.

Rebuilding Society through
Private Circles

The other development is the
rudimentary rebuilding of society in
tightly knit private circles. Friends
gather in the kitchens-about the
only possible meeting place-of
private homes, reasonably safe

from informers, from hidden
microphones, and from the ubi
quitous police. There, spontaneous
and free communication can take
place. The Russians are then quite
different, according to Smith: "But
in private, within a trusted circle,
usually the family and close friends
but often embracing new acquain
tances very quickly if some per
sonal chord of empathy is touched,
they are among the warmest, most
cheerful, generous, emotional and
overwhelmingly hospitable people
on earth. "6

There is some evidence that fol
lowing the relaxation of the rigidity
of Soviet regime in the 1960's these
circles have expanded. Manuscripts
of works that the regime will not
permit to be published circulate in
what is called samzidat editions
(privately copied). Groups of people
gather to view paintings that can
not get a showing in governmental
ly controlled museums. Concerts
are even performed in what must be
thought of as private. The account
that Zhores and Roy Medvedev
give of friends and colleagues who
came to the aid of Zhores when he
was locked up in a mental institu
tion indicates that for some, at
least, a considerable society is form
ing. The Communists have not suc
ceeded, then, in destroying the old
society and building a new one.
Society has just gone underground,
awaiting the opportunity, the
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freedom, to emerge once again in
full flower.

Perhaps the most dramatic fail
ure of the Soviet Communists, how
ever, has been their inability to wipe
out religion. Decades of atheistic
propaganda, the widespread closing
of churches, the denial of general ac
cess to means for study, worship,
and religious training have failed to
accomplish the sought-after result.
Of course, the assault on religion
has done great damage. Leona
Schechter gives this foreboding ac
count from one who had experienc
edit:

But Pyotr with his sad, sensitive blue
eyes and Christlike beard decried even
the Revolution. For the first time we
heard him speak from the depths of his
spirit. He appealed for the return of the
Christian values of the Russian Or
thodox Church. "We were better off
when we could appeal to human values,
the values of the church. Our lives were
richer and we had the excitement and
mystery of holy days. We had a sense of
man. Now all we have are empty slogans
and corruption. The Revolution
destroyed Christianity in Russia and it
also destroyed the Russian spirit."7

I t did not, of course, destroy Chris
tianity or the Russian spirit. It did
largely destroy the social and com
munal aspect of Christianity in
Russia, driving it underground, and
depriving public life of its redeem
ingvalues.

But religion is alive in Russia. An

American correspondent was asked
by a Russian acquaintance if he
believed in God. He indicated that
he did not. "Just wait," the Russian
replied, "You have not lived in
Russia long enough yet." That is
hyperbole, to be sure, for not all
Russians believe in God, but the
point is well taken nonetheless.
There is by most accounts the in
dication of a religious resurgence in
Russia. The authorities long held
that religion was dying out, that it
was just a relic, and that only old
women went to church. But an in
teresting phenomenon can now be
reported: as one generation of old
women dies out, another takes their
place.

Covert Christianity

Those who attend church are
mainly the ones who have no hope
of gaining position or advantage
from the Soviet powers, but even
those who do have such hopes can
practice their religion privately, and
some do. Millions openly profess
Christianity; an untold number of
others await the day when they
may do so.

The Schechters visited a museum
in a remote province of the Soviet
Union. It was next to the site of an
ancient Christian church, destroyed
by the Arabs in the tenth century.
"Until recently no one knew what
the original church looked like, but
a traveler found a bas relief of it in
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Paris. Since then new buildings in
the center of Yerevan have followed
the lines of the church's architec
ture. Bits of colored mosaic and
broken stone pieces left after the
Arabs ... are sorted and waiting for
the time when the church can be
rebuilt. "8

That is surely a parable of reli
gion in Russia; it exists in carefully
preserved bits and pieces awaiting
the time when the church can be
rebuilt.

A Communist Paradox

Soviet Communism has failed; it
has failed to provide people with
goods and services economically
and competitively; it has failed to
root out self-interest; it has failed
significantly to alter human nature;
it has failed to build a new society;
it has failed to crush religion. It has
succeeded in erecting a massive
state which has imposed an oppres
sive system on the Russian peoples.
Undergirding this system is Com
munist ideology.

Herein lies a paradox. The Soviet
system is underpinned by an
ideology which none living under it
may believe. True, the propaganda
machine grinds out the same old
phrases. Party members attend the
interminable sessions on the
ideology and the Party line. Those
called upon to do so will mouth the
correct words and sentences. But
there is much speculation that no

one believes what he is saying.
Hedrick Smith reports this conver
sation:

"You have to go to these political
meetings but nobody listens," said a
plump Leningrad schoolteacher in her
late thirties.... "When the director of
our school gives the lecture, he tries to
make it interesting. He's a nice man-a
Party member but a nice man. But
everyone is bored and nobody believes
it."

"What about the person giving the
lecture?" Ann asked her.

"Even he doesn't believe what he's
saying. The older generation really
believed in Lenin and they felt this was
the way to build a new society. But my
generation doesn't believe it at all. We
know it's false."9

Some even doubt that the members
of the politburo any longer believe
in the ideology)O

What Sustains the Power?

Supposing this to be substantial
ly true, what keeps Soviet Com
munism in power, then? Many
things, no doubt, some obvious,
some not so obvious. Soviet Com
munism has inertia going for it. Its
leaders hold the power over a mas
sive state that is well established.
The populace is impotent, lacking
either the means to contend with it
or effective communication with
those who may oppose it. Though
the terror has abated in recent
years, the Soviet state is still a fear-
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ful thing, and many still remember
the harsh and prolonged terror of
the Stalin years.

The Soviet Union has recognition
from the ruling powers of the world.
Two things more, at the least, sus
tain it. One is the idea that has the
world in its grip. The Soviet Union
represents the premier effort to con
cert all efforts behind the achieve
ment of felicity on this earth. Those
who are advancing what they be
lieve to be a triumphant idea can
not, by and large, ever have it
known or accepted that the idea has
failed in Russia. The fall of Com
munism in Russia would have a
devastating impact on the idea; it
must not be permitted to happen.

The other thing that keeps Soviet
Communism going is fear of the
alternative. Communism has ever
depended upon a hatred of those
whom it denominates as its
enemies. All its propaganda does
not succeed in making Communism
loved, but it has much greater suc
cess in making enemies hated.
"Capitalism" is, of course, the
putative enemy of Communism, but
it invented an enemy which was the
personification of all evil. The
generic name of that enemy is
"fascism." Fascism did, perhaps
does, exist, of course, but not
fascism as the Communist Party

line would have it conceived, not the
fascism which was the diametric op
posite of communism. On the con
trary, fascism was a species of
socialism, revolutionary socialism
even, bearing the closest resem
blance of all to Marxism-Leninism.

For the examination of this sup
posed enemy of communism, we
turn now for a look at Nazi Ger
many. ~

Next: 9. Germany: Ideology Con
tends for Power.
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THERE'S A DIFFERENCE between look
ing to another for enlightenment,
and letting him make your decisions
for you. At least, I think that is the
message of the book, If You Meet
the Buddha on the Road, Kill Him!
by psychotherapist Sheldon B.
Kopp.I Never abdicate to a mentor
the responsibility to make your
decisions or solve your problems.

Shouldering responsibility for self
and family is no easy task.. I t may
seem more comfortable to lean on
others or blame them for one's own
shortcomings. But the road to
maturity and peace of mind is
through self-responsibility. Dr.

Mr. Sparks, now Chairman of the Board of Trustees
of The Foundation for Economic Education, is an ex·
ecutive of an Ohio manufacturing company.

l(Science and Behavior Books, 1972;
Bantam Books, 1976.)
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John C. Sparks

Shall
Decide?
Kopp's advice is to kill the tempta
tion to lean on others-that the bet
ter path to mental health is for each
person to rely upon the resources
within himself.

To face up to this matter realisti
cally today is to find the road prac
tically blocked by a giant decision
maker-namely, big government.
And the more decisions it makes for
us, the more evident is our tendency
to turn to it with our problems. So,
let's examine some of the decisions
or solutions government has ren
dered for us.

How, for example, has govern
ment relieved each of us of the
responsibility to save and provide
for his own old age? It is now being
revealed that the security blanket
of Social Security is not based on
savings at all. The payroll deduc
tions withheld from you and
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matched by your employer have all
been spent, just as any other tax
collected by government. Your
security rests upon the willingness
of younger taxpayers to cover your
needs-a prospect dimmed by ac
celerating inflation and increasing
longevity.

This is not your fault, you say.
The government simply assumed
your responsibility without asking
you, or so it seems. What could you,
just one person, do about it when
the law was under consideration?
Chances are that you would have
then and would now join your
neighbors and welcome such an op
portunity to unbuckle burdens and
hand them over to government. It's
easy to blame "the neighbors" for
the way Social Security has gone.
But the hard fact remains that re
sponsibility-or the lack of it-is a
personal matter.

Or, consider how government has
relieved us of responsibility for
"Johnny's" education, with our
growing complaint to the neighbors
that "Johnny can't read." When
will we admit to ourselves that a
child's education is a private, per
sonal, parental responsibility-you
responsible for your child, I for
mine?

Our decision-making government
is now "volunteering" to solve our
energy crises, heat our homes, fuel
our industries. Cleverly concealed is

the role it played in creating such
problems, with its regulation and
control of prices and production of
gas, oil, coal, electricity. Set a ceil
ing price of $25 for mink coats, and
there will be none produced for sale.
Yet this is the sort of decision we
may expect the government to
make for us if we ask it to assume
responsibility for our energy prob
lems. The result: total conserva
tion-no energy available to use.

A government official proposed
recently a law to hold hospital
charges to a certain level. This
should appeal to patients only if
they seek deteriorating hospital ser
vice and care. The proposal calls to
mind government entry some years
ago into decisions concerning
medical drugs-matters long
handled quite satisfactorily and
voluntarily among drug manufac
turers, doctors, and patients. What
is the result of the decisions by
government? The United States,
with the factory guard in charge of
drug research, is now surpassed by
many other countries in the field of
new drug development and use. The
final step in this surrender of per
sonal responsibility would be to
displace the private doctor by mak
ing him an arm of the government,
a police officer as one's physician!

We see in the field of transporta
tion the astounding damage gov
ernment can do when it takes
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charge for us. I t has wrecked
almost every railroad in the coun
try, making it hazardous to travel
or ship by rail. But all for our own
good, understand! One shudders to
think what full government control
of air transport could achieve. The
horse and wagon may indeed be the
wave of the future.

Other examples of the failure of
government planning abound, but
let one more suffice here: welfare for
low-income families. Before this
became government's responsibili-

ty, families climbed out of poverty
and stood proudly on their deter
mination and action to improve
their situation. Government welfare
condemns its recipients to remain
poor and helpless into the third and
fourth generation-at least. Who
knows how much longer?

For an improved state of mind
indeed for the health of the
nation-let us kill the temptation to
yield to some master those deci
sions we ought to make for our
selves. ~

IDEAS ON

LIBERTY

Problems and Solutions

THE MARKET is a problem-solving device. I t moves from problem
to solution. No money is to be made in creating problems for
people-only in solutions to their problems-ways to make their
lives easier. The market moves from problem to solution to
profit. Where thereis no solution, there is no profit. The only hin
drance to its operation is dishonesty.

The government's movement is from problem to problem. Its
only method of removing a problem is a dictate, fine or imprison
ment. Government serves as a necessary imposition on those
who have displayed a determination to impose on the rights,
lives, liberties and property of society's peaceful citizens.

When government and market functions overlap, solutions are
lost and new problems created. Any time the government im
poses on honest actions instead of prohibiting dishonest ones the
problem, in a word, is dictatorship.

The market is in daily touch with people in all kinds of
problem-solving ways. The government has no place in the daily
lives of peaceful people.

Laws, courts and prisons are everyday functions of the gov
ernment. All movement is through force.

Products and services are the everyday functions of the
market. All movement is through choice.



The
Texture of Societ~

Ridgway K. Foley, Jr.

SoCIETY refers to an interrelation
ship or association between human
beings. In its true sense, the con
cept postulates a sharing, exchang
ing, voluntary kind of fraternity,
although in a convoluted sense the
term has been employed as synon
ymous with the coercive force of the
state. Yet the state differs marked
ly from society: the former remains
forceful, all-inclusive, difficult to
leave, involuntary, as compared to
the peaceful, dynamic, mobile and
voluntary structure of society. The
state encompasses a society; it does
not form one.

Society exists by reason of the
need for, and desirability of, human
intercourse and exchange-ex-

Mr. Foley, a partner in Souther, Spaulding, Kinsey,
Williamson & Schwabe, practices law in Portland,
Oregon.

change of goods, exchange of ideas,
exchange of values, exchange of
warmth and understanding. It de
veloped because of the nature of
man, not in spite of his essence.
Man, by nature, exhibits a need for
relationships with other human be
ings; he does not tolerate alienation
well. To be certain, civilization
bears witness to an occasional her
mit, to the self-reliant mountain
men of the American west, but by
and large mankind produces crea
tures who interact with their
fellows in such a manner as to pro
duce a higher, more creative life.

Despite the absence of certain
knowledge, one can conjecture the
beginnings of society in the remote
past. The urge to reproduce im
pelled mating and the family unit;
the need for the communal warmth
of social exchange occasioned
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groupings of families into tribes.
Two basic drives, fundamental to
the nature ~f mankind, fostered the
genesis of society and state: (1) the
cluster of persons enabled the em
bryonic group to repel intruders
and predators; (2) the assembly of
persons fostered trade of ideas and
products in an elementary kind of
specialization and division of labor.
The growth of knowledge forged
ever more complexities into the
civilization, but these two basic
drives still undergird society.

Enter, The State

Couple this simplified model with
another element of essential human
nature, the tendency to power, and
one immediately perceives the early
intertwining of society and state.
The state gained ascendancy, in ru
dimentary form, when the
strongest in the encampment ex
erted their strength to compel or
restrain the actions of others within
the clan. Power and the lust to
might pre-existed the relatively re
cent concept of the state; the philo
sophy of the state supplied a justi
fication for the use of force which in
heres in the sinister side of all
human creatures.

The state, in its elemental con
figuration, encompassed some per
sons not sure they wanted it. Man
became chained to the abstraction
of state by birth, family, residence,
annexation, or compelled fealty,

rather than by choice or reason. One
does not volunteer for citizenship:
the law thrusts that status upon in
dividuals because they happen to
inhabit a given territory, or because
of their parentage, or by force of
arms. Moreover, the law imposes
obligations of allegiance and sup
port upon unwilling residents and
often renders severance difficult
and impractical.

One cannot disavow allegiance to
most states without actual emigra
tion and probable forfeiture of basic
human rights to life, liberty, proper
ty and choice. And migration to
foreign shores often carries with it
the concomitant command of that
state to offer obeisance or forfeit
rights. In short, statehood imposes
a leash upon a citizenry, willing or
unwilling to accept fetters in vary
ing degrees, with legally-sanctioned
options to lengthen or shorten the
restraint.

Society vs. State

Contrast society, as that term is
accorded understanding. Society
should not constrain individual
members unwilling to meet its
demands. It depends upon volun
tary association, not coerced
allegiance to outmoded symbols or
irrational codes. One lives as a
citizen because of fear of reprisal
should he disavow citizenship: he
fears forfeiture of rights or deporta
tion. One lives as a member of socie-
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ty because he chooses to inter
mingle with others in that setting:
he computes the value he will derive
from his association and determines
to pay the cost attached to his
choice. He may opt out of society
without legal penalty, although he
may incur the social result of
ostracism and alienation. He can
adopt, or adapt to, a new or dif
ferent society without paying dues
or saluting a flag or mouthing a
creed.

Mark well that society does not
offer a free ride; it only lacks (or
should lack) legal restraints normal
ly attendant to a coercive state.
One may wish to join in society yet
be deprived of that enjoyment by
the free choice of other members. A
cannot insinuate himself into the
society of XYZ unless X, or Y, or Z,
or any or all of them, accept him, in
whole or in part. The freedom to
enter society must work identically
to all visitors: each receives like
helpings of free choice. Free choice
means liberty for all to assess value
and to choose relationships. Noth
ing could be more incompatible with
liberty and disconsonant with reali
ty than forced friendship.

Something in Common

Friendship, or any human rela
tionship, depends in large part upon
the perception of the parties and
the linkage of their values. One can
enter into a friendship in a real

sense, although separated by miles
of space and eons of time, but no
meaningful relationship develops in
the absence of interwoven values. I
think I would count myself as a
friend of Leonard Read, although a
continent separates our physical
persons, and I believe that I
possess a bond with Frederic
Bastiat, although he perished
almost a century before my birth.
In each case our values link us
together despite physical separa
tion. The ancient truth residing in
the saying, "we have something in
common" permeates any analysis
of .friendship and society. Cir
cumstances can place individuals in
close proximity, prompting an
observer to predict a glowing rela
tionship and inducing surprise
when no such affinity develops. The
reason: nearness, without a sharing
of values, results in disinterest.

This truth explodes a common
fallacy underlying much of the
misuse of law so prevalent today:
the employment of organized force
as a tool to implement social
engineering schemes, euphemisti
cally termed "achieving social
justice." Social justice serves to
disguise the forceful intervention
by one man or group of men into the
lives of others; those occupying an
ascendant political or legal position
impose their subjective values upon
others who would prefer another
course of conduct. Thus· analyzed,
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"social justice" fails to comport
with true justice, respect for free
choice;1 indeed, the phrase provides
an apt example of a contradiction in
terms-justice focuses upon in
dividual action, social justice upon
concerted coercive conduct.

Nonetheless, the proponents of
social architecture persist in deny
ing human nature when it conflicts
with their particular dreams and
schemes. Thus come programs to
bus children away from their
neighborhoods, to "integrate"
swimming pools, to deny "neces
sary" licensure to private clubs
which maintain a selective member
ship, to compel hiring quotas2 in
higher educational institutions, and
a host of disciplinary or affirmative
action activities. Each of "these
plans involves goals of varying
degrees of laudability: man should
treat other men humanely, as
creatures of inherent worth, not as
objects to be used.

Yet, the social engineers fall prey
to the very quality they decry in
others. In their zeal to assure social
justice they treat all persons, the
privileged as well as the coerced, as
unworthy of merit unless they ap
plaud (or at least willingly par
ticipate in) the master design. In
their very effort to guarantee a fair
treatment of people as people, they
in fact deal with the noncomplying
citizen, the dissenter, as an object.3

Legislation cannot guarantee

friendship or moral treatment in the
absence of common values, any
more than it can turn iron into gold,
or men into women. Human nature
establishes the criteria and the
perimeters of social and societal in
teraction; compulsion induces, at
best, an uneasy truce, and at worst,
internecine warfare. Human beings
dislike being forced against their
will into a course of action: note the
age-old tendency of the child to
resist parental suggestion as to
friendship or mating; indeed, as
many parents have discovered to
their dismay, filial disparagement
of a prospective suitor or comrade
tends to produce a result directly
contrary to the desired goal, driving
the child and compatriot more
closely together. Coercive legisla
tive acts produce a similar effect,
resulting in the alienation of per
sons or groups which, if left alone,
might individually discern a con
fluence of values.

A Voluntary Aggregate

Society, then, in final analysis,
must represent a linkage of in
dividual actors who share common
values. Since friendship and social
intercourse necessarily flow from
voluntary action, society, properly
comprehended, exists as a volun
tary aggregate. Formed to perform
mutually desirable tasks and to
facilitate a willing exchange of
goods, services, and ideas, the con-
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cept of society serves its purpose
adequately when it allows the
melding of the subjective values of
each of its participants.

State and society coexist in a sort
of ambivalent condition, an am
biguity occasioned in large part by
the inaccurate employment of these
discrete terms as synonymous. The
state represents the political
monopoly of organized force; socie
ty consists of a voluntary ag
gregate of individuals within the
boundaries of the state. A state
may contain several societies; a
society receives no necessary hin
drance from state territorial divi
sions. The two concepts lack
necessary identity in space, in time,
and in content.

However, state and society each
describe imperative functions in
relation to human existence and ac
tion. Accurately defined and ra
tionally analyzed, state and society
complement each other and reflect
human nature. By nature, man
possesses conflicting drives: to
create and to coerce. Society fosters
the creative nature, while the state
constrains the coercive tendency.
Creation to the zenith of individual
ability is patently impossible in a
world of predators; one finds it dif
ficult to concentrate upon produc
tive activities when he must main
tain a constant wariness for those
who would prey upon his person or
effects. The state, limited to the du-

ty of resisting aggression and settl
ing disputes which arise between in
habitants, makes possible the vol
untary interchange which charac
terizes society.

Texture and an Apparent
Dichotomy

Societies possess textures, like
bread or steel. These textures serve
to describe the human relations
which permeate the particular
society under discussion. Such
descriptive textures appear in sub
tle, almost infinite, gradations on a
spectrum arrayed from the free or
open society on the right to the
restricted or closed society on the
left. The amount of human creativi
ty, happiness, and meaning depends
upon the particular position of the
society in that spectrum. Individual
man enjoys greater well-being the
more nearly his particular societal
association approaches the ideal of
openness or freedom.

A cursory glance reveals an ap
parent blurring of the terms in this
description of the texture of socie
ty. By apt definition, society
represents a voluntary or open ag
gregate. Yet this ideal definition
suffers from the extravagances of
the state which intrudes into social
affairs by means of its sole at
tribute: force. Society remains free
and open so long as the state re
tains its natural and appropriate
character as policeman and judge;
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society becomes increasingly closed
as the state assumes such addi
tional tasks as planner, social
engineer or distributor of property.
These adjunct functions destroy
the symmetry of the state/society
essence and so pervert the meaning
of "society" as to require the use of
descriptive adjectives (open, closed)
to illuminate and convey the
speaker's meaning.

The Essence of the Free Society

One esse n t i a 1 a t t rib ute
distinguishes the free society from
a closed society: a free society rests
on contract, not coercion. Men
voluntarily live in proximity and in
relative harmony; they exchange
products as their needs dictate;
they receive the benefits of interp-er
sonal relationships; they rest their
bargains upon the binding nature of
human promises, intentionally
made.

The harmonious nature of the free
society should not delude one into
belief in the existence of some
earthly Utopia. Friction follows in
dividuals, beit internally caused by
man's fallibility, or externally occa
sioned by the interaction with
neighbors (resulting, incidentally,
from the same root cause). This fric
tion emanates from the necessary
clash of subjective values held by
countless human actors: each un
ique individual consists of differing
ideas, talents, and ambitions; none

of us enjoys total identity in es
sence. These differences inevitably
come into conflict with one another;
A prefers a sylvan glade, B a brick
warehouse; the same plot of ground
cannot be both at the same time.

The vitality of the free society
derives not from the nonexistence
of disputes but rather from the
means of adjusting individual dif
ferences of opinion. The clash of
subjective values means adjust
ment and accommodation, not war
fare and bloodshed. People living in
a free society tend to settle most
disputes voluntarily and in an
amiable fashion; those few cases
which cannot be compromised by
the parties reach private arbitra
tion or public halls of justice. And,
most members of society. willingly
abide by the final decision of the
private arbitration or public judge,
even if they feel genuine dissatisfac
tion with the results.

The strength of the free society
appears in the nature of choice
under that system. A closed society
constricts choice to the limits of the
minds of a relatively few persons;
an open society imposes no barrier
to the evolution of the human
character. Constriction in the
closed society develops in two
ways.

First, the political system
employs coercion to inflict the sub
jective values (and the choices
emanating therefrom) of A upon B,
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of the planner upon the landowner,
of the social architect upon the
citizen. Thus, at least in part, the
closed or limited society moves
in the direction of A's choices alone
whereas the open society receives
the alternatives derived from A + B
choices. Quantitatively fewer
choices result even if A is far
superior (the usual justification) to
B in his choice-making ability
because A cannot make B's choices
better than B himself.4 As a prac
tical matter, history and empirical
fact teach all but the most obtuse
among us that political A's do not
represent the highest and best
brainpower in any event: those who
base their philosophy on the con
cept of power seldom if ever com
prehend its antithesis: moral choice.

Second, the remaining choices
and talents deteriorate qualitative
ly in a restricted society. Where A
usurps B's right to choose in one
field, B's creativity falters in other
arenas: the welfare recipient
becomes so befogged by his cons
tant dole that he loses all desire and
ability to become productive once
again; the homeowner restricted in
his land use by the county commis
sioners becomes chary of "rocking
the boat," of calling attention to
himself, for fear of political reprisal;
the brilliant creator of widgets
raked by the burden of excessive
taxation finds it more personally
profitable to turn his business over

to the government and take a vaca
tion instead of continuing his
creative efforts for insufficient
return.

How the Market Functions

By some natural but inexplicable
phenomenon, the intertwining of
thousands of subjective values of
millions of distinct human actors
produces better material and social
results than all the planning of all
social engineers or government ad
ministrators in history.5 The very
friction which afflicts any society,
free or closed, lubricates the market
mechanism of the free society. The
market-a voluntary agency of the
aggregate-settles most disputes,
and it decides them in such a man
ner that abrasion vanishes, creativi
ty increases, and a better (more
goods, services, and ideas at a lower
unit cost) end result obtains.

One may .find it instructive to
ponder just how the market
mechanism adjusts differences and
employs the scarce resources of the
earth and the fleeting resources of
the human mind and body. Every
exchange requires a cost: no one
receives something for nothing; the
concept "exchange" by definition
describes a transfer from A to B
with a related passage of something
in return from B to A.

In the open society, each actor
evaluates his own needs and desires
and measures the cost he is willing



502 THE FREEMAN August

to pay for the particular item
sought. The actor, more truthfully
than any other person, can deter
mine his subjective values, his in
ternal scale of preferences; he
reveals this preference in the man
ner in which he employs his life in
the market, in many instances in a
much more articulate manner than
if he had been asked whether he
preferred coffee or cocoa. That
which each person trades (property,
created value) represents an exten
sion of his very life; the trade
reveals the importance of life to the
actor and the concordance of trades
in society more nearly depicts the
amalgamation of subjective values
in t.hat society than can be achieved
by any other method.

The market mechanism may be

described as "dollar democracy. "
The individual trades his created
value for a medium of exchange
the dollar-which forms his
stockpile of stored labor or trade
goods. He votes on every occasion
when he spends his dollars for some
good or service or idea. The vote
does not perform a narrow choice
between two or three political par
ties, each promising to use force
(the state) to achieve given ends. In
stead, the user chooses between
(votes for or against) alternatives
beyond measure: he not only
chooses whether to spend his dollar
for Leslie Salt or Morton's Salt, but
whether to spend his dollar for salt,
or sugar, or soybeans, or army
surplus, or sweaters, or whether to
spend it at all or to save it (invest it
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in the production of capital or con
sumer goods for a future return of
greater value to him). Again, the
dollar vote seems to reflect subjec
tive values more accurately than a
political vote: even those who opt
for all manner of coercive national
spending orgies seem likely to be
wise shoppers at the supermarket.

Given the flexibility. of the
market, open societies reveal an
open, porous texture where ideas
and products flow freely and
without discord. It produces better
choices and a greater number of
choices. It attends to the unan
ticipated need an.d the unexpected
result, free from the stultifying,
smothering tendency of the con
stricted alternatives of a closed
society which presents a shiny if
brittle facade like steel which can
not be penetrated with ease or ac
curacy.

The Disciplinary Fallacy

Description of society in market
terms compels exorcism of the devil
fallacy that the discussion concerns
material matters alone and ex
cludes spiritual considerations. We
discourse here upon a philosophy of
life, a social theory, the manner in
which Inan should treat his fellow
man, the path to the goal of human
happiness, creativity and value.
Such a subject deserves inter
disciplinary cOlument; it does not
belong in the exclusive province of

the economist, merely because men
and women rooted in the free
.market tradition have carried the
banner for such a long time and in
such a grand manner. Dr. Mises
termed his discipline praxeology,
the scientific study of human ac
tion,6 and indeed that aptly touches
the essence of the investigation.

Yet, application of the appellation
"scientific" obscures the philoso
phical aspects of the devotion, for
the study of the free society and the
proper role of the state involves a
melding of science and philosophy.
Science describes wha t is,
philosophy delineates what ought
to be. The praxeological, or scien- .
tific, aspects of the study of man
kind reveal certain natural rules of
order, of cause-and-effect, which in
variably apply to human action: for
example, free men thrive, slaves
wither.

Overemphasis on the scientific
realm conceals the moral and
ethical aspects of human behavior.
The study of human action is, at its
core, a moral or philosophical
endeavor which counts among its
inquiries such questions as the in
dividual's ethically proper relation
ship to other human beings. In sim
ple terms, the scientific and the
moral norms coalesce in the ex
amination of society and· state, for
society concerns voluntary human
relationships and the state depends
upon involuntary action.
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Thus, the so-called Austrian
vanguard of the freedom movement
has produced paradoxical results.
On the one hand, the eminence of
thinkers like Menger, Roepke,
Mises, and Hayek bring credence to
the ideas espoused and attract
hordes of new disciples regularly.
Their contributions to the study of
individual conduct in the market
realm deserve far-ranging applause
and their way of life merits emula
tion. They have refined old ideas
and developed new donations to
freedom's fund of knowledge.

On the other hand, the formal
academic credentials and chosen
subjects of commentary of such
giants tend to misrepresent the real
nature of their devotion. Listeners
and readers fail to appreciate the
broad ethical base undergirding the
study of society and state; they con
sign the speaker or writer to the
confining classroom (or boardroom)
of economics, without cognition of
the impact of the study upon such
diverse, but interrelated categories
as history, psychology, philosophy,
sociology, epistemology, axiology,
and the like.

The proper role of the state is to
foster and protect the free society.
The free society consists of an open
and voluntary aggregate of numer
ous individuals who freely seek the
benefits of exchange with their
fellow man while retaining untram-

meled ingress and egress to the
group. The strength of the free
society lies in its open grain, its
flexibility, its lack of centralized
planning, for it is only through such
a ductile mechanism that growth
becomes possible and mankind can
meet and deal with the dynamics of
living. The task of all who favor the
free society and fear the excesses of
the state transcending its ap
propriate functions is twofold:
(1) learn the rudimentary concepts
of state and society and their
dis tinguishing characteristics;
(2) speak truth to those who wish to
listen, no matter the speaker's sta
tion in life or formal discipline. t)
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Kenneth McDonald

WHEN UNEMPLOYMENT is at a
record high, the federal government
is pressed to create jobs.

The reaction is natural. Govern
ment has been allowed to assume
such a major role in the economy
that people look to it automatically
for solutions.

I t takes a considerable effort to
perceive that the reverse is true.
But the effort must be made.

The economy is in poor shape not
for lack of government action but
because government has acted too
much. I ts intrusion has been at the

Kenneth McDonald is a Toronto writer on economic
and political subjects. This article is reprinted, with
the author's permission, from The Globe and Mail
(Toronto) April 13, 1977.

Though beamed to Canadians, the ideas are
equally pertinent in the United States or in any other
nation.

expense of the productive activities
that alone can generate lasting
employment.

Jobs are generated in a dynamic
climate where new ventures replace
and outnumber those that fail and
where the continuous drive for im
provement throws off fresh op
portunities in a multitude of direc
tions.

What benefit is to be had from
make-work projects which are
funded with wealth diverted from
the productive process? Instead of
being turned back to create more
wealth, this money is "redistrib
uted. "

Those engaged in the projects
may gain temporary relief, but it
will be as short-lived as the political
expediency that prompted it.
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Where governments go wrong is
in assuming an active role, for
which they are unsuited, while
neglecting the passive one for which
they are.

By discouraging success and sub
sidizing failure they have created a
climate where mediocrity is the
norm, where the ambition .of the
young is to find a safe job with a
(preferably indexed) pension and
where anyone willing to take a risk
is regarded as a freak.

By inflating the state's
bureaucracies, governments have
created a condition where commit
ment has been replaced by commit
tees, where leadership is abandoned
in favor of exhortation, and where
no one is responsible for anything.

Canada is said to be faced with an
energy crISIS and with the
economics of scarcity. Yet the
scarcest commodity is not traded
on the exchange. Nor is its scarcity
a result of physical depletion.

The scarcest commodity is the
economic energy that fuels the pro
ductive process. It consists of two
elements: human ingenuity and the
risk capital that must be found to
turn that ingenuity to good ac
count.

Both require incentive.
Now, when the need is for recur

rent crops of economic energy, the
Government's proper role is to
create a climate in which this will
flourish.

That climate will come when peo
ple are encouraged to take risks.
Their incentive will be the assur
ance of keeping a major portion of
whatever reward the venture may
bring them.

If they are to take risks, the risk
must be set against. the possibility
of a reward commensurate with the
risk: big risk, big reward.

For every ten ventures, eight may
fail, two succeed. For it to be worth
taking the ten chances, the two suc
cesses have got to payoff.

Where, for those ventures, is the
risk capital to come from?

Not from banks. They are proper
ly restricted by a fiduciary respon
sibility to their depositors.

Not from governments. They
have a similar responsibility to the
taxpayers. The responsibility has
been somewhat eroded of late, but it
is still there. Moreover, civil serv
ants are conditioned not to take
risks. There is a natural, but un
bridgeable, gap in understanding.
(Not, unfortunately, that this stops
them from trying.)

What governments could do,
however, is change the climate. For
example, they could change the tax
ing method from ability to pay to
benefits received. They could tax
costs instead of profits and apply a
flat rate (estimated at about 16 per
cent) on all personal income above
an agreed-on minimum.
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The stereotype of the top-hatted
capitalist with cigar and gold watch
chain is a belief that dies hard.

Today's risk-takers are more like
ly to number a dentist, a builder, a
professional engineer and an airline
pilot.

Who is to say what is a "fair"
return to them?

The irony is that, not only in
Canada but in the West generally,
governments and their bureaucra
cies are presuming to make that
decision. In the Netherlands, for in
stance, it is proposed to define a fair
return on equity as the yield on
government bonds, plus 2 per cent
for risk.

How can a civil servant, who is

not exposed to risk, understand the
function of risk-taking? How many
dentists would lend money to an in
ventor or a designer on the chance
that at some time in the future, if
the venture succeeded, they might
begin to get 11 per cent on their
money? They could get more tomor
row from mortgages.

The government that employs the
civil servant is the biggest winner.
Having no competitor itself, it is
the biggest competitor of every
business in the land. The money it
risks was not earned or saved by
the people who decided to risk it.
But the return is assured. Through
corporate tax, through personal in
come taxes and sales taxes, govern
ment takes a growing share of the
fruits of production.

The private investor of equity
capital, without whose willingness
to share the risk the business would
not have started in the first place,
must line up, cap in hand, behind
the Government which, having
taken no risk at all, claims its
reward from the day the doors are
opened.

When government stops com
peting, when government reverts
from its active role to a passive one,
only then will it have contributed
its share to the process of creating
wealth and j obs. ~



A REVIEWER'S NOTEBOOK

IT is easy to make what Represen
tative Marjorie Holt of Maryland
has called "the case against the
reckless Congress." Year after year
our so-called statesmen on Capitol
Hill plunge us deeper into infla
tionary debt. The making of law is
delegated to administrative agen
cies, with little subsequent care or
interest in checking the monstrosi
ties that grow out of arbitrary and
often unconstitutional decrees. Con
gressional pay raises are wangled
without a true vote. And taxes are
set without any regard for their im
pact on the production that is
needed to pay for the bloated
welfare state that has been foisted
upon us.

But if Congress is generally reck-
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Government

less, we do have good men on
Capitol Hill. As Edmund Burke
might have said, there is no way of
indicting an entire legislative
body. Congressman Philip M. Crane
of Illinois yields to nobody in his
deep understanding of traditional
American virtues and in his dislike
of all the trends that have been
undermining them since the Nine
teen Thirties. His The Sum of Good
Government not only tells us what
has gone wrong with the republic
but offers a whole series of practical
reforms that could be effected with
out waiting for crisis to overwhelm
us. And over on the other side of
Capitol Hill Senator Jesse Helms of
North Carolina, a true Christian
statesman, attacks what he calls
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"the weariness of soul" that has
paralyzed much of .the Christian
West. He has put his analysis into a
small but potent book, "When Free
Men Shall Stand," which also in
cludes constructive ideas about
change that would have the full sup
port of Congressman Crane.

Phil Crane takes his title from
Thomas Jefferson, who said "the
sum of good government" consists
of leaving men "to regulate their
own pursuits" of industry and im
provement as long as they are "not
injuring one another." The Jeffer
sonian ideal hasn't been honored
since Calvin Coolidge was in the
White House.

The Sum of Good Government
by Philip M. Crane. Published
by Green Hill Publishers,. Inc.,
P.O. Box 738, Ottawa, Ill. 61350.
214 pages, $1.95 paperback.

Coercion, of course, began even
before the Twentieth Century. Phil
Crane is particularly good in trac
ing the growth of the regulatory
spirit, which was born in the Eigh
teen Eighties with the Interstate
Commerce Commission. The orig
inal excuse for the ICC grew out of
the theory that railroads were
necessarily monopolistic, which,
considering the navigable rivers,

lakes and canals of America, was
hardly true for at least the eastern
half of the country. If there was
ever any need for the ICC any
where, in Dakota or Utah, it disap
peared with the coming of the auto
motive truck and the airplane. The
Wright brothers and Henry Ford
made travel regulation obsolete as
long ago as 1903. But instead of in
voking a "sunset" law for the ICC,
our non-Jeffersonian Congressmen
extended ICC regulation to the
trucking industry, with the full
complicity of the Teamsters Union.

For the air, we got the Civil
Aeronautics Board, whose regula
tory practices have added greatly
to the cost of air travel. In
testimony before a U.S. Senate sub
committee, Dr. William A. Jordan,
a professor of managerial eco
nomics at York University in
Toronto, suggested that air fares in
the U.S. might be cut almost in half
if the CAB were to be abolished.

The Federal Communications
Commission is another agency that
has greatly outreached itself. It
may be granted that some way
must be found to allocate wave
lengths to prevent TV and radio in
terference. But why should the FCC
have the right to regulate program
ming, which should come under the
free speech protection of the First
Amendment?· And why should reg
ulation of any sort be extended to
cable television, which does not de-
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pend on the FCC for allocations to
get its programs into homes?

The so-called Health Care Crisis
is, according to Phil Crane, based
on a completely erroneous analysis.
If private medical practice has been
doing such a bad job, how is it that
the life expectancy of the average
American has jumped from 49.2
years in 1900 to more than 70 years
today? Tuberculosis and polio have
practically been wiped out. Open
heart surgery is becoming common
place. Of the 3,084 counties in the
U.S., only 132 lack doctors. Most of
the doctorless counties are either
within quick driving range of the
metropolitan areas or have prac
tically no population at all. Phil
Crane thinks that the "national
ized" health measures we have now
are sufficiently costly without add
ing any more to them, and he makes
his points clearly with specific
reference to the breakdowns caused
by socialized medical practices in
England and Sweden.

If you want to know how the
Federal budget could be cut to
bring it 'into a noninflationary
balance, Crane can show you how.
But to keep Congress on a steady
path, we need a return to the gold
standard, which would allow in
dividuals to protect themselves
against inflation-mad politicos.
Crane also suggests that the Jobs
Creation Act, as outlined by his

congressional colleague Jack Kemp,
is needed to stimulate capital for
mation, diminish unemployment
and yield more taxes at lower tax
rates.

In foreign affairs, Crane would
like to see us reject the phony
"universality" of the United Na
tions. We should set up an associa
tion of nations that share ad
herence to the principles of free
dom of speech, freedom of the
press, trial by jury, due process of
law, free elections, and freedom of
association. Such countries as
Japan, West Germany, France,
Italy, Sweden, Great Britain,
Canada, Australia and New Zea
land could be invited to join for
starters. This was more or less
Clarence Streit's idea before it was
Crane's, and it is good to see it
revived. But Crane, unlike Streit,
would not make a federal structure
of his association at the expense of
national sovereignty.

"When Free Men Shall Stand"
by Jesse Helms. Published by
Zondervan Publishing House,
Grand Rapids, Mich. 49506. 122
pages, $1.75 paperback.

Jesse Helms' "When Free Men
Shall Stand" parallels Crane's book
in mariy ways. But where Crane is
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specific, Helms tends to be general.
He talks less about individual
legislative proposals and more
about philosophical and religious in
fluences. He is particularly good in
relating the Bible, which he regards
as the great source of political and
economic wisdom for the West, to
secular theorists. The Biblical
parable of the talents is enough to
prejudice Jesse Helms in favor of
Adam Smith and the work ethic.

Although he sticks for the most
part to the standard theory that the
West owes its culture to the
Graeco-Roman-Hebraic-Christian
past, Helms reverts to an idea
about the origins of our democracy
that was popular in the early years
of this century only to be forgotten.
This is the idea that democracy
came out of the German forest,
beyond the territory controlled by
Roman legions. "Along the banks
of the rivers that poured into the
North Sea," says Helms, "lived ...
the Angles, Saxons, and Jutes, who
practiced a form of self-government
... it is from these rude barbarians,
rather than from the Romans, that
we gained the all-important concept
of limited government ... "

The Angles, Saxons and Jutes
took their tradition to England,
where it survived William the Con
queror, known to myoid friend
Spencer Heath as William the
Hitler.

ON THE SILENCE OF THE DE
CLARATION OF INDEPENDENCE
by Paul Eidelberg
(University of Massachusetts Press,
Amherst, Massachusetts 01002,1976)
127 pages • $7.00

Reviewed by Deidre Susan Fain

IN THIS BOOK, the author not only ex
amines the lines but also reads be
tween the lines of the Declaration to
extract its full meaning. Particular
emphasis is placed on the often mis
understood references to "equality"
and "happiness" that have lately
been perverted into justification for
increased governmental interven
tion into people's lives. Eidelberg
rejects the leveling egalitarianism
of the twentieth century as being in
imical to excellence and greatness,
distinguishing it from "equality" in
the Declaration's sense, which he
regards as the precondition for true
individuality, liberty, and the
ascendancy of reason. Equality, he
writes, "encourages the thrust of in
dividuality in its quest for self
transcendence. It sustains liberty in
the quest for effectiveness of pur
pose. And because it promises the
rewards of merit, it energizes the
pursuit of happiness."

Professor Eidelberg expands "hu
man reason" to include not only the
pragmatic rationality that teaches
that twice two is four, but also a
metaphysical reason capable of ap-
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prehending universal truths and
distinguishing between "power"
and "justice." In addition to this
metaphysical reason, "consent of
the governed" must rely on "civili
ty"-that decent respect for others,
and that moderation of the self
which can be found in the tone and
spirit of the Declaration. It is only
through the possession of this me
taphysical reason, tempered by
civility, that man can enjoy free
dom: "Freedom presupposes the
self-directed activity of the meta
physical intellect on which men's
unalienable right to freedom of
thought is ultimately grounded."

In an especially erudite chapter
entitled "The Declaration Applied:
Relativism versus Universalism,"
Eidelberg demonstrates the disas
trous effects of moral relativism on
current political issues, and how far
removed such a philosophy is from
the universalist principles of the
Declaration of Independence. He
points out the undermining effect
relativism has had on freedom, and
on the ability of a free society to
survive in a world dominated by

tyranny. What the Declaration ex
presses, he argues, is a "genial or
thodoxy" which "instills a quiet but
manly confidence in the power of
reason to apprehend truths trans
cending the vicissitudes and diver
sities of time and place, truths of
abiding and universal significance."
A "genial orthodoxy" provides a
standard for judging between the
merits of one society and another,
between an American Revolution
which produced a new form of liber
ty and present-day "wars of libera
tion" which result in new forms of
servitude.

Professor Eidelberg takes a firm
stand on the side of liberty and in
dividuality. In his conclusion he
points out that in pledging their
"Lives ... Fortunes, and ... sacred
Honor," the signers of the Declara
tion affirmed that the principles of
liberty were worth more to them
than mere survival, that economic
freedom is essential to indepen
dence, and that integrity of charac
ter undergirds all else. Through this
eloquent book, the Declaration still
speaks to us today. ~
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At the
THRESHOLD

John C. Sparks

DURING the mid-1800's the people of
this nation were in an energy crisis.
But lacking today's means of instant
communication, most people then
were totally unaware of the serious
ness of the impending calamity. No
president made any speeches about
it. No energy czar sought to fashion
government programs to cope with
it. Yet, there was a crisis.

Whale oil which was used primar
ily for the lighting of lamps, and
sperm oil as a lubricant, were
dwindling in supply and prices were
about to blow through the roof.
Sources of energy for heating were
not then of grave concern, for nearly
everyone lived near coal fields or

Mr. Sparks, now chairman of the Board of Trustees
of The Foundation for Economic Education, is an
executive of an Ohio manufacturing company.

forests from which fuel· could be
readily obtained.

Had the federal government been
as officious then as now, it could
have taken steps in the face of the
looming disaster, to subsidize an in
crease in the whale population and
the production of whale and sperm
oil. But the government took no
such action. Indeed, most people at
the time held the strange notion
that any shortage was their respon
sibility and curable only as they did
something about it. That they were
on the threshold of less whale and
sperm oil was to them, not some
kind ofdoom, but a challenge and an
opportunity to replace the item in
short supply with something better.

And replace they did, with some
thing far better. Shortly after 1850,

515
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petroleum was discovered in Penn
sylvania. At first it was used in
small quantities for medicinal pur
poses. But free people, acting in a
market unencumbered by govern
ment regulations, have a knack of
performing miracles. Before another
century could pass, petroleum and
natural gas, and their conversion to
electricity, had become a major
source of energy. Beyond possible
belief in 1850, such energy would
propel millions of vehicles over
thousands of miles of paved high
ways, along waterways, through the
air and outer space, linking peoples
and communities throughout the
world. Homes and farms and other
businesses would be heated, lighted
and powered by these same sources.

Despite increasing taxation and
government regulation and control,
the capacity of comparatively free
people to perform miracles has en
abled them to outmaneuver and
course around such blockages.

Today, however, government offi
cials are taking great pains to ad
vise and inform the people that we
stand ((at the threshold of less." The
planet earth and its people have
passed the zenith. We cannot expect
our levels .of l~ving to improve in the
future as they did in the past. On the
contrary, they say, now we are mov
ing rapidly downhill. The best we
can do is to ration irrevocably di
minishing stores of resources. We
must save what we have. There will

be no more. The way is no longer for
the adventurous ones, who try the
impossible, and make it. Instead, it
is for a new breed of American-the
timid soul.

What nonsense!
Have the peddlers of doom not

heard of the wisdom of the past:
necessity is the mother of invention
. . . when the going gets tough, the
tough get going ... they said it
couldn't be done, but he did it ...
those who give up liberty to gain
temporary safety deserve neither
liberty nor safety . . . God is with
those who persevere.... One could
go on and on with these proverbs
drawn from the way of life of free
men.

This is not to ridicule the wisdom
of conservation or the abhorrence of
waste, but it is to submit all the
facts and conditions and desires and
abilities of individuals into the
market place and let the market
work. Into it will be drawn an infin
ity of ideas from individual men and
women, and from it will emerge to
morrow's ingenious solutions to to
day's unsolvable problems. The only
prerequisite for such miracles is
that peaceful persons be free from
government interference.

Herman Kahn, William Brown,
and Leon Martel, with the assis
tance of the staff of the Hudson
Institute, have published a thorough
and thought-provoking book, The
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Next 200 Years. 1 Its basic message
is this: ~~Except for temporary fluc
tuations caused by bad luck or poor
management, the world need not
worry about energy shortages ... in
the future. And energy abundance is
probably the world's best insurance
that the entire human population
(even 15-20 billion) can be well cared
for, at least physically, during many
centuries to come." The authors base
these conclusions on the probability
that per capita consumption in the
world two centuries hence will be
some twenty times higher than today.
Many of the energy sources are fully
renewable. They cannot be depleted.

Let the private innovators be free
to innovate. Let the private inven-

lWilliam Morrow and Company, Inc., New
York, 1976, p. 83.

Open to Freedom

tors be free to invent.·Let the private
enterprisers be free to support those
new ideas that will make them
rich-or. poor, if certain ideas turn
out, as some do, to be less bright
than was expected. We, all the rest
of us, will ride the coattails of the
successful ideas into higher levels of
living than ever before dreamed,
and hardly be smudged by the poor
ideas that fail to survive.

We stand at a threshold-not of
less-but a threshold of danger that
we let this fear psychology prevail to
the point where government places
free people in shackles and prevents
the development of mankind that
otherwise has barely begun. We
cannot afford to cross this threshold
of more government interference in
our lives. @

IDEAS ON

UBERTY

LET US DETERMINE that we shall not allow the state to be our master,
but that we shall be the masters of the state. The long road of history
is lined with the ruins of those states which bought the souls and
wills of their peoples by the lure of a granted security, and then led them
to ruin by the same mirage. The world does not need one more such
ruin. It needs a people who will be really secure and enduring, as far as
mortal life is possible-secure and enduring because each member of the
society is a person who accepts his and her responsibilities as duties,
and asks only that the state act to keep the avenues of freedom open.

RUSSELL J. CLINCHY



Kenneth W. Ryker

FREEDOM
IN A

NUTSHELL
PART ONE

Introduction

People act in response to what they
believe. If their convictions are
based on false ideas; their actions
will be improper, against their own
best interests.

Any rational person consciously
acts in such a way 'as to leave him
self better off after his action than
before. This is a universal principle
of human action. Yet every day mil
lions of our citizens do act contrary
to their own best interests and de
mand acts of their governments
which have this effect. Why?

Because they are acting in re
sponse to convictions based on false
ideas and myths. As a consequence
their acts and those of the various

518

levels of government cause their
condition to become less satisfac
tory--to deteriorate.

What then must be done to correct
this situation? Obviously, it is to
strive to replace false ideas with
truth! But what is the truth?

Truth is that which is--the self
evident and that which proceeds log
ically out of the self-evident.

Truth is rightness; it is correct,
genuine, based on right principles.
Truth corresponds to fact or reality;
it is natural, and most important of
all, truth is its own witness!

Some truths are known; others
are still being sought as the ulti
mate end and purpose ofknowledge.

The purpose here is to present
known truths about freedom and
government in the hope that these
truths may help replace some false
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ideas and myths. A sincere effort
has been made to distill the essence
of the philosophy of freedom.

According to the eminent Profes
sor Ludwig von Mises:

The essential characteristic of West
ern civilization that distinguishes it
from the arrested and· petrified civiliza
tions of the East was and is its concern
for freedom from the state. The history of
the West, from the age of the Greek city
state down to the present-day resistance
to socialism, is essentially the history of
the fight for liberty against the en
croachments of the officeholders.1

Freedom is of the greatest impor
tance to us for we have found
through the great American exper
iment that freedom provides the
best means through which to

Kenneth W. Ryker is the
Academic Dean of Northwood In'"
stitute of Texas, where he teaches
the philosophic basis of Ameri
can life and business and free
market economics. The author of
some two hundred articles and
several booklets, he lectures
widely on the philosophy of free
dom and the threats to individual
freedom in America today.

He is the Director of The Free
dom Education Center on the
campus of Northwood Institute;
Cedar Hill, Texas. The Center is
dedicated to promoting a better
understanding of the philosophy
of freedom and provides an ex
tensive repository of revisionist
historical material available to
freedom-oriented researche rs.

achieve whatever goals we set for
ourselves.

We Americans have a tendency to
believe that our freedoms are pro
tected by our· Constitution and its
Bill of Rights. This is dangerous
thinking for it dulls our sense of
vigilance .. Note the following words
of Judge Learned Hand:

Liberty lies in the hearts of men and
women; when it dies there, no constitu
tion, no law, no court can save it; no
constitution, no law, no court even can
do much to heip it.

Over a period of many years we
have observed liberty slowly dying
in the hearts of our people. The
inevitable consequence has been the
loss of countless freedoms,2 our Con-
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stitution notwithstanding. Mr. Ed
Hiles of Atlanta once wrote:

Freedom is not free and it must not be
taken for granted. It was won through
sacrifice and will be maintained only
through sacrifice. It can be lost-just as
surely, just as completely, and just as
permanently-tax By tax, subsidy by
subsidy, and regulation by regulation, as
it can be lost bullet by bullet, bomb by
bomb, or missile by missile.

If we are to preserve the blessings
of liberty to ourselves and our pos
terity, it is absolutely essential that
there be a new birth of freedom in
the hearts and minds of our people.

There is no way of knowing how
this might be achieved. It might
take the form of a great ((Crusade for
Freedom" led by a dynamic new
libertarian leader, as yet unknown.
Or perhaps as a result of the philos
ophy of freedom being presented in a
new, concise, easily understood form.

1. Freedom and Government:
Eternal Dichotomy

The supreme issue of our time is
whether government is to be the
master or the servant of the people.
We all know this question was sup
posedly settled nearly 200 years ago
with the American Revolution. But

"Freedom in a Nutshell,"
copyright by Dean Ryker, is here
presented in two installments.
Reprints are available as a 48
page booklet. They may be or
dered from The Foundation for
Economic Education, Irvington
on-Hudson, N.Y. 10533, at the fol
lowing rates:

2 copies $1.00
10 copies 4.00

100 or more, 25 cents each

here we are today concerned with
the issue again.

At the heart of the matter are the
different natures of man and gov
ernment. The nature of man is to be
free, or it might be said the nature of
man is individualism. Whereas the
nature of government is to
govern-to regulate-to control, or
we might say the nature of govern
ment is unity.

And there we have the eternal
conflict: individualism versus
unity-freedom versus regimenta
tion. It is vitally important to un
derstand that the natures of man
and government are diametrically
opposed!

What gets us into trouble is that
we lose sight of these contrary na
tures of man and government-and
we fail to see the fundamental prin
ciples involved. When we take our
eyes off basic principles we are at
sea without a rudder. Not having
basic criteria by which to gauge is
sues, we soon find the sphere of



1977 FREEDOM IN A NUTSHELL 521

individual liberty being compressed
smaller and smaller as the govern
mental ((cosmos" grows larger and
larger-and before long tyranny
looms on the horizon!

On the other hand, when we do
have a firm foundation based on
fundamental principles, apparently
complicated issues are simplified
solutions become crystal clear-as
we analyze them in the light of our
basic criteria.

2. Individual Rights

The indispensable foundation of a
free society is the principle of indi
vidual rights. The concept of rights
is the basis of individual morality
and is thus the foundation of a moral
society, society being nothing more
than a group of individuals.

A right is defined as ((a just and
proper claim," but it is more than
that. A right implies not only free
dom of action in the total absence of
coercion, but it implies freedom of
action even if coercion is present.
Thus, a right isn't lost, even if coer
cion appears.

Additionally, a right is freedom of
action morally without asking per
mission. If, to remain moral, the
person must first ask permission
from another, then he is in a state or
condition of privilege. If he may

morally act without permission,
then he has a right.

The concept of Natural Rights was
developed by John Locke in
seventeenth-century England and
found its way into our eighteenth
century political documents which
enumerated our basic human rights.
In order to document precisely what
these rights are, let us examine
some of the more important of these
basic documents of American liberty
in their order of development.

Declaration and Resolves of the
First Continental Congress, Oc
tober 14, 1774

... That the inhabitants of the English
colonies in North America, by the im
mutable laws of nature, the principles of
the English constitution, and the several
charters or compacts, have the following
RIGHTS:

Resolved ... That they are entitled to
life, liberty and property: and they have
never ceded to any foreign power what
ever, a right to dispose of either without
their consent.

Virginia Declaration of Rights,
June 12, 1776

. .. That all Men are by Nature equally
free and independent, and have certain
inherent Rights, of which, when they
enter into a State of Society, they cannot
by any Compact, deprive or divest their
Posterity; namely, the Enjoyment of Life
and Liberty, with the Means of acquiring
and possessing Property, and pursuing
and obtaining Happiness and Safety.
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Declaration of Independence,
July 4th, 1776

. . We hold these truths to be self
evident: that all men are created equal;
that they are endowed by their Creator,
with certain unalienable rights; that
among these are life, liberty, and the
pursuit of happiness. That to secure
these rights, governments are instituted
among men, deriving their just powers
from the consent of the governed; ...

Massachusetts Declaration of
Rights, October 25, 1780

All men are born free and equal, and
have certain natural, essential, and una
lienable rights; among which may be
reckoned the right of enjoying and de
fending their lives and liberties; that of
acquiring, possessing, and protecting
property; in fine, that of seeking and ob
taining their safety and happiness.

Bill ofRights, December 15,1791

Article V. No person shall ... be de
prived of life, liberty, or property, with
out due process of law; nor shall property
be taken for public use, without just com
pensation.

As we have just observed, our
basic American documents ofliberty
clearly define our rights. The com
mon thread running through the
above preambles has been sum
marized by Justice Sutherland of
the Supreme Court as follows:

The individual has three rights,
equally sacred from arbitrary interfer
ence [from government]: the right to life,
the right to his liberty, the right to his

property. These three rights are so bound
together as to be essentially one right. To
give a man his life, but to deny him his
liberty, is to take from him all that
makes life worth living. To give him his
liberty, but to take from him the prop
erty which is the fruit and badge of his
liberty, is to still leave him a slave.3

Whether one attributes the source
of these rights to the Creator or to
Nature, the fact remains that man
naturally, clearly, and demonstra
bly possesses the rights to life, lib
erty, and property-and these are
his only rights!

Declarations, Constitutions, and
Bills of Rights do not guarantee
rights; they are merely codifications
of ideals and principles. If the ideals
are not truly believed and practiced
by the people, the documents be
come mere scraps. of paper. It is the
practice of the principles that is the
key to freedom!

3. Government

It has been shown that the Ameri
can position holds that each indi
vidual is born free with inherent
rights to his· life, the enjoyment of
liberty, and the ownership and con
trol of his property. To enjoy these
rights man seeks a way of life in
which he feels secure. He strives to
establish a society of stability and
order.
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Obviously, each person has the
right to defend his life, liberty and
property. A right is meaningless ifit
cannot be defended. It follows logi
cally that he may delegate this pro
tective and defensive function to an
agency which we call government.
As government thus derives its
powers from those delegated by the
individuals who create it, govern
ment cannot then possess any fun
damental powers or authority not
inherent in the individual.

Frederic Bastiat, brilliant French
political economist of a century ago,
beautifully expressed the relation
ship between man's rights and gov
ernment:

Life, liberty, and property do not exist
because men have made laws. On the
contrary, it was the fact that life, liberty,
and property existed beforehand that
caused men to make laws in the first
place.4

The sole purpose of government is
to protect life, liberty, and
property-to serve as a common de
fensive force for those from whom it
receives its delegated authority. In
short, the only legal and moral pur
pose of government is to prevent
injustice.

It is important to keep in mind
that, reduced to fundamentals, gov
ernment is purely and simply or
ganized force. After being brutalized
by it for centuries, man finally came
to realize that this organized force of
government would have to be lim-

ited and controlled ifhe were ever to
be really free.

This radical idea finally found ex
pression in the American Revolu
tion and the ensuing Constitution
and the Bill of Rights, limiting the
power of government being the
major purpose of both these docu
ments.

Defensive Force

Because government is force, and
force is inimical to man's nature and
best interests, to what must this use
of force be limited?

To defensive, never aggressive
force. To protection and defense of
life, liberty and property against
fraud, theft, murder-against dep
redation in general. In all other
things the collective force of gov
ernment must be constrained. Gov
ernment must not interfere in the
peaceful and creative pursuits of
man so long as he does not threaten
the life, liberty or property of
another. The philosophy of freedom
embodies the absence of coercion.

We know that each individual has
the right to protect his own life. It is
obvious that government police, as
his agents, exercise this delegated
function legitimately.

On the other hand, no individual
has the right to use force or coercion
to cause another to associate with
him, or sell to him or provide a
service for him. Thus it becomes
clear the collective force of govern-
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ment has no legitimate authority in
the so-call~dpublic accommodations
areas. The misnamed ttcivil rights"
laws are a perversion ofjustice and a
clear example of illegitimate gov
ernment action.

To pursue this point further, the
terms ((civil" and (trights" are con-
tradictory. Rights are natural or in
herent in each individual and are
antecedent to government. We have
previously demonstrated the only
rights that any individual possesses
are those to life, liberty and prop
erty.

(tCivil" implies that government is
the source of rights. Government is
never the source of rights, but is
often the inhibitor of rights. Gov
ernment can, however, be the source
of privileges, and this is what t(civil
rights" really are: special privileges
made possible for some through gov
ernment infringement onthe rights
of others.

How Government Grows

What causes government to en
gage in activities not properly its
function? Because through force, or
the threat of force, people can be
made to act in a way they would not
act voluntarily, or they can be made
to pay for something they would
otherwise not willingly subsidize.

In any society there are always
those who want to impose their will
on others. If such people are able to
seize political power, they can use

government, the agency of coercion,
to achieve their goals.

This perversion is made possible
when people lose sight of the proper
function and scope of government.
The only alternative to to
talitarianism as an end result is an
informed citizenry, intent on limit
ing government to its proper role:
the protection of life, liberty and
property.

In addition, there are those who
believe that if government does not
take the initiative in a particular
sector, no action will be taken. This
may be true in some instances and
false in others.

If willing individuals, exercising
their own free choice, do not wish to
undertake or support a particular
activity, it probably should not be
attempted. The absence of demand
indicates the inadvisability of the
project. When government must be
used to initiate the endeavor, it
means people would not do so of
their own free choice, and are there
fore, forced to act against their
wishes.

On the other hand, the thousands
of voluntary organizations and as
sociations, charities, hospitals, and
millions of individual enterprises in
the market place, with the resultant
high standard of living thus enjoyed,
is proof that government force is not
a positive factor in man's progress.
Rather, it is most definitely a nega
tive factor, inhibiting progress in
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every instance where it interferes
with the creative efforts of man.

Consider those countries of the
world where government exercises
the greatest degree of control over
the lives of its people; there you will
find stagnation, poverty and discon
tent.

Then examine the countries
where government intervenes least
in the creative affairs of its people,
and there you will find the highest
degree of progress, prosperity and
contentment.

Because we live in a republic
which uses the democratic process to
choose elected representatives and
enact laws, there is a tendency to
believe something is right for gov
ernment to do simply because ((we
voted for it."

Right or Wrong?

The fact that a majority of a vot
ing group chose a particular course
of action has no relationship to its
rightness or wrongness. An action is
right or wrong on principle. No
moral absolution takes place in a
majority vote for an immoral act.

This matter is so important it
should be restated: A majority vote
never determines whether an act is
right or wrong-only whether it is
legal or illegal. Any act that is il
legitimate for an individual is il
legitimate for government!

Over a hundred years 'ago when
France was moving toward

socialism as America is today, the
French political economist, Frederic
Bastiat, wrote an essay on ((The
State" in which he clearly outlined
the process now in vogue for some to
live at the expense of others:

The oppressor no longer acts directly
by his own force on the oppressed. No,
our conscience has become too fastidious
for that. There are still, to be sure, the
oppressor and his victim, but between
them is placed an intermediary, the
state, that is the law itself. What is
better fitted to silence our scruples
and-what is perhaps considered even
more important-to overcome all resis
tance? Hence, all of us, with whatever
claim, under one pretext or another, ad
dress the state. We say to it: ttl do not
find that there is a satisfactory propor
tion between my enjoyments and my
labor. I should like very much to take a
little from the property of others to es
tablish the desired equilibrium. But that
is dangerous. Could you not make it a
little easier? Could you not find me a
good job in the civil service or hinder the
industry of my competitors or, still bet
ter, give me an interest-free loan of the
capital you have taken from its rightful
owners or educate my children at the
public expense or grant me incentive
subsidies or assure my well-being when I
shall be fifty years old? By this means I
shall reach my goal in all good con
science, for the law itself will have acted
for me, and I shall have all the advan
tages of plunder without enduring either
the risks or the odium."

As, on the other hand, it is certain that
we all address some such request to the
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state, and, on the other hand, it is a
well-established fact that the state can
not procure satisfaction for some without
adding to the labor of others, while
awaiting another definition of the state,
I believe myself entitled to give my own
here.... Here it is: The state is the great
fictitious entity by which everyone seeks to
live at the expense of everyone else. 5

Justice or Injustice?

Once government is permitted to
stray from its proper purpose
everyone will want to prosper at the
expense of others, and thus does
government become an. instrument
of injustice, rather than ofjustice.

In any society the lives, liberties
and property of all citizens are af
fected by their government. If the
government acts in any way except
to protect these rights, it automat
ically becomes a violator of these
rights. Such a government is obvi
ously unjust.

There is a very simple way to test
whether government has become an
instrument of injustice. If govern
ment taxes away the fruits of labor
of some and gives it to others to
whom it does not belong, that gov
ernment has become an instrument
of injustice.

If government policies benefit one
group of the citizenry at the expense
of others, that government is per
verted.

The tragedy of such perversion is
that such practices mushroom. The
special interest groups multiply

rapidly, each demanding their
Hshare" of the plunder. The inevita
ble consequences are greatly in
creased taxation, in the direction of
total" confiscation of property by the
state, and inflation, the ~~cruelest

tax of all."
When a government becomes an

instrument of injustice, its people
are in very real danger ofultimately
losing all their liberties, as all ac
tions of government are considered
just and right simply because they
are acts of the government.

Those who raise their voices in
warning are labeled Hreactionaries,"
~~subversives," or at the very least,
Hextremists." Those who thus at
tempt to defend their lives, liberties
and property from plunder by the
state, become enemies of the
state-criminals.

When government is observed in
fringing upon the liberties and
property of some for the benefit of
one special group, other special
interest groups will soon organize
political organizations and lobbies
seeking special plunder for their
group.

As a consequence today we ob
serve the seats of government at all
levels overrun by these special
interest groups seeking ordinances
and legislation to enable them to
participate in the plunder.

Man's rights are endangered from
only two sources: criminals and gov
ernment!
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In the early paragraphs of the
Declaration of Independence we
read:

... to secure these rights, governments
are instituted among men, deriving their
just powers from the consent of the gov
erned ...

~~To secure these rights" means it
is the purpose of government to pro
tect man's rights to life, liberty and
property from those who would
threaten them: criminals.

We hear a great deal these days
about certain Hrights." There are
claims that we have a right to medi
cal care; a right to full employment;
a right to decent housing; a right to
public accommodations; a right to a
~~living wage," and on and on ad
infinitum, ad nauseum.

Such claims are not rights; they
would impose obligations on others
for each implies others will be forced
to provide the medical care, the jobs,
the housing, and so on. The only way
this can be achieved is by confisca
tion of the property of others to pay
for such privileges.

Coercion is destructive by its very
nature, consequently nothing pro
gressive can possibly come from its
use to achieve ends. Government's
only means for the achievement of
ends is through coercion; govern
ment is force; government is coer
cion!

In providing privileges for some at
the expense of others government,

which is instituted to protect our
liberties and property, becomes the
violator of these rights.

Freedom exists only in an absence
of coercion. Freedom implies free
choice, voluntarism, willingness.
Freedom can exist only in a just
society. But justice exists only in the
absence of injustice!

Freedom can exist only where
government is restricted to its only
true purpose-defense of life, liberty
and property-acting to prevent in
justice and thus preserving justice.

Like justice, freedom is a negative
condition. It is a state which exists
in the absence of coercion or moles
tation, when no individual coerces
or molests another.

When any .person uses coercion or
the threat of coercion to impose his
will or point of view on another
person, freedom is abolished!

4. The Economy

The fundamental economic ques
tion to be answered in any society is
~~Who is to get how much of what?"
The competing answers to that
question are embodied in the
ideological struggles in which we
find ourselves engaged today.

There really are only three ways
to answer this fundamental ques
tion. Dr. F. A. Harper analyzed
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these in his book, Liberty: A Path To
Its Recovery, as follows:

1. Each person may have whatever
he can grab.

2. Some person other than the one
who produces the goods and ser
vices may decide who shall have
the right of pOSJ'ession or use.

3. Each person may be allowed to
have whatever he produces.

These three methods cover all the
possibilities; there are no others.6

The first is readily recognized as
the law of the jungle; the second is
that utilized by all authoritarian
systems, while the third is the only
method consistent with individual
freedom.

((Who is to have how much of
what?" That is the question. Com
munism has an answer, as does Na
tional Socialism and Fascism. The
Fabians and Democratic Socialists
think they have the answer. But
when all these systems are
analyzed, they come out the same,
differing only in degree: The State
will determine who is to get how
much of what! This obviously means
the economic questions will be an
swered by force and coercion.

But there is a better way: let the
free market, willing exchange, pro
fit and loss system determine what
will be produced and in what quan
tity; who will produce it for what
compensation; and who will receive
it at what price.

There are really only two choices:
to answer the economic questions by
free choice-or by coercion!

5. Capitalism

The system of economic organiza
tion under which our nation de
veloped and flourished is capitalism,
although it is known by many other
names such as free enterprise, indi
vidual enterprise, the market sys
tem, etc.

It developed gradually during the
Indus~rial Revolution and reached
it'S peak during the ((Century of
Progress"-1830-1930. Since the
turn of the century it has been under
constant attack by those who would
change the system, for whatever
reason, from one of private control to
one of political control, so that today
it bears slight resemblance to the
system under which the material
welfare of our people expanded
eight-fold.7

The fantastic standard of living
enjoyed by our people has been the
direct result of this market system,
in spite of tremendous handicaps
imposed upon it by stifling govern
ment intervention.

All the major economic problems
we have experienced can be traced
directly to government intervention
in the market, including depres-
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sions, unemployment, surpluses,
shortages, high prices, and many
more. The way government causes
such problems will be touched on
later.

Yet in spite of the interventions of
government in the economic affairs
of our people, capitalism is the most
just, the most equitable, the most
productive, the most moral-and the
only economic system compatible
with individual liberty.

Congressman Philip M. Crane of
Illinois has stated, ((Capitalism is, in
its simplest imperative, freedom
applied to economics."

That simple sentence states quite
clearly why capitalism is the best
economic system and why we must
return to it! ®

-FOOTNOTES-

lLudwig von Mises, The Ultimate Founda
tion ofEconomic Science (Princeton: Van Nos
trand, 1962), p. 98.

2Leonard E. Read, et aI, Cliches ofSocialism
(lrvington-on-Hudson: Foundation for Eco
nomic Education, 1970), pp. 92-96.

3Quoted in Dean Russell, "Basis of Liberty,"
Rockford (Illinois) Morning Star, January 7,
1962.

4Frederic Bastiat, The Law (lrvington-on
Hudson: Foundation for Economic Education,
1961), p. 6.

5Frederic Bastiat, Selected Essays on Politi
cal Economy (Princeton: D. Van Nostrand
Company, 1964), p. 143.

6F. A. Harper, Liberty: A Path To Its Recov
ery (Irvington-on-Hudson: Foundation for
Economic Education, 1949), p. 28.

7Dean Russell, "Economic Growth," The
Freeman, (April 1963), p. 28.

Editor's Note-This article will be
concluded next month with a discus
sion of the three major components
of the individual enterprise system:
private property, the free market,
and the profit motive.



Morris C. Shumiatcher

WHETHER we like it or not, every
society must have a nucleus-an es
tablishment, if you will. Without it,
wrote William Butler Yeats:

~~Things fall apart; the centre
cannot hold;
Mere anarchy is loosed upon the
world."

But the world does not· disinte
grate of its own accord. It is the
individual who first breaks down
and, losing faith in himself, falls
apart. I sense that the personal dis
satisfactions and the vagrant, dis
ruptive forces that agitate and gen
erate strong currents of dissident
opinion and aberrant conduct in our
country today flow from the loss of

Dr. Shumiatcher is a prominent lawyer in Regina,
Saskatchewan, well known as a lecturer, writer,
defender of freedom.
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confidence of men and women of
intelligence, learning and experi
ence, in their own judgment and in
their own ability to lead.

No nation can long survive with
out a genuine establishment that is
nourished by the innovative, the in
ventive and the energetic, and that
is tempered by the sensitive, the
conscientious and the compassion
ate. No individual will find the
polestar by which to guide his steps
except in the standards of excellence
that men and women of high pur
pose and good will adopt, and ac
cording to which they perform their
public duties and live their private
lives.

If you choose to march to the beat
of your own drummer and to no
other, you must be sure you are a
skilled and gifted percussionist. If
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you lack the gift of rhythm it is
better to listen to the music of a
virtuoso.

I'm reminded of the true estab
lishment conceived by the ancient
Hebrews. It is said (and still be
lieved by many) that the destiny of
the whole world rests upon the
shoulders of thirty-six just men
whom God chooses in each genera
tion to assure that right and justice
prevail on earth. They are the
Lamed-Vau Tzadikim-the thirty
six saints-the men who serve as
the conscience of all mankind. They
are the touchstone of reason and
human understanding.

Upon their influence and good
works depends the future of the
world. These are the nameless ones.
No one knows who they are. The
identity ofthe thirty-six is concealed
from the world. So modestly do they
live their lives, it is concealed even
from the thirty-six just men them
selves.

When the world has great need for
their counsel and their heroism,
they appear and act out their ap
pointed role of rescuing mankind
from disaster. And after their work
is done, they vanish from the scene
as mysteriously as they came, their
identity still unrevealed.

Who are the thirty-six just men?
Noone really knows. You may be
one of them. Or I. We shall never
know.

But ifyou believe that you may be

a Lamed-Vau, that belief of itself
will move you, each day, to act more
justly, in your own world, in your
own way and in your own place. The
light of the just will be reflected in
the multi-faceted actions of your
day. Ifyou are able to achieve that
small miracle, then you will be tak
ing upon your shoulders the respon
sibility to shape the destiny of the
world in the image of the just. The
world and all who inhabit it will
then, one day in turn, reflect the
image of perfect truth and absolute
justice. That is the hallmark of
man's authentic establishment-the
pedigree of a nation's true elite.

How may we recognize the cre
dentials of the members of that
small, select band?

The thirty-six are the men whose
curiosity impels them to acquire
knowledge, whose compassion
brings to them the gift of under
standing, whose conscience moves
them to accept the burdens of injus
tice and whose strength enables
them to resist and take up arms
against it.

They are the exceptional people of
the age. They are the members of
the establishment who prevent
things from falling apart, who hold
the centre fast, who assure that
order and not anarchy rule the
world.

Who, then, would not be one of the
just? i
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Ruth Dazey

A RECENT SHOWING of a World
War II movie dramatized an episode
in which Admiral Bull Halsey
(James Cagney) said that there were
three things he felt sure about: it's
better to tell the truth than to lie;
it's better to know than to be ignor
ant; and it's better to be free than to
be enslaved.

Today, it's common knowledge
that tall tales are told by men in
high office. The rest of us are begin
ning to suspect that although we
may have been ignorant, we're not
stupid. Every person will agree that
freedom for him is better than slav
ery, yet every-day freedom for every
man escapes us as nearly every
segment of leadership in the country

Ruth Dazey, one of the founders of the Freedom
School in Colorado, is former editor of the Ram
part Journal and LeFevre's Journal.
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continues to genuflect and practice
rites of sacrifice at the altar of the
state. Many seek solace and en
lightenment in traditional or exotic
religious pursuits, but the means by
which the ((kingdom of God" shall
manifest on earth are still obscured
in the mists of economic ignorance.
.f>erhaps it is axiomatic that a free
society can never flourish, let alone
exist, so long as some men, however
well-intentioned, impose their idea
of the good upon others.

What are the prospects for
change? Dr. Robert P. Merkle,
executive director of Christian
Counseling Service, tells us, ((We
alter our Iives by discovering the
principles underlying our experi
ences. Through such understanding,
we are free to change how we look at
things and how we act." ((The man
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who knows what freedom means
will find a way to be free," as,sures
Robert LeFevre.

Freedom-oriented discoveries in
both praxeology and psychology ap
pear to move in undeviating paral
lel lines, with little cross-com
munication despite similar phe
nomena which can be correlated.
One ground in common is a basic
respect for the human attribute of
choice and the resulting preference
for non-interference in the individ
ual's exercise of his choices. What,
then, seems to prevent an increase
in mutual awareness and communi
cation?

One instance in which most
psychology appears sharply at odds
with the developing freedom philos
ophy is the issue of competition in a
free society.

A Fact of Nature

Is competition a natural phe
nomenon observable in the conduct
of choice-making individuals re
sponding to their own value judg
ments, or is it artificially induced
from a mistaken view of the nature
of man? In his seminars on the phi
losophy of freedom, Robert LeFevre
says he's been told that we've all got
to work together, to strive for the
brotherhood of man. His reply:
((Brotherhood? You may be for it or
against it, but whether you like it or
not, on planet earth it's.a fact of
life!" Is competition a matter of fact

that awaits intelligent recognition,
or is it a way of behaving that
should be encouraged or abandoned?

Thomas Hora, M.D., director of
the New York Institute of Meta
psychiatry, in his book, In Quest of
Wholeness, says, ((In a society where
competitiveness is over-emphasized
. . . the mental climate tends to
become cruel and nihilating. In such
a culture, interhuman communion
is made difficult and love impossi
ble. Jealousies, power struggles,
greed and mutual competitive nega
tions alienate people from each
other and lead to progressive disin
tegration of social life and corres
ponding increases in mental ill
ness."

The comment in itself does not in
validate competition, for Dr. Hora
uses the term over-emphasized.
However, in today's climate of opin
ion, it is likely that in this state
ment readers will find confirma
tion of the view that competition
per se is ((bad" and should be
eliminated.

What Is Competition?

Let's examine the meaning of the
phenomenon of competition, its
fruits, and the presently known al
ternatives. If we are able to discern
a useful function for competition in
a wholesome climate, then we can
differentiate between its reality and
the distortions clouding it by virtu
ous men who do not as yet under-
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stand it and by business leaders who
are vying for preferential treatment
from government.

What is competition? Competition
appears to be a means whereby men
strive to satisfy human wants. Pro
ponents believe it has the effect of
satisfying men's wants efficiently,
with a maximum opportunity for
choice. Opponents view it as detri
mental to harmonious life, respect
ing both the competitor and the so
cial climate in which it appears.

One dictionary defines the concept:
Compete: to contend emulously; to con
tend in rivalry, as for a prize or in
business.

Emulous: ambitious to equal another;
also characterized by, or due to, emula
tion. Obsol., jealously rivaling.

Emulation: ambition or endeavor to
equal or excel; rivalry.

Emulate: to strive to equal or excel; to
rival.

Competition: (1) act of competing; emul
ous contest; rivalry. (2) Contest between
rivals; a match. (3) The effect of two or
more parties, acting independently, to
secure the custom of a third party by
offering most favorable terms.

Another dictionary: Compete: to strive or
contend with another or others, as for a
profit or a prize; vie.

Emulate: conscious imitation of excel
lence.

Rival: attempt to reach the same level of
proficiency or recognition as another; to
equal or surpass.

Competition: (1) a striving or vying with
another or others for profit, prize, posi
tion, or the necessities of life; rivalry. (2)
A contest, match, or other trial of skill or
ability. (3) The rivalry between two or
more. businesses striving for the same
customer or market.

The Drive to Excel

How does competition operate in
the life of an individual? In existen
tial psychology it is claimed that the
person who evaluates himself on the
basis of how his personality, perfor
mance, or possessions measure up to
what others appear to be, do, or
have, is functioning with an unsta
ble, stress-producing outlook. Con
stant comparing, measuring, cate
gorizing: opinions as to good/bad,
better/worse, richer/poorer, can pro
duce malfunction. Yet, is a discon
tent with what is, always dysfunc
tional? Is there a place for emula
tion, for a more beautiful expres
sion?

A violinist keeps practicing. If he
has not heard a Heifetz, possibly he
will not seek to emulate (equal or
surpass). Perhaps there are different
elements linked together in the
word emulate: (1) to confirm one's
self-worth, to prove one's value as
~~superior to" or ~~inferior to"
another, and (2) to excel, to express
greater virtuosity, to let one's light
shine more brightly. In metaphysi
cal terms, is not the conscious imita
tion ofexcellence a way ofpracticing
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the presence, of leading us from the
unreal to the real?

So it would seem that there is a
beneficial factor to the concept emu
late. What about to contend emu
lously?

For those who seek a non-dualistic
perspective, it is laughable to con..
sider any requirement for, or reality
to, a state of contention of one per
son with another. Two rivers flow
into the Atlantic. Is the ocean con
cerned with the names, width, rates
of flow, of the two channels from
which water merges with it? And it
may be just as incomprehensible,
from such a perspective, that a per
son would want tocontend~rcould
benefit by contending-with himself
to better past performance.

Yet it is observable in the lives of
men of some accomplishment that a
quality of well-being suffuses the
consciousness of the individual who
((betters his own' score." Possibly he
is functioning at a level where what
he does looms high on his. scale of
values, but it is also observable that
there are fruits in the course of his
life which have· markedly benefited
the outlook and life experiences of
others.

Perhaps a key here might be the
quality of consciousness existing
during each task fulfillment. Ifjoy is
experienced within the process· and
culmination, the experience can be
considered wholesome; if self
criticism, anxiety, and despair, or

pride in lording it over another,
mark the process and the ((final
judgment," these reactions speak for
themselves.

Is this to say, then, that discon
tent with one's own performance is a
healthy phenomenon? Once again, it
would seem to depend on the outlook
of the performer. To be satisfied in
the smug sense, to be confirmed as
to one's worth,may be comfortable
but it isn't necessarily wholesome.
To be free to survey one's handiwork
and find pleasure in it and yet to be
aware of the boundless possibilities
ever available although not always
achievable, could perhaps be de
scribed as a ((divine" discontent, as
evidence of a healthy perspective.

The Blessings of Trade

How does competition operate in
human exchanges? Let's look at the
areas of· Hpower struggles, 'greed,
and mutual competitive negations"
mentioned by Dr. Hora as they ((lead
to progressive disintegration of so
ciallife...."

All men seek those goods which
serve to satisfy human desires.
Human desires range from items
necessary for survival (foo,d, cloth
ing, shelter) to items which satisfy
esthetic values (musical instru
ments, cameras, .flowers, theater
tickets, sunbathing, companionship,
privacy, and the like). No two
human beings can value anything
exactly alike; an individual's value
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system is as uniquely his as his
ability to swallow, digest, or
breathe.

There are three known ways a
man can satisfy these desires: (1) he
can produce and consume the goods
sought by applying his own human
energy to natural resources; (2) he
can steal the goods which others
own or have produced; (3) he can
trade-giving something for some
thing.

The impracticality and immoral
ity of existing by means of stealth
and theft are taken for granted by
((civilized men," but it is interesting
to note that only a few have thus far
discovered the phenomenology of
stealing so prevalent yet so effec
tively camouflaged in our culture.
(It was a nineteenth-century French
man, Frederic Bastiat, who appro
priately labeled taxation as ((legal
plunder.")

The first way also has readily dis
cernible drawbacks. No man, as we
know him today, is totally self
sufficient; just his own production is
insufficient for long-term survival.
Also, it is observable that men pro
duce surpluses. Even though a man
does not have everything he needs
for survival, acting independently of
all other men he may catch more
fish than he knows what to do with
while at the same time he is freezing
to death because of lack of clothing
or shelter. He can give away his
surplus production, but how does he

determine to whom and how much?
How will he and the recipients fare
at the hands of the have-nots? He
does have recourse to the third al
ternative; he can use the surplus as
a means of acquiring things he is not
able to produce, and every other
man has this same option and thus
most will respect his participation in
the third alternative inasmuch as
they also want the same benefits for
themselves.

No two human beings can'
value anything exactly
alike; an individual's val
ue system is as uniquely
his as his ability to swal
low, digest, or breathe.

For any trade to occur, not only
are objects exchanged but there is
an accompanying process. The sub
jective view of each participant de
termines whether the exchange will
occur, and on what basis. Ifhe wants
to keep what he has (what he has
produced,or acquired), then no
trade occurs. If he wants what
another has produced, or acquired,
then he must be willing to offer
some of what he has. How will he
know how much to offer?

The market is the means by which
men satisfy varying values which
are dependent upon some associa
tion or contact with others. The
market is any place at any point in



1977 COMPETITION: BANE OR BLESSING? 537

time where one or more producers
and seekers get together. Where
there are no scarcities~ no market
exists. Men value items which are in
scarce supply. Five minutes after a
full meal, a man will smilingly re
fuse to buy a $5.00 dinner even if
offered at a bargain price of$1.50. A
wealthy man marooned on an island
might be eager to pay $1,000 for a
hamburger.

Trying to Serve Best

Competition is a means whereby
producers vie to satisfy the wants of
customers. Whatever their motiva
tion, to be successful they must
satisfy the wants of their customers
or the latter will not buy. ~~Assum

ing a free market in which custom
ers can express their preferences,
the businessman can hope for suc
cess only by superior performance
which pleases customers. If he fails
to please them, they will patronize
his competitor. Hence, he must al
ways be engaged in seeking to im
prove his product and to lower its
price at the same time he makes his
service better. Only by doing these
things can he win customers, who
are always free to forsake him."
(Robert LeFevre, This Bread Is
Mine, pp. 270-271.)

The customer may use poor judg
ment, his values may need re
examination, but in a free market
he is free to decide.

The competitive process also ap-

pears to be beneficial because the
presentation of bids for items in
scarce supply (goods valued by some
or many men) enables bidders and
suppliers to find out what useful
price can be determined upon, a dis
covery that facilitates the harmoni
ous exchange of desired items.

"Assuming a free market
in which customers I can
express their preferences,
the businesman can hope
for success only by supe
rior performance which
pleases customers. If he
fails to please them, they
will patronize his competi
tor. "

Robert LeFevre

If we do not appreciate (under
stand) this process, if we focus our
attention solely on the manifest
gain of the big producer (ignoring
what is on the plate of the satisfied
buyer), then we suppose erroneously
that the man who makes a lot of
dollars from production is profiting
~~unfairly." But in any uncoerced
trade, both parties to the exchange
benefit. By benefit is meant the
satisfying of values of both buyer
and seller at the particular moment
of sale. No third party can correctly
evaluate the terms of the sale; the
mutually agreed upon price is evi
dence that the subjective values of
both buyer and seller have been
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satisfied. Thus, a fair price is what
ever satisfies buyer and seller at the
moment the sale is consummated by
the exchange of something for some
thing, if no force is interjected. The
amount of ~~something" is not the
consideration; a seller may· consider
a smile to be sufficient payment.

The Market Price

In a wholesome community,
would the seller offer his goods for as
little as possible, so as to benefit the
buyer? Would this be the ~~Christian

thing to do"? .... the doing unto
others . . .? Might it indicate doubt
as to the buyer's ability to attract
generous prices for his output? Does
the seller· also have other values he
seeks to satisfy? Does he wish to
give his children music lessons;
would he like to have additional
children and make it possible for
them to have some. of the goods and
experiences that will enrich life for
them? Is it not· natural for him to
want as much as he can get, pro
vided he does not use force?

Is not payment for goods or ser
vices a natural avenue for the
ttgreaterabundance" that a man
may anticipate coming into his life
as a result of paying attention to the
highest values he knows? Will he
not be able to accumulate funds---to
save and invest? By investment-in
his own enterprise, or by savings
which in the economic mainsteam
are made available to others-will

not these capital accumulations
provide jobs and a more plentiful
supply of goods desired by others?
So, what is the criterion for a whole
some man setting the price of his
goods? Competition serves the pur
pose of revealing what price he can
honestly get for his production, re
gardless of production costs.

It is at this point that opponents of
competition say, t1t's all very well to
talk about competition as being a
beneficial process, but you know
perfectly well that the big operators
will conspire to set. prices and will
drive the little fellow out of busi
ness." But in this they are confusing
attempts to contaminate competi
tion with competition itself.

Studies indicate that despite pre
valent illusions, harmful competi
tion occurs only in those instances
where force (legal or· illegal) is in
troduced to weight the scale on one
or the other side of the agreement to
buy and to sell. Presumed to be
men's defense against ttunfair com
petition," in reality government is
the c1ub wielded to protect indus
trial giants from the beneficial
interplay of competition.

News media report· from time to
time that one or another· major cor
poration is under fire from the gov
ernment; but a look behind the
scenes reveals that whereas one of
the favorites may be out of favor,
political patronage and special
privilege still flow to· the corporate
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and union dynasties which pay
homage to the particular party or
politician in power. Laws, actively
promoted and supported, continue to
provide immunity from the natural
give and take of a freedom-oriented
market place, so that an economic
way of life nominally ~~free enter
prise" is but a hollow mockery of
laissez-faire, where ~~the buyer is
king."

In a free market, even though
greed may cause men to seek ~~out

rageously high" prices, the function
of competition offsets the greed, for
the ~~too greedy" man will eventu
ally price himself out of the market.

If the big producers join forces to
undercut the little producer and he
fails, and then they jack up the
price, new competition is ready to
enter the market place-not only
direct competition for the product,
but indirect competition for the
buyer's available dollars. Any evi
dence in the free market that some
men are making rich profits always
draws attention to the possibility of
goods being supplied more cheaply
yet profitably. Thus, new producers
emerge and attract buyers from the
giant operators.

Again, the problem occurs when
greedy men, not content with the
functioning ofnatural competition
the vying of sellers to attract buyers
to their products-seek to secure spe
cial privilege for themselves by turn
ing to the monopoly of force in the

community (government) and get
ting special contracts, tariffs, trade
restrictions, or other impingements
on the natural functions of men as
they bargain freely to exchange, to
their mutual satisfaction, their ener
gy, goods, or capital accumulations.

. . . what is the criterion
for a wholesome man set
ting the price of his goods?
Competition serves the
purpose of revealing what
price he can honestly get
for his production, regard
less of production costs.

The Use of Force

But we have not yet accustomed
ourselves to see and understand the
features of all political decisions:
uses of force, sanctified by custom
and ignorance, ends justifying the
means. (For those who of their own
volition support a particular politi
cal program, their wills are not vio
lated; but freedom means more than
being out from under the control of
another; it also means refusing to
coerce others, regardless of the
worth we attach to the effect
sought.) Being fearful ofthe greed in
others, we support a process
whereby the greed for dollars or for
power is enshrined, immune from
the disciplines inherent when choices
are unimpaired.

It is evident that today men are
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fearful of freedom; we fear what we
do not understand. Perhaps it is
time to r.ediscover what earlier
economists observed in studying the
effects of laissez-faire. (1s it, then,
surprising that the early economists,
all religious men, marveled at their
epochal discovery of the harmony
pervading the free market and tend
ed to ascribe this beneficence to a
(hidden hand' or divine harmony?
It is easier for us to scoff at their
enthusiasm than to realize that it
does not detract from the validity
of their analysis. Conventional
writers charge, for example, that the
French (optimistic' school of the
nineteenth century were engaging
in a naive harmonielehre-a mysti
cal idea of a divinely ordained har
mony. But this charge ignores the
fact that the French optimists were
building on the very sound (wel
fare-economic' insight that volun
tary exchanges on the free market
conduce harmoniously to the benefit
of all." (Murray N. Rothbard, Man,
Economy, and State, pp. 922-3.)

Supporting the beneficial aspect
of a competitive free market are
these comments of twentieth
century economist W. A. Paton:
((The view that the free market is a
chaotic and noncooperative activity
may also be mentioned. Actually,
the truly free and keenly competi
tive market is a model of sensitive
adaptation, automatically, to the
ebb and flow of the attitudes, needs,

and varying circumstances of the
participants. It is anything but cha
otic. And its intricate maze of rela
tionships between producers and
customers presents the most re
markable example of cooperation,
without coercive direction or con
trol, to be found in human affairs."
(The Freeman, June, 1973.)

" ... the tru Iy free and
keenly competitive market
is a model of sensitive
adaptation, automatically,
to the ebb and flow of the
attitudes, needs, and vary
ing circumstances of the
participants. It is anything
but chaotic."

W. A. Paton

Since it appears that competition,
is a natural phenomenon observable
in the actions of choice-making in
dividuals, what mistaken concepts
have impeded more widespread dis
covery of this fact of life?

A Static World?

One false view might be that the
resources upon which men draw for
their sustenance are limited; that
there is a fixed amount of wealth in
the world and that men who have an
abundance of good things must,
therefore, own them at the expense
or loss of others.

An accompanying false view is
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that participants in human ex
change processes are either exploit
ers or the exploited; that since com
petition is baneful, those who partic
ipate ((successfully" either as owners
or as employees in the economic
mainstream are engaged in un
worthy procedures. Thus self
loathing develops and finds con
tinual confirmation from pulpit,
media, the business community,
schools, and the family circle. If a
man is made to believe that if he
breathes deeply he is taking air
away from others, every time he
moves swiftly and thus respondingly
breathes in more air, he will experi
ence self-contempt and frustration.
As he respQnds creatively to life, he
will be judged, by self and others, as
crass, materialistic, ignoble.

What viable alternative to compe
tition is there as a means of en
abling buyers and sellers to ex
change values freely on terms mu
tually agreeable at the moment of
sale?

Leave the Markets Alone

An Absurdity

If all men's values were exactly
alike, and could be predicted as to
time and amount, then it is conceiv
able that what is needed is an
((equitable division" of all the exist
ing worldly goods from moment to
moment. :But the absurdity of such a
proposal is readily apparent. To
((share and share alike" would re
quire the designation of certain men
as having the rightful power to de
termine what other men shall do or
have, or shall be prevented from
doing or having: a commitment to
the pathological view that only cer
tain men are wise enough to plan
and to direct the activities of all. By
letting each man be free to develop
his talents and to exchange the
products of his labor, we commit
ourselves to a climate of loving con
cern that never seeks to coerce and
that recognizes the right of each
man to be responsible for his own
choices and actions; to be individ
ually response-able to life. I

IDEAS ON

LIBERTY

CAPITALlSM is a viable economic system or it is not. An active policy of
government intervention in a free market business system is a contra
diction in terms. Trades of private property are either voluntary or they
are not; one cannot legislate the free market or create competition. To
have a free market the government must leave the markets alone; to
have the state make markets ufree" is again a contradiction in terms.

D.T. ARMENTANO, The Myths ofAntitrust



Phantom Profits
and the
Dissipation
of
Capital

Robert McBurney

How many daily decisions, involv
ing how much money, are based on
the information produced by ac
counting procedures and sum
marized on balance sheets and in
come statements? It is impossible to
even guess at such a number. We do
know that millions of private inves
tors, as well as businessmen, in
stitutions' financial analysts,
editors, attorneys, legislators, bu
reaucrats and others use this infor
mation for a multitude of purposes.
The news media grind out a con
stant barrage of propaganda about
private business, using published
financial statements as a primary
source of data. Legislatures con
struct laws, particularly tax laws,
guided by the same data.

Robert McBurney, C.P.A., is assistant professor,
Department of Economics and Business Administra
tion, North Carolina State University at Raleigh.
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The purpose of this paper is to
examine the effects of inflation on a
single accounting practice that
largely invalidates the net income
reported on financial statements of
most companies. In other words,
countless decisions are made every
day, including the horrendous busi
ness of structuring confiscatory tax
law, on the basis of misleading
numbers. This victim of inflation is
the accounting principle of calculat
ing depreciation based on historical
(original) cost.

This theory, in brief, is that an
expenditure for any asset (primarily
buildings and equipment) whose life
extends beyond one year requires
special treatment. That is, it is
necessary to allocate the original
cost of that asset over its estimated
useful life so that each year's opera
tions receive a proportionate charge
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or expense for the use of the asset.
This procedure creates a charge that
is analogous to rent paid for the use
of similar assets.

Monetary Stability

The concept of depreciation is
clearly rational and cannot be seri
ously. criticized in its theoretical
framework-which also, and most
importantly, assumes a stable
monetary unit. The validity of ac-.
counting results, insofar as depre
ciation is concerned, thus depends on
a monetary environment relatively
free of significant inflation or defla
tion. But we have, in fact, witnessed
persistent inflation for decades. How
does this monetary instability affect
accounting conclusions? It is obvious
that the magnitude of the invest
ment in depreciable assets and their
estimated length of useful service
are critical factors. In most of our
industry today, such investment in
long-lived assets is tremendous.
Thus, the related depreciation ac
counting is economically fallacious.

Let's consider a very simple
example. Suppose that in 1960 a
company invested $10 million in a
building whose life was estimated at
40 years for accounting purposes.
This meant an annual depreciation
of $250,000. Assume the replace
ment cost of the building today is
estimated at $20 million, which is
~~inflation" of only slightly over 4%
annually. What should the deprecia-

tion be at today's cost? If the com
pany had been renting the building,
the rent charge would be much
higher today than in 1960, yet the
depreciation remains at the same
1960 level and will continue at that
amount until the year 2000. The
problem, of course, like so many of
our difficulties, is caused by infla
tion.

For illustration of this adverse
impact of inflation, let us assume
that the $250,000 depreciation al
lowance is equal to· 5 per cent of the
total yearly income of the company
and that net earnings before income
taxes are $1 million. If income taxes
take $500,000, this leaves $500,000
for .stockholders either as dividends
or for reinvestment in the business.
However, if the depreciation is
based on replacement cost and is
thus doubled to $500,000 a year,
only $750,000 will be "left for taxes,
dividends and reinvestment.

A Cost to be Paid

It seems reasonably clear that the
full depreciation on replacement
cost is an expense that someone will
have to stand. Will it be covered by a
reduction in the taxes of the com
pany? Or will it continue to be borne
entirely by stockholders? Upon the
answer depends the life of that com
pany and the lives of the savers
behind it. But it is certain that the
inadequate allowance for deprecia
tion now appearing on the books
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results in higher taxes and the dis
sipation of capital.

Although this example is poin
tedly oversimplified, it nevertheless
illustrates the essence of the prob
lem. United States industry is not
now able to replace its capital assets
under present dep:r:eciation account
ing and increasing price levels.
Thus, many financial statements
grossly overstate profits~ Of course,
the accounting profession has long
been aware of this and continually
proposes adjustments. Congress has
thus far refused to allow the neces
sary corrections in accounting
techniques for tax purposes. To do so
would obviously reduce corporate
profits and corporate taxes. This ad
justment would largely negate the
windfall taxes generated by infla
tion policy. But as we can see, such
taxes are in effect consuming capital
at a rapid rate, which must ulti
mately result in decreasing produc
tivity and an ever-lower standard of
living for all. Perhaps we have al
ready reached this point in the
United States.

This is not to suggest that the

ravages of inflation on the economy
can be cured by any mere change in
accounting techniques. But it. does
suggest that inflation has incapaci
tated the business compass of
profit-and-loss accounting. Thus far,
most of the discussion within the
accounting profession has centered
on how to change accounting prac
tices to accommodate increasing
price levels. This approach will re
quire a constant stream of opinions
and endless accounting adjust
ments. In the final analysis, such
efforts will be fruitless.

What is the prospect? The lesson
of England seems clear enough. Our
industry may also become impotent
with worn-out, obsolete equipment.
The replacement capital will have
long since been dissipated by the
government to finance various wel
fare and pump-priming programs.
Our course is clear. All of us, and
especially the accounting profession,
must devote our full energy and
imagination toward curbing the
government's inflationary monetary
policy. @

IDEAS ON

LIBERTY

The Greatest Tyranny

THE greatest tyranny has the smallest beginnings. From precedents
overlooked, from remonstrances despised, from grievances treated with
ridicule, from powerless men oppressed with impunity and overbearing
men tolerated with complacence, springs the tyrannical usage which
generations of wise and good men may hereafter perceive and lament
and resist in vain.

An 1846 editorial, The London Times
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9. Germany: Ideology Contends
for Power 1918-1930

~~By their fruits ye shall know
them," Scripture says. By contrast,
ideologists contend that by their in
tentions you must distinguish
among them. It is crucial to under
stand this mode of thinking as it is
practiced, particularly by socialist
ideologues. The idea that has the
world in its grip gains adher
ents, spreads, and tightens its hold
because of the alleged good inten
tions of its believers. The results of

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around
the world.

the idea are everywhere destructive,
the degree of the destruction de
pending mainly on the extent of the
application. But this is obscured so
far as possible behind a smokescreen
of good intentions.

If the methods of operation of
Adolf Hitler in Nazi Germany and
of Joseph Stalin (or Nikolai Lenin
or Malenkov) are compared, as they
will be at a later point, it can be
shown that their differences were
insignificant alongside their
similarities. They are differences
such as there may be between the
Communist penchant for the shot in
the back of the neck or death by

545
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exposure in the frozen· north and the
Nazi preference for execution by
poison gas. Yet Nazis and Com
munists are generally held to be
quite different species, the Nazi be
havior having been beyond the pale
while we must learn to live with
Communists. Their differences are
supposed to be somehow decisive.

How Different?

What are these differences? Let us
go to what is supposed to be the nub
of the matter at once. The Nazis, it is
said, were racists, anti-Semitic, and
sought to destroy the Jewish people.
Grant the point, for the weight of
the evidence is overwhelming that
this was the case. But what of the
Communists of the Soviet Union?
Have they not persecuted and at
tempted to destroy the Jews in their
own way? The point here is not so
readily granted, for it is generally
believed that some distinctions are
in order, and perhaps they are. At
any rate, let us make some.

In the first place, J ews have not
been the only ones, or even the main
ones, persecuted in the Soviet Union.
A case could be made that Com
munists do not discriminate on the
basis of race or nationality those
whom they persecute, though exam
ples could be given that would cast
doubt on this proposition. But, for
the sake of argument, let the state
ment stand, since members of every
race, nationality, religion, or ethnic

complexion have been persecuted by
the Communists. Mor~, some Jews
have been able to survive within the
Soviet Union. Some, who are techni
cally called Jews, have even pros
pered, been members of the Party,
and even sat in the counsels of the
government.

But at what price? In answering
this we come closer to the crux of the
matter. They had better not be
Zionists. If they are to prosper, they
must not practice the Hebrew reli
gion, even if they have an opportu
nity to do so. More, their chances of
succeeding would be greatly ad
vanced if they could somehow divest
themselves of every aspect of their
culture which might distinguish
them as Jews. In short, a Jew is
likely to succeed in the Soviet Union
to the extent that he is not a Jew.

It can be argued, of course, that
Soviet persecution of Jews is not
racial in origin. It is, instead, cul
tural. The Communists only wish to
wipe out Jewish culture, or what
might be called ~~Jewishness," not
Jews. That is a most interesting
distinction, one which would proba
bly have appealed to the Medieval
scholar, Duns Scotus (from whom we
derive the word Hdunce"), for he had
an especial liking for subtle distinc
tions.

The difficulty lies in the fact that
there is no such thing as ~~Jewish
ness." Hence, government cannot
act on it. It cannot be arrested,
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locked up, interrogated, tortured,
shot, or put in slave labor camps.
That can only be done to real beings,
and Communists have specialized in
doing it to people, even Jews.
Whether it would have comforted
Zinoviev, Kamanev, Trotsky, and
Bukharin (Communist leaders of
Jewish derivation put to death on
orders from Stalin) or thousands of
other Jews to learn that they were
not put to death because they were
Jews but because of their ((Jewish
ness" we have no way of knowing.

Communists do not admit that
they persecute Jews for their
((Jewishness," but there is no doubt
of the assault on the Hebrew reli
gion, on Zionism, or on aspects of
Jewish culture, and there is good
reason to believe that Jews have
suffered disproportionately for their
heterodoxy in a land that requires
orthodoxy. There comes a point
when intentions matter not in the
least; Zinoviev, Kamanev, Trotsky,
and Bukharin are just as dead as
they would have been had they died
in a Nazi gas chamber. They died
because they did not conform to
some pattern in the mind of Stalin.

Rooted in Socialism

Communism and Nazism have
common roots. The focus on Hitler's
racism and the playing down of
Soviet anti-((Jewishness" has helped
to obscure this fact. These common
roots are not only obscured but de-

nied by the claim that Communism
belongs to the ((left wing" and
Nazism to the Hright wing." Accord
ing to this terminology, they belong
to opposite ends of the political spec
trum. Writer after writer in book
after book employs these terms in
this way as if they applied to some
obvious actual state of affairs. What
they are doing, however, is prop
agating an illusion, an illusion
which in its day may have satisfied
the Nazis well enough and still
satisfies the Communists.

That Nazis and Communists were
usually political opponents is true,
but there is no reason to conclude
from that fact that they belonged on
opposite ends of the political spec
trum. The rivalry between brothers
in a family is often intense; it is not
even something new, for Cain slew
Abel. And Communism and Nazism
were brothers, or something of the
sort, under the skin.

The full name of the Nazi Party
was National Socialist German
Workers' Party. But was Hitler a
socialist? Clearly, opinions differ as
to the correct answer to this ques
tion. According to the Communist
Party line, he was not a socialist.
The weight of opinion of avowed
socialists, and their fellow travelers,
around the world has been that he
was not. Indeed, the gravamen of
the claim that he belongs to the
((right wing" is .that he was not a
socialist. Their desire to blame Hit-
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ler on something other than
socialism is understandable (he's
yours, not ours, they are saying), but
that is hardly reason to accept their
position.

Narrowly Nationalistic

Hitler claimed to be a national
socialist, in contrast to international
socialists. C(International," in Nazi
ideology, would refer both to Com
munism and to any socialism with
which Jews might be associated.)
But if we look at the realities in
stead of the claims, this distinction
tends to break down too. Hitler's
Germany was hardly more
nationalistic than Stalin's Russia,
with its virtually uncrossable bor
ders and chauvinistic appeals to the
people. Indeed, every socialist re
gime is nationalistic in cutting its
people off from trade and limiting
intercourse with nonsocialist coun
tries. Hitler's claim to being a
socialist should be acc;epted, but
since it is not generally, the demon
stration of it will have to occupy a
part of our attention.

The most direct way to determine
in what corner of the political spec
trum Nazism belongs may be to
change the terminology. Instead of
asking whether or not Hitler was a
socialist, it will be much more fruit
ful to ask whether or not he was a
collectivist. The answer to this can
be made without equivocation: Hit
ler was a collectivist. The Nazi

Party was collectivist. The purpose
of so many of the practices, forms,
and activities of the Nazis was
collectivist-the mass meetings, the
raised hand salute in unison, the
cries of ((Sieg Heil," the multitude of
Swastika-adorned flags, the jack
booted soldiers on parade with their
exaggerated precision drills, and the
highly emotional speeches of the
leaders. These and other such ac
tivities were aimed at arousing a
single emotion which all would
share, the forging of a unity, a col
lective, through shared common ex
perience. So, too, was the appeal to
German nationality, to blood and
soil, to the master race, to a common
destiny. War was glorified by the
Nazis precisely because more than
any other activity it calls forth and
sustains the unified effort which is
the aim of collectivism. War is col
lectivism in action; the spirit of col
lectivism becomes flesh in battle.

Collectivistic

Nazism was collectivist. Social
ism is collectivist. All of them
are on the same side of the political
spectrum. They belong to the ((left
wing," if such terms must be
employed, though the present writer
would be happy to see those phrases
lumped together with a host of other
journalistic argot which now cor
rupts the language, and consigned
to the waste bin.

The kinship of these ideologies
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becomes apparent, too, when we re
call the basic idea that has the world
in its grip. The idea is: To achieve
human felicity by concerting all ef
forts toward its realization, to root
out and destroy the cultural sup
ports to individualism and the pur
suit of self-interest, and to use gov
ernment to concert all efforts on
behalf of a general felicity and de
stroy the cultural obstacles to it. All
socialist ideologies, indeed all mod
ern ideologies, if there are any that
are not in some sense socialist, pro
ceed by discovering some ill or ills
that afflict society (the Apple in the
Garden of Eden, so to speak) and set
forth the means by which the ills
are to be corrected. As the present
writer noted some years ago:

The ideologue tends to fanaticism.
Whatever it is that will set things right
. . . becomes for him a fixed idea. This
fixed idea may be democracy, equality,
the triumph of the proletariat, the com
ing of the kingdom, the single tax, or
whatever his panacea happens to be.
Come the proletarian revolution, one
will say, and the good society will be
ushered in. Employ creatively his
abstraction, the ((state," another will
hold, and a great and productive social
unity will emerge. Extend democratic
participation into every area of life, and
life will be glorious. Abolish property,
abolish government, single tax the land,
redistribute the wealth, maintain racial
solidarity, organize interest groups, form
a world government, develop an all
embracing commitment to the nation,
use government to make men free, and

so on through the ... enthusiasms which
have animated those under the sway of
some ideology or other.!

The content varies, but these
ideologies come out ofa similar mold
of analysis and mode of operation.

A Disruptive Element

The main ill besetting German so
ciety, Hitler claimed, was the Jews
and their various intellectual off
spring: cultural diversity, democra
cy, communism, artistic disintegra
tion, finance capitalism, and so on.
The Jews were a disruptive element
preventing an organic unity' of the
German people. They were aliens
within the society acting as a huge
obstacle to its productive fruition.
Root out, remove, and destroy this
disruptive element and the Ger
manic or Aryan race could concert
its efforts toward great ends. The
Jews were to Nazism what the
bourgeoisie (or capitalists) were to
Marxism. The Jewish exploitation of
Germans was to Nazism what
capitalist exploitation of labor was
to communism. The German race
was to Nazis what the proletariat
was to Communists. The parallels
are even closer than this may sug
gest.

Hitler's most basic appeal was to
German workers to rise up and
throw off the exploitation of the
Jews, though he did not always ap
proach it in this way. The Nazis
aimed, too, to root out and destroy
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every cultural artifact which was
thought to be a product of Jewish
ness. A revolution was to be
wrought in German life. Com
munism was one of the putative
enemies, but a good case can be
made that Nazism was an aberrant
subspecies of communism. Its posi
tions were paradigmatic; its
methods were essentially the same.

Nazism was dipped from the sim
mering cauldron of ideologies con
tending for power in Germany in the
1920's. It may be, as some contend,
that what is here being referred to
as the idea which has the world in
its grip was born amidst the French
Revolution in France, but the shap
ing of these ideologies was much
more the work of Germans. In any
case, Germans were mightily bent
toward collectivism in the 1920's.
Why this was so, anq why Nazism
emerged triumphant can be par
tially explained by German history.

Nationalism, Revolution
and Social Reform

The three main ingredients of
the German ideologies were na
tionalism, revolution, and social
reform. It may well be that
nationalism was the most important
of these. Certainly, it has occupied
the center stage for much of the time
in the last hundred years or so of
German history. In fact, strictly
speaking, there is no German his
tory prior to 1871. German was only

a language, a language in search, it
may be, of a state to encompass the
area in which it was spoken. True,
Germany had been united to some
extent for a time in the Middle Ages
as part ofa larger empire. But it was
not called Germany, and its bound
aries were in no way restricted to
what we now think Qf as Germany.
At any rate, this empire broke up
long before the modern era began.
One writer describes the situation
this way: ((By the thirteenth century
there were ninety-three ecclesiasti
cal and fourteen lay princes. A cen
tury later there were forty-four lay
princes, and their number continued
to multiply as partitions took place
between heirs. Many parts of the
country were converted into tiny
fragments."2 The relics of empire
were strengthened somewhat by
strong Spanish monarchs in the six
teenth century, but their hold was
severed by the Protestant Reforma
tion and its aftermath.

German unification was finally
accomplished in 1871 with the proc
lamation of a German Empire at the
conclusion of the Franco-Prussian
War. The architect of this unifica
tion was Otto von Bismarck. The
king of Prussia was proclaimed as
emperor (Kaiser) of Germany as
well as retaining his old position as
the head of the leading German
state. Princes and kings in other
provinces retained their hereditary
thrones, and provincial legislatures
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continued to share in governing the
provinces.

The German Empire ruled over by
Kaisers Wilhelm I (1871-1888) and
II (1888-1918) was a federated em
pire. The symbol of its unity was the
Kaiser himself, who also held the
reins ofpower. Chancellors were not
creatures of the legislature but of
the Kaiser, though Bismarck gave
distinction to the post. Although
there was a German parliament
composed of a Bundesrat, in which
the states or provinces were repre
sented, and a Reichstag, in which
the populace was represented, the
main instrument of unity was the
Prussianized armed forces. Al
though Austria, another German
speaking country, was not a part of
the German Empire, German unifi
cation had been virtually achieved.

Shattering the Unity

In the closing days ofWorld War I,
this unity was shattered. The sym
bol of unity, Kaiser Wilhelm II, fled
to Holland and abdicated, prompted
by his prime minister and undeter
red by the High Command. In short
order, all the other German princes
and kings abdicated as their power
dissolved before them. The armed
forces disintegrated both in conse
quence of the imminent military
surrender and the thrust of soldiers
and sailors organized into soviets or
councils.

The stage appeared to· be set for a

repetition of the events that had
taken place in Russia the year be
fore. The parallels with the Febru
ary Revolution were very close. In
Russia in February of 1917 and in
Germany in November of 1918, the
emperors abdicated, the armed
forces refused to obey their com
manders, and workers and soldiers
organized into soviets or councils.
Red flags were waving in the streets,
and there were those ready to rush
on immediately to a Bolshevik revo
lution in Germany. More, Friedrich
Ebert, the leader of the Social Dem
ocratic Party, formed a provisional
government and began preparations
for having a constituent assembly.

But there were important differ
ences between the·German situation
and the Russian one, too. For one
thing, the war was over in Europe,
and the German provisional gov
ernment did not have to wrestle
with conducting a war. For another,
the soldiers do not appear to have
been as radicalized as they were in
Russia. Even more crucial, the main
Marxist party in Germany,· the So
cial Democratic Party, had been
largely won over to evolutionary or
gradualist socialism. Its leadership
could, and did, claim to be the party
of the workers, thus defusing some
of the revolutionary ardor, and
Ebert used what armed· forces he
could assemble to suppress the inci
pient revolution.

The Communist Party was
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small-that was true in Russia
too-, and it was not under the dis
cipline of leaders like Lenin and
Trotsky. More, two of the com
munist leaders, Karl Liebknecht
and Rosa Luxemburg, were put to
death in the course of suppression of
the revolution. Kurt Eisner, a
socialist who had formed a republic
in Bavaria, was shot down on the
streets of Munich. Those determined
to avert revolution used more mus
cle than those seeking to make one.

It is not too much to say, though,
that Germany was waiting for the
other shoe to drop, so to speak, in the
1920's. The first shoe had dropped,
the first stage of revolution had oc
curred, in November of 1918. That is
not to say that a revolution must go
full cycle once it has begun. But once
a government has been overturned
an effective one, one which has au
thority over and has the respect or
awe of the populace, must take its
place sooner or later. Germany in
the 1920's hung between continued
disintegration and establishing an
effective government. The bureauc
racy, the police, the army, and local
governments maintained authority
when and where they would and
could, but their attachment and loy
alty to the government of the
Weimar Republic was tentative and
uncertain. The centripetal forces
often gained on the centrifugal,
opening the way again and again to
revolution.

The Treaty of Versailles
Germany was bent toward collec

tivism and collectivist nationalism
by the Treaty of Versailles which
was imposed on her after World War
I. German leaders asked for and
were granted an armistice. An ar
mistice is what would most likely be
called a cease-fire today, i. e., a stop
ping of hostilities in order to con
sider the terms of peace. It is not a
surrender, and certainly not an un
conditional surrender. Even so, the
terms of the peace were not
negotiated but imposed by the Allies
on Germany.

Large areas mainly inhabited by
Germans were separated from Ger
many or demilitarized or, in the case
of the Ruhr, occupied by foreign
troops for a time. Germany was sup
posed to have only a tiny army and
only small ships in its navy. Most
devastating of all, the German peo
ple were held to be collectively
guilty for the war. Reparations were
to be paid in huge amounts by the
German government to the Allies. It
did not matter that the German
government of the Weimar Republic
was not the government which had
started and prosecuted the war. The
German people were guilty, collec
tively guilty, the settlement pro
claimed. Collective guilt, one sus
pects, can only be purged or re
nounced collectively.

The tendency of the Treaty ofVer
sailles was to denationalize Ger-



1977 GERMANY: IDEOLOGY CONTENDS FOR POWER, 1918-1930 553

many, to make it a military nonen
tity, to make being German a
shameful condition, and to penalize
the status by reparation payments
for several generations. Whether
the treaty was just or not, it failed to
produce the desired psychological ef
fect on many Germans. Instead, it
provoked the most virulent
nationalist sentiments. Far from
being ashamed that they were Ger
mans, many found new virtue and
pride in it, that special virtue at
taching to those who are convinced
they have been deeply wronged.

Negotiating for Concessions

One of the most difficult tasks of
the governments of the Weimar Re
public was to send their foreign
ministers, hat in hand, to seek con
cessions from the Allies. People who
believe they have been wronged do
not wish to go hat in hand for con
cessions; they are defiant, and wish
to demand and force the righting of
the wrong. To the more radical of
the nationalists, anyone negotiating
for concessions was a traitor. Hitler
was able to use the fact that Jews,
notably Walter Rathenau and Gus
tav Streseman, undertook the dif
ficult task of negotiation to bolster
his charge that the Jews were sell
ing out the German people.

But Germany was in much
greater danger of falling apart in
the 1920's than it was of unified or
collective action. Indeed, a good case

could be made that Germany had
fallen apart at the end of World War
I, and that it was never drawn to
gether in the 1920's. The method of
election to the Reichstag prescribed
by the Weimar Constitution,
adopted in 1919, came close to guar
anteeing this state of affairs.

The Constitution called for pro
portional representation of parties in
the Reichstag according to the share
of the vote which each party re
ceived in general elections. Many
members of the legislature received
their appointments from party lists.
This assured party control over the
members, gave impetus to having a
multiplicity of parties, and frag
mented German politics into
ideological configurations. The
dominance of party made it difficult
for any leaders with popular follow
ing to emerge. The Reichstag hardly
spoke or acted for Germany; it spoke
and acted for the parties and their
individual ideological versions of
what should be done.

The parties fell into three config
urations generally. There were the
socialist parties: the Social Demo
cratic Party, the Independent Social
Democratic Party, and the Com
munist Party. Then there were the
center parties: the Democratic
Party, the Catholic Centre Party,
and, sometimes, the People's Party.
The other grouping, usually de
scribed as ((right wing," would have
been made up of the Bavarian Peo-
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pIe's Party (though it might some
times be centrist), the Nationalist
Party, and the Nazis, among others.

Minority Positions

From a parliamentary and, I be
lieve, ideological point of view these
classifications are drastically wrong
in the case of at least two of the
parties. Neither the Communist nor
the Nazi Party participated in any of
the governments of the 1920's; they
were purely opposition parties.
Moreover, they usually opposed the
s~rme things. True, their spokesmen
may have used their most vicious
invective on one another, but if they
are to be placed in any parliamen
tary bloc in the 1920's it is with one
another. As to the ideological af
finities of the Nazis, that is a point
requiring further attention.

None of the parties ever gained a
majority of the popular vote or had a
majority of members in the
Reichstag. This meant that every
government organized had to be a
coalition government, a coalition
usually of at least three parties. The
Social Democratic Party was the
largest single party in the 1920's,
but it infrequently participated in
organizing a government, both be
cause of its own finely honed princi
ples and because non-socialists
tended to shy away from any of the
socialist parties.

The usual process for organizing a
government was this. The Presi-

dent, Friedrich Ebert until 1925 and
General von Hindenburg thereafter,
would select some member of the
Reichstag, usually a man with in
fluence in his own party, to form a
government. He·would usually then
begin negotiations with other party
leaders to get their support for a
government. The coalitions so
formed were unstable, and one gov
ernment followed another in dreary
fashion throughout the twenties.
Disaffection with the republic. was
always widespread, and the succes
sion of compromise governments in
creased the frustration with the sys
tem.

A Political Standoff

One thing that this standoff of
parties did do; it prevented any of
the governments from taking very
drastic or radical action. As one his
tory notes, the Weimar Republic
was largely the creation of the So
cial Democrats, but ((it was remote
from anything socialistic. No indus
tries were nationalized. No property
changed hands. No land laws or ag
rarian reforms were undertaken... ;
there was almost no confiscation
... of ... property...."3

It may be technically true that
there was little confiscation of prop
erty, but there was, nonetheless, a
massive and catastrophic redis
tribution of wealth. It came by way
of the runaway inflation in 1922-23.
The government flooded·the country
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with paper money in ever-larger
doses; the purpose, ostensibly, was
to repudiate the reparations debt
and resist French occupation of the
Ruhr. It failed on both counts, but it
succeeded in wiping out domestic
debt and virtually producing
economic collapse. By November of
1923 it required over 2lh trillion
marks to purchase a dollar. Shortly
thereafter the inflation was ended,
but such faith in the government as
there had ever been was seriously
eroded.

Sharp Conflict of Ideologies
in the Reichstag

The conflict of ideologies was
sharp and acrimonious in the
Reichstag. When President Hinden
burg entered the hall for his inaugu
ration in 1925, the Communist
members rose en masse and walked
out. Nazis and Communists were
generally considered to he pariahs to
other members. Non-socialists gen
erally resisted association with
socialists. Votes were often dictated
by parties on ideological grounds.
Here is an example of such a vote. It
concerned the building of an ar
mored cruiser. The Social Democ
rats, who were militant anti
militarists, had campaigned against
the building of such a cruiser. The
Communists, not to be outdone, cir
culated a petition around the coun
try to bar armored cruisers. These
events then took place:

When the Reichstag reassembled ...,
the Social Democratic delegation moved
that the construction of Cruiser A be
halted. This move naturally evoked
strong and angry reactions from the
other ministers and their parties....
Such a step could well have had serious
consequences for the entire government.
All this could have been foreseen. But
the dogmatists among the Social Democ
rats forced a resolution through the de
legation, requiring that all party mem
bers, including the Social Democratic
ministers, support the delegation's mo
tion en bloc. Even the President's per
sonal suggestion that the ministers be at
least permitted to abstain found no
mercy at the hands of the delegation's
majority. Thus, on November 17, 1928,
the German Reichstag witnessed the
grotesque spectacle of chancellor Her
mann Muller voting against a decision
which a cabinet he had chosen had
passed with him in the chair.4

The motion failed, but if it had
passed the world might have been
treated to the unusual spectacle of
the fall of a government because its
premier had voted with the major
ity!

But what went on in the
Reichstag was generally peaceful
and tame compared to what was
happening around the country dur
ing much of the 1920's. The ideologi
cal conflict was hardly restricted to
even the vigorous expression of
ideas. Private armies, if not com
monplace, were not unusual in the
1920's. A Red army existed for a
time in 1920. It was organized in
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the wake of the Kapp Putsch in
March of the same year.

A renegade brigade of the German
army was used to drive the govern
ment out of Berlin and install
Wolfgang Kapp at its head. A gen
eral strike paralyzed Berlin and
much of the country, and Kapp
capitulated. As the troops withdrew
from the city, this startling incident
occurred: ~~As they marched along
the Unter den Linden, a boy in the
crowd hooted at them. Some soldiers
broke ranks, hurled themselves on
the boy, clubbed him to death with
their rifle butts and then stomped
him with their hobnailed boots. The
crowd shouted in horror, while the
soldiers calmly returned to their
column. Infuriated by the shouts of
the crowd, an officer wheeled round
and ordered his troops to shoot into
it with rifles and machine guns.
Then they marched out of Berlin,
singing."5

Fed by Violence

The Nazi movement fed on the
ideological conflicts and the violence
which they engendered. Hitler
began to gain his following with
speeches in beer halls in Munich.
Violence often served as a backdrop
for his emotional tirades. Hitler's
private army was probably or
ganized at first to protect him in
these situations as well as to provide
the violent setting. Here is an ac
count of one of these conflicts:

A sudden shout from a Communist
took him [Hitler] by surprise; he faltered
when replying; and suddenly they were
all standing up shouting and hurling
beer mugs. There was a deafening chorus
of ~~Freiheit!" Tables were being torn
apart so the legs could be used as clubs.
The storm troopers . . . formed flying
columns to wrestle with the Com
munists. One of the columns was led by
Rudolf Hess who had already shown
himself to be a formidable fighter. They
used fists, chair legs, and beer mugs....
When the battle was won, Hermann
Esser jumped on a beer table and
shouted: ~~The meeting continues. The
speaker has the floor."6

Hitler then finished his speech.
Hitler did not wait long before

trying to go on to bigger things.
With the aid of General Ludendorf
he attempted a coup d'etat in what is
known as the Munich Putsch in
1923. It failed, and Hitler was sub
sequently arrested, tried and con
victed of treason, and sentenced to
prison. He served only a little more
than eight months of the term before
he was released, but while in prison
he worked on his book, Mein Kampf
The book is an attempt not only to
set forth his ideology and methods
but also to give them a historical
gloss by providing what purported to
be the historical recoraof the Aryan
race.

There were other private armies
in the service of ideology in the
1~20's. The largest of these was one
organized by the Social Democratic
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Party, mainly in Saxony and
Thuringia. It was called the
Reichsbanner, and was founded in
February of 1924. The Reichsbanner
was supposed to defend the republic
from its enemies, but that did not
change the fact that it was a private
army, composed mainly of Social
Democrats. Within a short time, it
had three million members. 7

Calm Before Storm

The German deterioration did not
proceed on a straight line from bad
to worse to revolution in the 1920's.
If the Nazis, or the Communists, or
whatever radical party, had brought
off a revolution in late 1923 or early
1924 that would have 'been the case.
The worst disorders-the initial re
volt of the soldier's and worker's
councils, the disintegration of the
army, the Kapp Putsch, the assassi
nations of Eisner, Rathenau and
Erzberger, the revolt of the Red
army, the Munich Putsch, the
runaway inflation-occurred from
1918 through 1923.

The Weimar Republic weathered
these and other disorders. Indeed,
the political situation appeared to
have stabilized from 1924-1929. A
stable currency was introduced, the
economy revived, the Allies began to
grant concessions, foreign money
began to pour into Germany, and
the people enjoyed something ap
proaching domestic tranquility for a
few years. If Hindenburg's election

to the presidency did not increase
attachment to the republic, it at
least reassured monarchists and
nationalists that they were not
without friends in high places. Even
Hitler was more restrained for a
time, as he concentrated his ener
gies on developing a national follow
ing.

It was, of course, the calm before
the storm.

The Weimar Republic survived for
about fourteen. years, more by luck
than by design. It survived for
want of a generally acceptable al
ternative-the socialists would
not entertain the idea of restoration
of the monarchy, and those who de
spised the republic could not unite
behind a common banner-and,
perhaps, because those who would
make a revolution could not find a
handle for bringing it off.

From Crisis to Collapse

The French Republic survived the
years from World War I to World
War II without collapsing, and
France had many political parties,
revolving-door governments, sharp
ideological conflicts, and a similar
deterioration to that of Germany.
But France had not suffered the
German defeat, had not experienced
a runaway inflation, and was not so
clearly poised on the brink ofrevolu
tion. Even so, it should be noted that
the French Republic collapsed in
less than five weeks in 1940 under
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pressure from German, then Italian
armies. It required only a sufficient
crisis to bring about collapse.

That crisis for Germany was the
Great Depression. Many countries
were hit by depression after 1929,
but none harder than Germany. The
foreign money which had poured
into Germany after the adoption of
the Dawes Plan was no longer
available. Liquidity preference in
Germany evinced itself in many in
stances in the transfer of bank ac
counts to other lands. Unemploy
ment mounted. There were repara
tion payments to be made. Ger
many's unemployment insurance
program placed a heavy burden
upon the government and upon
those who were working. By 1930, or
in the course of the year, there was
widespread agreement about the
necessity of emergency measures.

Hitler was waiting in the wings,
indeed, had been waiting for some
time. The Nazi Party vote grew
rapidly as the crisis deepened. It is
not generally understood how clev
erly Hitler had constructed the Nazi
ideology, and never will be by those
who insist on forcing it into a ~~left

wing" or ~~right wing" mold. It is
neither of these, if there are any
such ideologies.

Broadening the Base

The Nazi ideology cut across the
spectrum of German parties and
ideologies. It was clearly designed to

draw from all of them while being
none of them. It claimed to be na
tional, hence appealing to those con
cerned to establish national unity
and 'military prowess. It claimed to
be socialist, thus appealing to those
for whom socialism was the elixir for
modern man. It claimed to be Ger
man, which in its own freighted
framework meant racist and anti
Semitic, and racism and anti
Semitism had much potential ap
peal in Germany, as elsewhere. And
it was, it said, the party of workers.

There is no way of knowing how
much design went into the choice of
words here. Hitler built his initial
following on the base of a worker's
party; hence the term might simply
have been taken over without much
thought. Whatever the case may be,
he did seek to build his support on a
broad base of manual workers. Be
yond these, he proposed to go further
than monarchy by establishing the
leadership principle, i. e., personal
dictatorship.

None of the existing parties could
get a majority by their sectarian
ideological appeals. He would draw
from the several leading parties and
ignore the established spectrum of
parties. There were those, of course,
from whom he would not attempt to
draw. He was anti-Communist,
anti-Semitic, anti-democratic, and
anti-republican. These were the
enemies: democrats were too ineffec
tual to merit anything more than
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his contempt, but Jews and Com
munists (quite often indistinguisha
ble to Hitler) were powerfulenemies
to be overcome.

From the elements to which he
would appeal Hitler intended to
weld a powerful collective unity.
Whether he· could ever have got a
majority in a free election is now a
moot question. He came close
enough to it to achieve his purpose
of attaining power. ,

Next: 10. Germany: National
Socialism in Power.

Law Is a Negative Concept
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IDEAS ON

LIBERTY

JUSTICE is achieved only when injustice is absent.
But'when the law, by means of its necessary agent, force, imposes

upon men a regulation of labor, a method or a subject of education, a
religious faith or creed-then the law is no longer negative; it acts
positively upon people. It substitutes the will of the legislator for their
own wills; the initiative of the legislator for their own initiatives. When
this happens, the people no longer need to discuss, to compare, to plan
ahead; the law does all this for them. Intelligence becomes a useless
prop for the people; they cease to be men; they lose their personality,
their liberty, their property.

Try to imagine a regulation of labor imposed by force that is not a vio
lation of liberty; a transfer of wealth imposed by force that is not a viola
tion of property. If you cannot reconcile these contradictions, then you
must conclude that the law cannot organize labor and industry without
organizing injustice.

FREDERIC BASTIAT, The Law



George Mason
and

Individual
Rights

Willie E. Nelms

IN the recent Bicentennial celebra
tions, it has become popular to ex
amine the contributions of the
Founding Fathers of our country.
The names of these individuals are
well known to all Americans. Men
such as George Washington, John
Adams, and Thomas Jefferson will
be remembered as long as this coun
try exists. Yet, one individual, who
added much to our heritage and
especially to the cause of liberty, is
unknown to many people. This man
is George Mason of Virginia. A brief
examination of his life and contribu
tions will remind us of the heritag~

of our country and should serve as
an inspiration to present-day liber
tarians.

Mason was born in the Northern
Neck of Virginia near the Potomac
River in 1725. His father having
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died when he was ten, young George
came under the care of his uncle,
John Mercer, a prominent lawyer.
At Mercer's plantation, ((Marl
borough," Mason spent much time
studying in the well-stocked li
brary. The essays of John Locke, as
well as the writings of philosophers
from throughout history, were
studied by the young Mason.1

These writers were instrumental
in shaping the thoughts of Mason,
who early developed "a deep respect
for English common· law and the
rights of individuals. In addition, he
read several tracts against slavery
and began his lifelong opposition to
that institution which was thriving
in his native state.

In many ways, Mason represented
the spirit of the Enlightenment.
Self-educated, he believed in the
rule of reason; he thought life, lib~

erty, and private property to be vital
to human rights. In economics, he
saw the importance of free ex
change. He believed it was neces
sary for men to develop their own
enterprises and to bear the conse
quences of their own economic suc
cesses and mistakes.2

By the time Mason was grown and
in charge of his own plantation,
((Gunston Hall," problems between
the colonies and Great Britain were
rapidly increasing. As a member of
the Virginia House of Burgesses, he
openly opposed the Stamp Act as an
illegal levy that must be resisted.
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It was during the years after his
opposition to the Stamp Act that
Mason established his personality
as a leader. Unlike his fellow Vir
ginian Patrick Henry, he was not a
fiery orator. Instead, he chose to
influence his colleagues in small
meetings, where his well-reasoned
arguments were greatly respected.
As Edmund Randolph, one of his
contemporaries noted, ~~among the
members who in their small circles
were propagating activity was
George Mason in the shade of re
tirement."3

The ~~shade of retirement" about
which Randolph spoke was always
inviting to Mason. An intensely per
sonal man, he never considered
himself a public figure but a man of
private affairs, even during his most
active periods as a leader. Like other
libertarians, he would have much
preferred taking care of his own af
fairs and leaving others to do the
same. It was only the threat to indi
vidual freedom that kept him active
in public matters.

Whatever his personal prefer
ences, Mason reached a high point
in his career in 1776 when he met in
Williamsburg with other Virginians
to develop a new revolutionary gov
ernment. It was here that he
drafted the Virginia Declaration of
Rights. A remarkable document,
this paper expressed Mason's view of
the basic rights of all men.

The Declaration stated that all

men were by nature free and had
certain basic rights, including ~~the

enjoyment of life and liberty, with
the means of acquiring and possess
ing property, and pursuing and ob
taining happiness and safety."4 He
called for a limited government that
would not interfere with an individ
ual's exercise of his rights.

The Virginia Declaration

The Virginia Declaration noted
Hthat freedom of the press is one of
the great bulwarks of liberty, and
can never be restrained by despotic
governments." Mason also called for
freedom of religion and religious tol
erance.5 The document went on to
proclaim that trial by jury was vital,
and it set forth the idea that gov
ernment gained its powers from the
consent of the governed.

Expressed in straightforward lan
guage and running to only a few
hundred words, the Virginia Decla
ration proclaimed all men free from
restraint as long as they did not
threaten or harm others. By writing
this document, Mason gave voice to
the growing spirit of independence
in the colonies and helped establish
a standard of individual liberty that
would be shared by free men for
years to come.

The Virginia Declaration of
Rights became a model for other
states, which adopted similar state
ments.6 In addition, the Mason proc
lamation, either directly or indi-
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rectly, influenced the national dec
laration that Thomas Jefferson
drafted several months later.

At the end of the Revolution,
when many citizens came to believe
that the Articles of Confederation
did not provide an adequate gov
ernment for the new nation, a con
stitutional convention was called in
Philadelphia. As a delegate to this
gathering,Mason spoke often on the
need to guarantee civil liberties. He
was disappointed when the conven
tion agreed that a simple majority
vote ofthe national legislature could
authorize interference in the inter
nal affairs of the states. He feared
that such action would lead to na
tional intervention in local
economies.7

At the Philadelphia gathering,
Mason also spoke against the con
tinuance of the slave trade and was
upset when the delegates took no
conclusive action on the matter. 8

Mason's anger at the proposed con
stitution reached the point of no
return when the convention mem
bers refused to formulate a bill of
rights. He believed that such a
statement was necessary to protect
the citizenry against the growth of
the national government.9

When the convention failed to
comply with Mason's wishes, he re
turned home to ~~Gunston Hall," de
termined to oppose the new con
stitution. Joining forces with Pat
rick Henry and other prominent

Virginians, he championed the
Anti-federalist cause 3;t the state
convention called to consider the
ratification of the new·government.
He again argued that addition of a
Bill of Rights was essential. It was
only through such a document, he
argued, that the people could feel
secure in their freedom. He voiced
the fear that the new federal gov
ernment with its power to levy
taxes, would destroy the powers of
the states .and individuals as well.1O

A Lonely Position

Mason's stand made him unpopu
lar with many of his fellow Virgin
ians, with whom he had worked in
the battle for independence from
Great Britain. Such men as James
Madison, George Washington, .and
other longtime associates believed
that their friend was losing perspec
tive on the issues of the day. Some of
these former allies noted that his
formidable intellectual powers
seemed to be waning. How much of
this criticism was due to their being
on opposite sides in the constitu
tional battle and how much was due
to correct observation can not be
ascertained. It is worth noting, how
ever, that many of the delegates to
the state convention said that Ma
son, who was then in his upper six
ties, still retained his sharp and in
cisive mental capabilities.

With the final defeat of the Anti
federalists and the acceptance of the
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Constitution, Mason withdrew to his
plantation to live out his days. At
first embittered by his defeat, he
was given satisfaction when a Bill of
Rights was added to the new Con
stitution. This document, modeled
after Mason's 1776 work and drafted
by fellow Virginian James Madison,
was viewed with approval by the
owner of ~~Gunston Hall." Noting
that only two or three further
amendments were needed, espe
cially to restrain the federal
judiciary, Mason said that he could
support the Constitution.

Further satisfaction was given
Mason when many Southerners
began to share his belief that the
new federal government might pose
a threat to the states. After his
death in 1792, these fears were
amplified many times by individ
uals who saw the growing power of
the federal government in areas
that challenged the rights of indi
viduals.

In more recent times, we can ap
preciate the contributions of George
Mason. A man of great intellect, he
used his powers to proclaim the
cause of human liberty. Realizing
the dangers of unrestrained power
(even in the modest form established
by the Constitution), he saw the
repression of indi .dual freedom as
a real possibility. I~is Virginia Dec
laration of Rights set forth basic
doctrines of human liberty which
have influenced men ever since.

He saw the evils of slavery and
realized that they would haunt his
home state and the nation until an
acceptable conclusion was reached.

Mason was a great man who ad
vised great men. At a time when the
highest caliber of men who have
ever led this country were in power,
he served as a great influence on
them. This is a great compliment to
pay any man. His contributions will
not be forgotten as long as men read
the Virginia Declaration of Rights
and realize the need for individual
freedom. He should serve as an in
spiration to each person who cham
pions the cause of freedom in today's
world •

-FOOTNOTES-
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Susan Fain

Educating for
Freedom

ALBERT JAY NOCK observed that
there is a practical reason for prefer
ring freedom: ~~freedom seems to be
the only condition under which any
kind of substantial moral fiber can
be developed."! It j.s clear that
Mr. Nock is referring to the fact that
to form a moral character one must
be free to make his own choices, and
his own errors. Good deeds, under
compulsion, whatever they may be,
bear no relation to the character of
the individual; for without the op
portunity to do wrong, correct ac
tions are morally meaningless.

One element in the development
of moral fiber is education, in al
liance with the family and the reli
gious institution. The essential re-

Miss Fain Is a student at Armstrong State College,
Savannah, Georgia.
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quirement, if any of these factors is
to effectively aid the development of
the individual, is the existence of
freedom. Deprive the individual of
his freedom to respond or not to
these influences and the result may
be an obedient automaton, but not a
moral, reasoning individual. Thus
the ((crisis in the schools." Compul
sory schooling has been so inimical
to the purposes of education that
Frank S. Meyer could write in 1962,
((The symptoms of deterioration in
our educational system, long appa
rent to serious observers, have be
come so obvious that the fact of
deterioration is now a matter of pub
lic concern."2 Much of the failure
may be traced to government inter
vention in the field of education.

What then, is the role and purpose
of education in a free society, as
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opposed to the prevailing collectivist
influence? Richard M. Weaver wrote
that, ~(education means not merely
the imparting of information to the
mind but the shaping of the mind
and of the personality ... education
is unavoidably a training for a way
of life. Education ... goes beyond
instruction to a point that makes it
intimately related with the preser
vation of a culture."3 Meyer sup
ports this view by stating that tradi
tional education, ((was based on the
assumption that the function of the
school and the college is to train the
mind and transmit to the young the
culture and tradition of the civiliza
tion, thus forming a firm foundation
for virtue."4 And Nock defines edu
cation as, ~~a process contemplating
intelligence and wisdom, and
employing formative knowledge for
its purposes; while training is a pro
cess contemplating sagacity and
cleverness, and employing instru
mental knowledge for its purpose.
Education, properly applied to suit
able material, produces something
in the way of an Emerson; while
training, properly applied to suit
able material, produces something
in the way of an Edison."5

Education YS. Training

One of the first errors of modern
education was a failure to distin
guish between education and train
ing. The concepts of democracy and
egalitarianism were applied to edu-

cation in such a manner as to
downgrade the exceptional, and
exalt instead the mediocre and the
common. The (~right to an educa
tion" became the excuse for such
practices as the lowering of admis
sion and graduation standards,
grade inflation, and the purging
from academic curriculums of any
materials that might require effort
and intelligence for their com
prehension.

The failure to recognize degrees of
educability among various individ
uals has resulted in the degenera
tion 'of scholarship to its least com
mon denominator. From this comes
the belief that education must be
equal for all, that any differentia
tion. between training and education
would violate current definitions of
((equality." Thus the system of com
pulsory popular education develops,
~~a sort of sanhedrin," writes Mr.
Nock, ((a leveling agency, prescrib
ing uniform modes of thought, be
lief, conduct, social deportment,
diet, recreation, hygiene; and as an
inquisitional body for the enforce
ment of these prescriptions, for nos
ing out heresies and irregularities
and suppressing them."6

A free society acknowledges the
desirability of education for its
citizenry, but recognizes at the out
set the great differentiation in indi
vidual potential for achievement.
Under conditions of freedom, vary
ing institutions will emerge to cater
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to the diversity of individual inter
ests and abilities. A free society al
lows each individual to choose and
pursue his goals on his own initia
tive and ability. Government
neither prohibits nor demands the
pursuit of education; to attempt to
compel the pursuit of knowledge is
as ludicrous as attempting to impose
a taste for caviar.

The Market Will Provide

If an individual desires a more
advanced education and possesses
the ability to pursue higher learn
ing, a free society will respond to
this demand as it does to the provi
sion of luxury goods for those who
desire and can afford them. The case
of the individual who has the desire
and the ability to pursue knowledge,
but lacks the financial resources
necessary thereto, would find no
lack of private assistance in a free
society that values the education of
the educable. Private contributions
for higher education, even in this
decade of exorbitant government
taxation and subsidies, run into the
billions; and this supports the con
tention that there would be no
dearth of voluntary funding if gov
ernment were removed from educa
tional financing. Private support
would also result in a far greater
diversity of academic opportunities.

Currently, in order for a needy in
dividual to obtain financial aid from
government, he must pursue his ed-

ucation according to the dictates of
the State, and in institutions of the
State's choosing. Those seeking
financial assistance must conform
to the values of the State or be
denied that which they seek. With
private funding, the applicant need
only convince one patron of the
legitimacy of his pursuit. Even un
popular goals would thus find their
champions.

The Need to Know

Let us now explore in greater de
tail the purposes of education in a
free society. The traditional view of
education held that there is a body
of knowledge worth knowing for its
own sake, worth passing on from
one generation to the next, and that
outstanding achievement in acquir
ing this knowledge-scholarship
is to be venerated. The Biblical and
Classical heritage of the West was
based on belief in a transcendent
order. It maintained that in order to
serve God, one had to know God's
will, and that this required disci
plined study. This heritage also rec
ognized the infiniteness and un
attainability of total knowledge, so
that its pursuit encompassed a life
time, was unceasing, yet incapable
of achievement. The belief that Man
is made to serve a transcendent end
provides the primary motivation for
the pursuit of knowledge and wis
dom.

It is implicit in this that man
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should attempt to utilize his ~nher

ent potentialities and talents, and
that therefore, he has a duty to de
velop his whole nature; he must
school his emotions, learn some
skills, develop his mind. Albert Jay
Nock described this view succinctly
when he wrote, ((Cicero was right in
saying that a person who grows up
without knowing what went before
him will always remain a child. One
may know it thoroughly, too, in an
academic way, and still remain a
child. Knowledge has to be rein
forced by emotion in order to be
maturing."7

Cultural Requirements

In addition, there are cultural
needs which playa role in educa
tion. The formulation of a culture
appears to be an inherent trait of
mankind, and the preservation of a
culture, once created, answers Man's
desire for an identity beyond the
individual. There has always been,
until recent times, a strong pre
sumption in favor of traditional in
stitutions and values, and chal
lenges to these fundamental values
were not undertaken lightly. Thus
the stability of a culture was pre
served, and men felt secure within
it.

Reverence for tradition, then, is
among the tenets of traditional edu
cation. One studies the past with a
view to understanding that which
went before, to trace the continuity

~- -----ft·:- .. _:::::-~---

of the culture, and to find his place
in this historic evolution. Education,
thus construed, results in an under
standing and maturity of outlook
that sees the present, not as an iso
lated occurrence, but rather in
terms of the historical background
from which it was formed. This was
the purpose underlying Uthe· grand,
old fortifying classical curriculum."
((Progressive education" has under
mined this cultural identification,
destroyed the stability of the his
toric perspective, and resulted in the
social nihilism of modern man.

Education in a free society must,
therefore, return to its roots in the
Biblical-Classical-Western tradition
because this reflects the needs of
men's minds, and the cultural iden-
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tity inherent in human nature. The
quest for knowledge finds its basis,
not in conformity to the needs of the
State, nor in the desire to adapt to
mass preferences, but rather in the
needs of the individual to uncover
his identity-spiritually, intellectu
ally, and culturalfy. Until education
begins to answer these needs, the
educated man will .always be
Hsuperfluous" and the mass-man
will reign as the symbol of the soci
ety.

A society of mass-men will not
long remain free, for the presence of
the few who oppose mass values will
soon become intolerable. It is the
abandonment of the traditional role
of education that has brought about

Education Begins at Home

this profound threat to freedom, and
it will only be by a return to these
traditions that the erosion of our
freedoms will be curtailed. @

-FOOTNOTES-
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IDEAS ON

LIBERTY

FORTUNATELY, we need not wait for institutional reform if we wish sub
stantially to improve the education of our young. Not all education
occurs in the school. Education, like charity, begins at home. If the task
of reforming a giant educational structure serving millions of children
seems too large, could each of us at least assume responsibility for the
proper mental and moral development of a single child? The individual
need not feel impotent when he has before him a task on a scale which
he can comprehend as an individual, especially when that task is the
development of human personality, surely the single most important
undertaking in the world. There is one catch: If the effort is to have the
chance to succeed, the individual educator of the individual child must
want to meet the challenge.

GEORGE CHARLES ROCHE III, Education in America



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

In the Name
of the

PEOPLE
THERE ARE SEVERAL WAYS of writ
ing history. One is to do it chronolog
ically, with just enough reference
to ((influences" (economic, social, in-
tellectual) to make events. credible.
Another way is to deal with ((real"
causes in depth, paying strict atten
tion to the ((scribblers" who, in John
Maynard Keynes' estimation, al
ways control the actions of ((states
men" who may have quite forgotten
the origins of what are all too often
their obsessions. In this second type
of history the ((story line" of action
may become tantalizingly blurred.
But the mosaics, the intaglio work,
invariably possess a fascination all
their own.

Adam B. Ulam's In the Name of
the People: Prophets and Con
spirators in Prerevolutionary Russia
(Viking Press, 625 Madison Ave.,
New York, N.Y. 10022, 448 pages,
$15.00) is an absorbing example of
history-as-the-sum-of-intellectual
influence. Reading it is an adventure
in hardihood. The names of obscure

contributors to forgotten publica
tions such as Alexander Herzen's
The Bell or Nicholas Chernyshevsy's
The Contemporary come so thick
and fast that one spends more time
turning back the pages than one
does in going ahead. It is as if one
were reading recent British history
in a detailed study of the tracts of
the Fabian Society, which indubita
bly played a fundamental role in
undermining an empire and bring
ing a whole middle class society to
its knees. Or it is as if an American
historian had chosen to tell us all
about the New Deal by analyzing
what was printed in the Twenties
and early Thirties in the pages of
The Nation and The New Republic,
where George Soule, Rexford Tug
well and Stuart Chase, among
others, expatiated on the idea of ((the
planned society."

The late Joseph Schumpeter
thought that capitalism would suc
cumb to socialism not because of any
intrinsic defects in the market sys-

569
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tern but because it could not hold the
loyalty of intellectuals. But what
Ulam shows is that intellectuals, if
unemployed, will undermine any
system. (The Solzhenitsyns will be
the death of Communism yet!) Ob
jectively considered, the decision of
the intellectuals in late
Nineteenth-Century Russia to use
terroristic tactics in hopes of spark
ing a revolution that would estab
lish a free federation of peasant
communes stretching from Poland
to Vladivostok was supremely
stupid. The intellectual nihilists
simply did not know the. ~~people" for
whom they professed to speak.

Alexander Herzen, no terrorist
himself, held court and, published
his magazine in western Europe,
where he was inevitably cut off from
~(firsthand knowledge" of his own
country. When he left Russia in
1847 it was, admittedly, a ~(vast

prison." But Hreform," of sorts,
would have come without the inter
cession of intellectuals who hoped to
establish a Utopian combination of
anarchism and socialism without
first passing through a ((western"
cycle of parliamentarianism and
capitalist development.

Nicholas I, in reaction to the un
successful revolt of December 14,
1825, had ((sat on the lid" for thirty
years, forcing intellectuals to be
come conspirators and infiltrators
for want of open forums inside Rus
sia. But after Alexander II came to

the throne in 1855, it was, as Ulam
says, ((a different Russia." In his
Once a Grand Duke, Alexander
Michailovich Romanov, a nephew of
Alexander II, describes his uncle as
a nice and kindly man who, if the
terrorists had left him alone, would
have done much more for Russia
than the circumstances of Iiving
under a perpetual state of siege
permitted. Since the Grand Duke
makes no bones about describing
most of his relatives as incompe
tents, we may take him as a rela
tively unprejudiced witness.

An Impossible Situation

In any case, Alexander II was
faced with an. impossible situation.
He had freed the serfs, but he
couldn't tum an illiterate peasantry
into a nation of capable freehold
farmers overnight. But neither
could the young intellectuals who
((went to the country" turn the ex
serfs into liberal Kropotkin anar
chists who would, somehow, estab
lish themselves in prosperous
Hfields, factories and workshops"
without having recourse to village
entrepreneurs who wanted some
thing for themselves.

It was an impasse, but history
would have provided an out if
nihilists such as the psychopathic
Nechayev had not intervened. As
Ulam says, the nihilist and populist
supporters of the Land and Freedom
and the People's Will conspiracies
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ignored the fact that there was ((no
such thing as the people." Many
ex-serfs lived as their medieval an
cestors had done. But under Alex
ander II the ((peasantry was al
ready going through what the Marx
ists called class differentiation."
Some villages were on the threshold
of the industrial age. There were
((tight-fisted ones"-the kulaks
but there were also helpful self
made men who felt they had an obli
gation to those who worked for them.

Alas, the conspirators had no use
for evolution as opposed to instan
taneous transformation. The first
attempt on Alexander Irs life, made
in 1855, failed. But the rebels, fed by
exiled propagandists such as Baku
nin, persisted. The invention of
dynamite was great help in making
((elegant and slender bombs." Fi
nally, on their eighth attempt to kill
him, the People's Will conspirators,
never more than a few hundred in
number, managed to assassinate a
Czar who still held the affections of
many of the peasants whom, after
all, he had freed with the stroke of a
pen at a time when the United
States was convulsed by the violence
of the Civil War. It had taken the
nihilists until 1881 to get a brave
man.

Impending Revolution

Alexander III, the Romanov giant
who succeeded to the throne, man
aged to scatter the conspiracy. But it

was only for his short lifetime. The
Grand Duke Alexander thinks that
the premature death of Alexander
III at the age of forty-nine in 1894
((advanced the outburst of the revo
lution by at least twenty-five years."
Nicholas II did not know how to cope
with a history that included two
disastrous wars, and he had a fac
ulty for taking the worst possible
advice. Alexander III, according to
his nephew, would have had the
good sense to avoid being drawn into
the squabbles of western Europe.

The nihilists did nothing for Rus
sia. But they did something for an
emigre who took the name of Lenin.
The Bolsheviks, like their forerun
ners in the People's Will, believed in
a small organization that presumed
to speak in the name of the people,
or, as Lenin preferred, the pro
letariat. But they had observed that
assassination solved nothing by it
self. The ((objective circumstances"
had to be right before a coup d'etat
could be turned into a revolution.
Lenin had what the nihilists lacked,
an infinite amount of patience.

The really sad conclusion is that
Lenin, like his terroristic intellec
tual forebears, had no real knowl
edge of human nature. He couldn't
understand the elementary point
that without private ownership
there is no protection against
tyranny. Under Communism Russia
is no better off than it was a hundred
and fifty years ago, when Nicholas I
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ruled by repression. Indeed, it is
worse off-the Bolsheviks have
added torture to the repressive mea
sures they learned from the Czars.
As Max Nomad once said, the
Kaiser and Czar were liberals when
compared to Lenin and Stalin. The
KGB and the Gulag have gone way
beyond the Romanovs' Nineteenth
Century Third Department, which
never knew the depths of depravity
that became routine in the totali
tarian regimes of the Nazis and the
Bolsheviks'in the Twentieth Century
of the so-called Christian Era.

ADAM SMITH: THE MAN AND HIS
WORKS
by E. G. West
(Liberty Press, 7440 North Shade/and,
Indianapolis, Ind. 46250)
254 pages • $6.95, cloth; $1.45, pa
perback.

Reviewed by Allan C. Brownfeld

THIS is certainly an appropriate
time for the appearance of a new
biography of Adam Smith. The same
subjects which concerned him con
cern us now. Reading the financial
pages of any contemporary journal,
Adam Smith would find the debate
about the merits' and demerits of
free trade and protectionism all too
familiar. In the last 200 years, he

would probably conclude, we have
learned very little. He might also
think to himself that had we con
sulted his works, we might have
been spared many of our present
dilemmas. In this, he would surely
be correct.

This small and readable volume
by Dr. E. G. West includes not only a
review of Smith's life and the world
in which he lived, but provides us
with an excellent summary of The
Wealth ofNations. Dr. West, who is
now Visiting Professor at the Center
for the Study of Public Choice at the
Virginia Polytechnic Institute, also
restores to eminence an earHer
work of Smith's, The Theory Of
Moral Sentiments. (The Theory of
Moral Sentiments has also recently
been reprinted by The Liberty Press;
hardcover $9.95, paperback $2.95.)

Dr. West believes it more than
coincidence that 1976 marked both
the 200th anniversary of the publi
cation of The Wealth ofNations and
of the American Revolution. He
notes that, ((In many ways Adam
Smith belongs to America as much
as does Jefferson . . . Jefferson and
Smith complemented each other in
their work. Both men, for instance,
shared the republican instinct; both
argued strongly for liberty; and
Jefferson's plea for political liberty
was well accompanied by Smith's
campaign for freedom to trade."

Adam Smith understood 200
years ago what many economists
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and political leaders have not yet
understood today. Dr. West writes
that, ((Smith ridiculed in particular
the artificial barriers against trade
between the two neighboring rich
countries of France and England.
Such restrictions, argued Smith,
were the outcome of a quiet, domes
tic conspiracy between self-seeking
tradesmen and politicians. He was
the first to concede that the pursuit
of self-interest was not intrinsically
bad; what was needed was a system
in which self-interest would be so
harnessed that it would be an ally
and not an enemy of social pros
perity. In general, the private free
market mechanism provided such a
system. By pursuing his own inter
est, the individual frequently pro
moted that of the society (more effec
tually than when he really intends
to promote it.' "

Smith was a vigorous defender of
his philosophy of free trade and free
markets. Many examples of this de
fense are presented by Dr. West. In
one, Smith declared that, ((By means
of glasses, hot beds, and hotwalls,
very good grapes can be raised in
Scotland, and very good wine too can
be made of them at about thirty
times the expense for which at least
equally good can be brought from
foreign countries. Would it be a rea
sonable law to prohibit the importa
tion of all foreign wines, merely to
encourage the making of Claret and
Burgundy in Scotland?"

Dr. West also points out that
Adam Smith believed in liberty as a
principle, not as a Hutilitarian"
means of achieving worthy ends. It
was the chief end in itself: ((The
(true' lover of liberty values freedom
for its own sake. The person who
supports freedom only because it
will have consequences that he ap
proves of is not so committed. Smith
was the (true' libertarian.... One
does not have to look hard through
Smith's writings to find liberty
treated as a value absolute. . . .
Again and again he reveals himself
as an arch opponent of established
oligarchies, entrenched aristoc
racies and oppressive religious es
tablishments."

Yet, it is also true that Adam
Smith was not the ideologue that
many of his most fervent followers
have made of him. In this connec
tion, Professor West points out that,
((Prepared to consider exceptions to
general rules, he was a careful advo
cate and not, like the subsequent
writers in the Manchester School,
an apostle of free trade. Indeed, in
conceding that tariffs were in some
circumstances acceptable, he pro
vides an interesting ancestry of
many modern economists who have
developed what· they call ~second

best' arguments in favor of limited
protectionism. Smith's general con
clusion, however, was that apart
from the stated exceptions there was
an underlying presumption in favor
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of free trade and that, generally, the
onus was upon interested parties to
prove otherwise."

In many respects, the mercantile
philosophy which Smith opposed in
the 18th century is very similar to
the ~~Keynesianism"of this century.
Professor West states that, ~~Smith's

views on the national debt and un
balanced budgets in particular re
vealed the full vigor of his opposi
tion to mercantilists. . . . In issuing
debt, governments deprived .indus
try and commerce of capital and
thereby caused an increase of pres
ent consumption. This was to the
detriment of accumulation and
growth. Unbalanced budgets were a
menace to liberty. Once the
sovereign developed a taste for bor
rowing he would realize an increase
in his political powers since he
would no longer be so dependent on
tax exactions...."

In Smith's time, as today, the
proposition that the national debt is
not really a burden to the country
but only an internal transfer was a
basic argument used to support de
ficit spending. Smith explained that
~~becausethe taxes impoverished the
private sources of revenue, land and
capital stock, this led to the with
drawal of capital from the country
by owners who had become irritated
with ~the mortifying and vexatious
visits of the tax-gatherers.' "

It is too bad that we have learned
few historical lessons in the years

since Adam Smith shared his wis
dom with the world. For this reason.
Dr. West's biography seems to ad
dress contemporary men and women
in terms of their own era. Perhaps if
we rediscover Adam Smith, we can
move in the direction of rediscover
ing the truths he so painstakingly
sought to transmit.

THE RECONSTRUCTION OF THE
REPUBLIC
by Harold O. J. Brown
(Arlington House, 165 Huguenot St.,
New Rochelle, New York 10801, 1977)
207 pages • $8.95

Reviewed by Melvin D. Barger

DR. BROWN, a professor of theology
at Trinity Evangelical Divinity
School in Deerfield, Illinois, argues
that the United States derived its
strength, freedom, and cohesion
from a system of biblical values
now virtually repudiated. A system
of humanistic values, sponsored by
a wide range of opinion makers
and thought leaders, has replaced
the older religious values. But hu
manism is unable to maintain
our individual and collective vi
tality and cannot give us vision
and purpose. We have been
weakened to such a point that the
long-term survival of the United
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States as an independent, sovereign
nation is now in question.

Dr. Brown is not a doomsday
prophet, but he does show that the
predominant values and ideas in a
society determine its future condi
tions. If we face decline and destruc
tion, it is only because we have cho
sen a faulty system of values and
have turned away from belief in
God. We can find new vision and
new direction by recovering our
former values.

((We must learn again to identify
what is really wrong in our individ
ual and collective conduct, and
make that right," Dr. Brown insists.
UBut we will not find our guides
among those who are leading the
way-the self-made (opinion mak
ers.' The answer is to return, con
sciously and with eyes open, to a
fundamental truth of human na
ture, set down in the Bible and ob
served over and over again through
out history. Man's life has a moral
dimension, and he needs something
more than the satisfaction of his
merely physical ~needs.' That moral
dimension, in a materialistic soci
ety, cannot be satisfied by the
standard-bearers of materialism
and hedonism. In other words, it
cannot be satisfied by the mentality
of autonomous man, publicized in
his mass media and praised in his
secularized intellectual and artistic
circles."

Even basic libertarian ideas have

become sinister and have been mis
applied in this new moral climate.
Dr. Brown is particularly distressed
by the way that the ~(freedom of
choice" slogan has been used in the
abortion controversy.

There are fundamental moral
questions about abortion that dis
turb many people who feel that
abortion is the taking of innocent
life; but their opposition has been
weakened by the slogan ~(freedom of
choice." ..The same slogan has also
been extended, under the concept of
~~pluralism," to undermine the older
American traditions. Dr. Brown
shows how a public school teacher
can use pluralism asa pretext for
teaching Marxism-Leninism in
ways that would be strictly forbid
den if the subject were Christianity.

As the older traditions and our
religious heritage continue to erode,
we are also losing the ability to
maintain order, without which no
society can survive. The only choices
remaining are coercion or persua
sion. Ifwe go much further down the
road of government control, Dr.
Brown points out, there will soon be
little left that we can recognize as
personal freedom. He also argues
convincingly throughout the book
that the United States faces addi
tional dangers in losing the will and
strength to defend itself in a hostile
world.

The answer to this general de
terioration must be a religious one,
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Dr. Brown insists, and he believes
that a restored republic can come
only from restored self-conscious
ness on the part of enough citi
zens. HUnless the republic is re
stored," he writes, ((it will inevitably
turn into a technocratic tyranny
more extensive tHan any the past
has known." He says that those who
are unwilling to agree t9 an articu
lated religious answer to our prob
lem must face with all seriousness
the question whether the society
that we are building without reli
gion is one that they can endure.

It is not likely that libertarians
will agree with all of Dr. Brown's
arguments, and this reviewer feels
that he occasionally displays self-

HANDSOME BLUE LEATHERLEX

righteousness and excessive zeal.
Many committed Christians of more
liberal faiths would agree with his
major point that a new religious
consciousness is needed, but they
would have difficulty joining him in
the pews. Perhaps it's not necessary
to do this, however, because Dr.
Brown does show that our diverse
religious backgrounds did produce a
shared moral consensus based on
biblical values. We may disagree on
many matters, but it should not be
hard to convince ourselves that we
desperately need a new moral
consensus-and that the hour for
finding it is very late. Dr. Brown's
book is highly recommended for
those who wish to join the search. i
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"DON'T BE
FUELISH"
Robert G. Anderson

THE American consumer finds it
hard to believe the commercial:
ttPlease don't use my product." Buy
small, drive less, lower the thermo
stat, recycle, stop wasting energy
the latest culprit in the energy de
bate has become the ttpiggish" con
sumer.

Millions in advertising are now
expended to reprimand the con
sumer for consuming. Public
utilities as well as the petroleum
industry urge consumers to use less
of their products. Even the au
tomobile industry has joined in the
plea-promoting smaller cars, car
pooling, and less travel.

Such strange behavior is not the
way of the market. Providing the
consumer with more for less
creating better products-has been
the traditional role of the producer.

Mr. Anderson ia Executive Secretary and Director of
Seminara, The Foundation for Economic Education.

Producers in competition with one
another have turned to advertising
as a means of promoting, rather
than curtailing, the use oftheir prod
ucts.

That suppliers of 'energy should
call upon consumers to curtail
energy consumption would seem to
be an act of irrationality in a free,
competitive market place. But such
behavior by producers today is not
so much a mark of their insanity as
it is a measure ofthe extent to which
market forces have been blocked or
abandoned in the energy business.
An unfettered market for energy
simply does not exist.

Price, in a free market, reflects
changes in supply and demand. As
suming a steady demand, prices
tend to fall when supply becomes
abundant, and prices rise when
things are scarce. High prices are a
signal to consumers to conserve; and
to producers, high prices are a spur

579
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to increased productivity. But the
free movement of price is now re
stricted by government.

This political interference has
hampered the use of price as a
means of allocating energy re
sources. Higher prices, a signal to
increase energy supplies and de
crease energy consumption, are pre
vented by government edict. Such
government controls on price, as
well as regulations hampering pro
duction, have discouraged any sig
nificant increase in the total supply
of energy.

These political barriers to higher
prices, and restrictions on produc
tion, have generated a widening gap
between available supplies of
energy and consumer demand.
Producers-unable to respond to
this disequilibrium through upward
price adjustments or increased
production-are forced into an ad
vertising program to discourage
consumption of their own products
and services.

This strange turn in advertising is
one ofthe inevitable consequences of
earlier political intervention.
Nevertheless, many people blame
the market for this new develop
ment. Only when it is realized that
such behavior is a product of gov
ernment interference with market
forces can any remedy be found.

The extent of government own
ership of energy resources and
energy-generating facilities is a

primary source of the problem. Gov
ernment legal ownership and gov
ernment control in the energy field
is awesome. Unlike private owners,
government owners of resources
need not respond to the demands of
consumers. The motivating force of
gain, which activates the employ
ment of private resources, is absent
when the resources are owned by
government. Government employs
its resources according to political
determinations rather than market
decisions.

Throughout the world, huge
energy-rich land and sea areas are
either directly owned or controlled
by governments today. Access to
these properties by private energy
producers, if permitted at all, is at
the total discretion of government.
In many cases, the government re
serves to itself all rights to exploit
these resources.

Political Domination

The presence of government is
even more universal in the delivery
of electricity and natural gas. Much
of the utility industry is legally
owned by government..That which
remains nominally in private hands
is under the direct control of gov
ernment, and decisions regarding
prices, production, and distribution
are under government jurisdiction.
As a result, the entire industry is
dominated by political concerns.

The tragedy of our age is that
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political decisions are so heavily
motivated by envy and guilt. Politi
cal redistribution of wealth and de
privation of consumers has been the
logical consequence of these at
titudes. The law has been used to
reallocate property and direct the
activities of the citizenry; and the
government-owned resources are
employed in a simIlar manner. Con
vinced that the (~social justice" of
collectivism demands both a reor
dering and a redistribution of
economic resources, government re
sponds by using all of its resources
toward that end.

Obviously, what the political
planners seek is radically different
from what individual consumers
want. A private owner of resources
is forced to respond to the will of
consumers if he wishes to prosper,
but the resources of government are
responsive to political rather than
market pressures. The political will
of a collectivist society is never the
same as the individual consumer's
choice in the use ofhis own purchas
ing power.

Today's political will decrees that
low prices, resource preservation for
posterity, the reduction of private
profit, and reduced consumption are
desirable goals in the energy field.
To implement these goals, the gov
ernment enacts various restrictive
laws and withholds its resources
from production.

Industries that traditionally have

served the consumer well in the
energy field rapidly are losing their
freedom to do so. Government in
sists that energy resources must be
preserved for future generations and
that today's consumer is guilty of
massive waste. Political concern for
the poor prevents energy price rises,
and political bias against industrial
profits discourages increased pro
duction.

Economic Sabotage

The pursuit of these political goals
is as effective a program of economic
sabotage as anyone could devise.
The conflict generated by a collec
tivist philosophy of envy and guilt
assures ultimate chaos in our soci
ety. Meanwhile, producers of energy
respond as best they can with the
freedom they still retain.

The utility industry, forbidden by
government to raise rates and ham
pered in developing additional
capacity, is the classic victim of this
political philosophy. Government,
believing that low rates are best,
that consumers are wasteful, and
that resources must be preserved for
future generations, thus restrains
the utility industry. The industry, in
desperation, resorts to a campaign
urging consumer conservation, a
program costly to consumer and
producer alike.

The petroleum industry also is the
victim of these political beliefs.
Legislation holding oil prices below
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market rates restricts profit mar
gins and destroys incentive to pro
duce. Legal barriers against private
producers remove government
owned oil lands as a source of addi
tional supply. International gov
ernment cartels limit world supplies
of oil. Adverse tax laws and produc
tion quotas further limit the output.
With production thus restrained,
the petroleum industry responds, as
do the utilities, to advocate reduced
consumption. Limiting the gap be
tween existing supplies and growing
demand becomes the primary con
cern of both industries.

The withholding of government
owned energy resources and the po
litical bias against private produc
tion has left energy producers with
but one option-to advertise for lower
consumption of their products. Un
able to expand productive capacity,
they are attempting to forestall the
political alternative: bureaucratic
rationing of resources thus rendered
scarce.

An advertising campaign to dis
courage consumption may allow fro
zen prices to continue to serve tem
porarily as the means of allocating
resources. However, the limitation
of production steadily raises costs
and applies pressure for price in
creases. The hampering of new pro
duction ultimately will be borne by
the consumer in a lower standard of
living as energy resources are either
not available in quantities desired,

or available only at significantly
higher prices. The fundamental
problem still remains.

Pleasing the Government

~~Conservation" advertising also is
being done by some of the energy
related industries. Automobile
manufacturers, for example, have
been urging a reduction in the use of
their energy-using products. Unlike
the petroleum and utility industries,
these producers still retain their
freedom to expand production and
sell their products at market
determined prices. Still, they en
gage in aggressive promotion of
small cars, urge less driving, and
encourage owners to trade less of
ten, keep the old car longer.

The frightening aspect of this ad
vertising is that it is undertaken to
~~please" government rather than to
serve the consumer. The automobile
industry clearly is intimidated after
a decade of continual harassment by
government regulations and produc
tion standards. More and more, the
type of vehicle produced is ordained
by government rather than by the
consumer. The automobile industry
is well aware of its dependence on a
satisfied government.

In a free market the consumer is
sovereign. The producer responds by
diverting his resources and directing
his advertising toward the desires of
the consumer. Today, the regulatory
power of government is gaining as-
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cendance over the sovereign con
sumer. To survive, the producer
must be ever conscious of govern
ment's will as well as the consumer's
choice.

Whether consumers want smaller
cars, less driving, more car pooling,
or more aged cars is irrelevant. It's
what the government says is best!
The automobile companies recog
nize this fact and respond to these
political goals through their adver
tising programs. Just as they have
been forced to meet government
imposed standards of construction,
they likewise structure their adver
tising to government orders. Hypoc
risy in advertising becomes a condi
tion for business survival.

These pleas by the private pro
ducers ofenergy and of energy-using
products for reduced use of their
wares are not of their own making.
Just as the wen-being of the con
sumer suffers from a decline in total
production, so too does the well-

being of the producer. The fault
must be placed on government, and
its counter-productive political phi
losophy of envy and guilt. As long as
our society is governed by this col
lectivist mentality, our economic
well-being must suffer.

Yet, the market continues to re
spond. When hampered by radical
government intervention, market
forces turn to the areas remaining
free. The options of energy produc~

ers have declined to the· extent that
they must now resort to advertising
against the interests of themselves as
well as of consumers.

In the pursuit of political goals in
the energy industry, government
has hampered production, taxed
away profits, frozen prices below the
market, and frustrated consumer
choice. The result is a decline of our
standard of living, and even our, re
maining freedom to be cCfuelish" may
soon be denied.

Isn't that foolish? @

IDEAS ON

LIBERTY

ttLet the Government Fix It"

WHENEVER there is some trouble in any area of the economy, the
simplest solution to many people is ((Let the government fix it." Yet the
record is plain for everyone to see-every time the government uses its
money or its power to favor this group or that it sets in motion a train of
events which causes even more serious trouble and imbalance in many
other related areas. Over a period ofyears the net result is such a web of
supports, subsidies, interventions and controls that it is almost impossi
ble for a nation to find its way back into a dynamic system of really free
enterprise.

LAWRENCE FERTIG
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Clarence B. Carson

10. Germany: National Socialism
in Power

IN the presence of his prospective
cabinet and before President Hin
denburg of the Weimar Republic,
Adolf Hitler intoned these words on
the morning of January 30, 1933: ~~I

will employ my strength for the wel
fare of the German people, protect
the Constitution and laws of the
German people, conscientiously dis
charge the duties imposed on me
and conduct my affairs of office im
partially and with justice to

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around
the world.
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everyone." So saying, he was sworn
as Chancellor of the Republic. The
other members of the cabinet having
taken their oaths, Hitler affirmed
his good intentions to the President
in a brief speech. Hindenburg, who
had delayed asking Hitler to form a
government for months, looked as if
he were about to make reply but
instead dismissed them with his fa
vorite formula: ~~And now, gentle
men, forward with God!"l

Within months of this ceremony
about the only relic of the Weimar
Republic still standing was Presi
dent Hindenburg, and he would not
survive much longer. A Nazi Revo-
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lution had taken place, was, as a
matter of fact, still in process. This
revolution was accompanied by the
standard concomitants of modern
revolution: suppression of liberty,
confiscation of property, concentra
tion camps, persecution of classes or
categories of people, terror, and vio
lence. The terror that gripped Ger
many in the mid-1930's was soon
extended beyond German bound
aries and during World War II
threatened much of the world, if not
all of it.

Ever since, indeed, beginning
while it was going on, a great deal of
ink has been spilled in attempts to
account for Hitler and Nazism. One
main approach has been to try to
explain the violence, brutality, and
viciousness of Nazism by what
may be called a biographical
psychological examination of the
leaders. Thus,Hitler, Goering,
Goebbels, Himmler, and others are
studied in order to discover their
frustrations, quirks, sexual in
adequacies, deprivations, and other
origins of their hatreds. For exam
ple, a psychological study of Hitler
made during World War II specu
lated that his disorders might have
begun with misguided toilet train
ing due to the excessive neatness
and cleanliness of his mother. Any
one familiar with the literature
knows of the reputed homosexuality
of Ernst Roehm (organizer of the
ill-famed SA-~~Storm Troopers")

and of the drug taking of Hermann
Goering, for example.

How Nazism Gained
Support in Germany

The major difficulty with the bio
graphical approach, aside from the
speculative nature of so much of it,
is that while it may shed some light
on the origins of the brutishness of
Hitler and his henchmen it does not
explain their success in gaining the
support of so many Germans. For
this, there is a supplementary ex
planation. It is to be accounted for
by something in the German charac
ter.

Although the collective guilt of
Germans for Nazi acts was officially
rejected by the Nuremberg Trials
after World War II, this did not keep
it from being widely believed and
frequently imputed to them by writ
ers and commentators. The Ger
mans have been accused of being
especially drawn to authoritarian
governments. This has been attri
buted by some to Martin Luther and
the Lutheran Church. (But surely,
it could be argued, if Luther was an
authoritarian he was no more so
than the Catholic Church. If this
were once admitted, however, the
specifically German character of
this penchant would be refuted.)
There are many variations on the
Nazism-as-a-phenomenon-attribu
table - to - something - Germanic
theme. Some focus on Prussian
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militarism, others on latent anti
Semitism, and so on.

Whatever the motives of those
who advance the biographical
Germanic explanation (combined,
usually, with the notion that Hitler
belonged to the ((right wing"), the
impact is to disentangle and sepa
rate Nazism from what is crucially
necessary to understanding it. The
biographicaL·Germanic approach
tends to make it sui generis, some
thing peculiar to Germany. Those
who add the supposed ttright wing"
attribute do attempt to universalize
it but confine it to movements which
either do not exist or have no com
mon ground in the contemporary
world.

A simple story may both show the
fatuousness of some of these at
tempts at explanation and lead us
toward· an understanding of the
character of Nazism. The story is
about. a scene which the present writ
er witnessed a good many years ago
on the outskirts of the small Ger
man town Herzogenaurah. It is·but
a few miles from the seat of a well
known university at Erlangen but
has no claim to' fame or notice of its
own. Another American soldier and
I were walking along the road on a
late summer afternoon. We heard a
commotion up ahead and· saw there
were perhaps a dozen children in
volved in it. As we approached them,
we made out what was going on. The
children were chasing, taunting,

and otherwise harassing a deformed
person. Whether we broke it up or
whether it was done by some older
German escapes my memory, but it
was broken up. The details have
faded, but the shameful incident has
stuck in my memory.

Intolerable Differences

What is to be made of this inci
dent, of this cruel attack by chil
dren, ganged up, on a deformed and
helpless person? My first reaction,
as I recall it, was quite conventional.
What I had witnessed was the com
ing out of some loathsome trait in
the German character. Or, the
thought occurs tome now, perhaps
the children should have been
rounded up and taken to apsychia
trist in order to determine what it
was in their earlier childhood that
had bent them to participate in this
particular cruel mischief. Mature
reflection, however,convinces me
that such approaches to an explana
tion are· to be rejected.

What is misleading about this in
cident is that the person ganged up
on and attacked was deformed. Once
it is understood that this was inci
dental, what happened is all too
commonplace. The person was not
attacked because he (or she) was
deformed but because he was differ
ent. It happens every day many
times over. Children gang up to
taunt and harass someone or other
in their midst who is in some way
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different. The target often changes
from day to day.

The present writer recalls having
been beset by what seems to have
been the whole female contingent of
his eighth grade class when he an
nounced that he was in favor of
Wendell Willkie instead of
Roosevelt for President. The com
munity was pro-Roosevelt Demo
cratic, and I was, for a moment, a
threat to its solidarity. Such be
havior is almost as natural to chil
dren as pecking to death one of their
number which develops an open sore
is to barnyard fowls. Adults are not
immune to it, though when they are
trying to appear civilized they claim
when they are picking on someone
who is different that they are only
teasing.

Nonetheless, herein lie the roots
of collectivism. It is sometimes sup
posed that the wellspring of collec
tivism is envy. Undoubtedly, envy
sometimes plays a role in collec
tivism, but it is not clear that it is
essential. What is essential is the
longing to be at one with some dom
inant group or order or class of peo
ple and to expel and, perhaps, de
stroy all who do not belong to it. It
is, as H. L. Mencken once noted, the
longing for the warm smell of the
herd. It is powered much more by
hatred than envy, hatred for the
alien in the midst, the one who is
different, and who thus disrupts the
supposed unity. (This is mostly non-

sense, of course, since such unity as
exists arises from the focus on the
alien. Expel the alien, and the dif
ferences among those in the ~~uni

fied" group begin to stand out once
again.)

None of us is immune to the col
lective urge. No doubt the Germans
have it but so also do the French, the
English, the Italians, the Russians,
the Hottentots and the Bantu: the
Jew and the Gentile, white and
black, Protestant and Catholic,
Oriental and Occidental. It may
even be an urge which the human
race shares with the lower animals.
Nor is the collective urge necessar
ily and always productive of evil.
When it is confined, restrained, lim
ited, and civilized it enables us to
enjoy the good fellowship and share
in productive efforts with those of
like mind and spirit. But when it is
powered by hate, ideologized, and
joined with the power of govern
ment-let loose to employ force
it is dangerous, wanton, and de
structive. It becomes collectivism
the idea that has the world in its
grip. The reason for including
Nazism in this account is that some
aspects of collectivism come out
more clearly in it than elsewhere.

The Politics of Collectivism

Adolf Hitler was a master of what
for want of a better phrase may be
called the Politics of Collectivism.
The phrase has probably never had
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any currency because we do not or
dinarily think of collectivism as
having a politics. After all, politics
has to do with persuasion, with
compromise, with composing differ
ences, and with gaining office or
position. By contrast, collectivism
has to do with concerting all energy
behind a set of objectives, with the
crushing of dissidence, and with the
removal of offending elements. Poli
tics entails the modes of behavior of
those who would gain and hold favor
when people are free to accept or
reject them, in ordinary usage.

Even so, there is what may be
called a politics of collectivism. It
entails the methods of operation by
which total power is attained and
imposed. It is the means by which a
collectivist gets the weight of the
populace behind him. When Lenin
attempted it, he provoked civil war.
Stalin achieved it, in so far as he did,
by extensive and prolonged terror.
Hitler used terror, too, but much
more selective terror than Stalin,
and it was coupled with other
equally effective methods. His mas
tery of the politics of collectivism
can best be understood by exploring
his methods.

Hitler's methods are revealed in
Nazi ideology. Indeed, the ideology
was itself a method of gaining and
imposing power. There was always a
tendency not to take Nazi ideology
seriously, and for good reason. The
intellectual level of it, in Mein

Kampf, which is the major exposi
tion of it, is very low. It is difficult to
take a writer seriously who breaks
into a historical discourse with
statements about bowlegged Jews
seducing young blonde German
maidens, and that in the coarsest
and most vulgar language. It is pos
sible to laugh or cry at such hyper
bole but hardly to take it seriously.
Yet, as it turned out, Hitler was
serious, perhaps even sincere, and
Nazi ideology requires careful
examination.

Emotional Appeal

Nazi ideology, that is, Hitler's
ideology, was not an intellectual
system. It was not arrived at by
deduction from self-evident truths
(praxiological) nor by analysis
(dialectics) nor built up from the
facts (inductive). Probably the least
important aspect ofNazi ideology, to
Hitler, was whether it was true or
false. He was not interested in im
proving people's minds but in at
tracting followers; his appeal was
not to the intellect but to the feel
ings. If Hitler had been reliably in
formed that the incidence of bow
leggedness among Jewish men was
much less than that for the German
populace as a whole, it is most
doubtful that he would have revised
Mein Kampf to accord with the new
information.

Nazi ideology was a compound of
what may be best characterized as



1977 GERMANY: NATIONAL SOCIALISM IN POWER 589

beer hall or, in the American idiom,
barroom exposition. The amount of
alcohol that makes the generality of
people convivial turns some people
into public speakers. Such a person
is likely enough to become a loud
mouthed expounder of ideas, taking
for listeners any and all who are in
the vicinity, though one will often
serve as well as ten. He will expound
at length on what is wrong with the
world and how it can all be set right.
Such a person may have a consider
able fund of information, a good
memory for striking detail, and be
fairly well acquainted with popu
lar ideas. However, he prefers
monologue (his) to discussion, re
quires at most an occasional nod for
encouragement, and will not brook
disagreement with what he is say
ing. His ideas are to thought what
Hollywood mock-ups are to build
ings, imitations which could hardly
bear close examination.

Gaining Followers

Hitler's main discovery was how
to make such talk productive in get
ting followers. The beer hall, or bar
room, habitue who becomes a public
speaker under the influence does not
attract followers; on the contrary, he
is probably hard put to find drinking
companions. We can surmise, if we
think about it, why it is that he
probably does not attract followers.
It is not that he fails to take his
ideas seriously or that many of those

about him do not share his prej
udices. It is rather that he does not
take himself seriously. Everyone
knows that regardless of how cogent
his ideas, the talkative drinker is
not going to do anything about
them. He is only going to talk about
them. Hitler learned how to make
such talk attract followers. He
learned how in the course ofnumer
ous meetings in beer halls in
Munich in the early 1920's.

Hitler did take himself seriously.
(There is no reason to suppose that
he was one of those who become
public speakers under the influence,
for he cared little for alcohol. His
beverage was power, not alcohol.)
The problem was how to get others
to take him seriously and join forces
with him. The way he discovered
was to remove all doubt that he
would act, all doubt that he meant
business. Those who ventured to at
tend one ofhis meetings stood a good
chance of witnessing the Nazi de
termination to act. Hitler did not
hold seminars in Nazi doctrine; he
arranged (~happenings" as a
backdrop to his fervent speeches.
Any person or group which ex
pressed their disagreement vocally
was beaten up and thrown out of the
meeting. He neither invited differ
ences of opinion, nor did he tolerate
them. The violent attacks on those
who disagreed signified a deter
mination and willingness to act.
Those who did not take Hitler seri-
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ously in his meetings could suffer a
broken head for their oversight.

There was more to it than this, of
course. Hitler was an astute student
of mass psychology. His meetings
were a bizarre form of entertain~

ment. He usually charged admission
during the early years. The Storm
Troopers would be in attendance,
the threat of violence in the air, the
beer hall the setting, and then the
main fare, his speech. He scheduled
speeches for the nighttime
whenever possible, for, as he noted
in Mein Kampf, people are more
readily influenced at night. He usu
ally spoke at great length, two or
more hours. The critical powers of
the mind decline as the posterior
grows numb, and it is at this
juncture that the demagogue can be
most effective. Hitler could play on
the vagrant prejudices which come
to the fore as the mind ceases to
discipline its contents; he could pro
ject feelings of discomfort onto the
enemy of his choosing, thereby
transforming discomfort into
hatred.

All this would probably have been
of no account without ideology. Hit
ler claims to have given considera
ble attention to various ideologies,
particularly to Marxism both in its
Communist and Social Democratic
formulations, and to the various
nationalist dogmas. He perceived,
too, what must be their fatal error.
They could not act decisively and

forcefully. They tended to divisions
among themselves which weakened
them and made them irresolute. The
solution to this that he hit upon was
to have a single authoritative
leader, though the idea may not
have originated with him since
Lenin had already exemplified it.
But this would not solve the problem
if the ideology divided the popula~

tion drastically. It was in solving
this problem that Hitler showed
himself the consummate politician
of collectivism.

Marxism Is Divisive

Marxism as an ideology divides
the people. With its focus upon and
almost total reliance upon the pro
letariat, it alienates the rest of the
population. Its atheism alienated
Christians. Its internationalism,
which Hitler ascribed to Marx's hav
ing been a Jew, failed to muster the
national spirit of a people. Even so,
Hitler gleaned much from Marxism.
He believed Marxism to be right in
destroying before making a revolu
tion:

It indicates a lack of deep insight into
historical developments when today peo
ple who call themselves folkish make a
great point of assuring us over and over
that they do not plan to engage in nega
tive criticism, but only in constructive
work. ... Marxism also had a goal, and it,
too, has a constructive activity. ..; but
previously, nevertheless, it practiced
criticism for seventy years, annihilating,
disintegrating criticism, and again criti-
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cism, which continued until the old state
was undermined by this persistent corro
sive acid and brought to collapse. Only
then did its actual ('construction" work
begin. And that was self-evident, correct
and logical.2

He denied that the success of the
Marxists arose from the complicated
Marxian literature. Instead:

What has won the millions of workers
for Marxism is less the literary style of
the Marxist church fathers than the in
defatigable and truly enormous prop
aganda work of tens of thousands of
untiring agitators, from the great
agitator down to the small trade-union
official and the shop steward and discus
sion speaker. . ..3

The Fuhrer Principle

Hitler described his ideology as
the ((folkish philosophy." He said:

The folkish philosophy is basically dis
tinguished from the Marxist philosophy
by the fact that it not only recognizes the
value ofrace, but with it the importance of
personality, which it therefore makes one
of the pillars of its entire edifice. 4

What Hitler refers to as the ((im
portance of personality" should be
understood as the importance of
leaders and the Fuhrer principle.
Actually, as Hitler noted, Com
munists have had to rely on ((lead
ers." Hitler is quoted on this point,
however, more to show that he was
aware of or claimed similarity with
the Marxists than for the acuteness
of his distinction.

The major tactical difference be
tween Nazism and communism was
that Nazi ideology was not nearly so
divisive. Hitler sought to forge an
organic unity of the German people
(excluding Jews and convinced
Marxists, whom Hitler thought of as
((ideologized Jews"). He would bind
the Germans-industrialists, work
ers, military, and civil service-into
a great productive and creative
unity. To avoid dividing them, he
steered clear of specific programs.
As to what would be done economi
cally, he said: ((I had at that time
and still possess today the unshaka
ble conviction that it is dangerous to
tie up a great politico-philosophical
struggle with economic matters at
too early a time."5 He inveighed, too,
against those who would try to tie
the Nazi Party to either a Protestant
or Catholic base. This would only
serve to divide rather than unite the
people.

Hitler's Use of Religion

The way Hitler used the Christian
religion deserves more space than it
can be given here. While Hitler was
almost certainly a pagan, he fre
quently spoke asifhe were the lead
ing defender of Christianity and
conscientiously doing the will of
God. Typically, he could effect being
most pious when appealing for ra
cial purity. Instead of preaching
celibacy, he declares at one place,
the Church ought to enjoin racial
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mIxIng, and by this ~~admonition

finally to put an end to the constant
and continuous original sin of racial
poisoning, and to give the Almighty
Creator beings such as He Himself
created."6 Of course, Hitler did not
derive this doctrine from Chris
tianity at all; he was using phrases
and ideas drawn from Christianity
to give a religious gloss to his own
ideology.

Setting the Stage

Nazi ideology was concocted from
German mythology, from the ema
nations of other contemporary
ideologies, from anti-Semitism, and
from Pan Germanism. Hitler in
tuited the ideological temper of the
age and mixed a brew which would
appeal to it. He was probably incap
able of extended reasoning and he
was certainly undisciplined to sub
mitting conclusions to the test of
evidence. He made contact with
ideas at the point at which they
have largely come loose from what
ever gave rise to them. In this, he
resembled the barroom talker. But,
unlike our imaginary talker, he did
not simply express them; he wove
them into an ideology by repetition,
by the skillful merging of images, by
using his powerful will to hold them
together. There was something de
monic about his ability to express
ideas that had a wide currency in
Germany-that were popular and
appeared to derive from the

people-and yet to give everyone of
them his own context.

The Nazi ideology, though, should
be thought of as a script to a play.
People do not, by and large, read the
script; they much prefer to watch
the performance, to see the words
take on life, to see them entwined
with the action. If anyone was ever
won over to Nazism by reading Mein
Kampf he has yet to be heard from.
But many were drawn into the
movement as the play began to un
fold.

Hitler was a revolutionary, a rev
olutionary socialist mayhap, cer
tainly a revolutionary collectivist.
He made no secret of his revolu
tionary intent. rrNational Socialism
as a matter of principle," he said,
~rmust lay claim to the right to force
its principles on the whole German
nation. . .. It must determine and
reorder the life of a people . ..."7 Its
purpose was to be realized by ~~tear

ing down a world and building
another in its place...."8 Hitler did
not, of course, specify much of what
was to be torn down and he only
promised that an organic unity
would take its place.

Even though Hitler was a revolu
tionary, following his stint in prison
in the mid 1920's he set upon a
course of trying to come to power by
popular support. There is no reason
to suppose that his punishment had
converted him to legality, but it may
have helped him to see the futility of
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any attempted seizure of power.
Germany was much more ready to
fall apart than it was to be pulled
together by revolution. Anyone who
grabbed a particular power in Ger
many might well see it evaporate in
his hand.

If the Reichstag were taken over,
its powers might revert to the states.
If the army chieftains submitted,
the soldiers might refuse to fight.
The unions could bring a revolution
to naught, if it did not suit them, by
a general strike. Control of Prussia
was undoubtedly the key to the con
trol of Germany (assuming that
Catholic Germany did not then se
cede), but that was hardly easier for
Hitler to achieve than control over
all of Germany simultaneously. As
much as he despised elections, they
offered the most likely route to
power.

Rebuilding the Party

The failure of the Munich Putsch
in 1923 and the subsequent impris
onment of Hitler and other Nazis all
but destroyed the Nazi Party. When
Hitler got out of prison, the task of
getting electoral support appeared
almost insuperable. The Party had
to be rebuilt, his own control of it
reasserted, and if it were to be any
thing but a Bavarian party it would
have to make a beginning along
these lines. The leader of the Storm
Troopers, Ernst Roehm, had left the
country, and that branch of the

movement would have to be rebuilt.
Most of the German states prohib
ited Hitler from making speeches,
thus stilling his most effective
method of gaining followers. In the
face of these difficulties, Hitler did
manage to revive and rebuild the
Party, and the restrictions were
eventually removed. Even so, in the
Reichstag elections of 1928 the
Nazis only got a sufficient percent
age of the vote to name 12 deputies,
12 out of 491!

As noted earlier, the Depression
gave Hitler his opportunity. As un
employment rose in Germany, so did
the Nazi vote. In the election held in
September of 1930 the Nazi Party
got the second largest number of
delegates in the Reichstag, second
only to the Social Democratic Party.
But they still had only 107 of 577
total delegates. The crucial fact,
however, was that with the growth
in delegate strength of the Nazi
and Communist parties, none of the
three configurations of non
revolutionary parties which usually
formed governments could muster a
majority. If a grand coalition of par
ties of the center plus the Social
Democrats could have been formed
it would have commanded support
from only about 250 delegates. The
old center parties had only 107 dele
gates. The nationalists could proba
bly not have mustered 90.

Heinrich Bruning was named
Chancellor and formed a govern-
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ment which had representatives
from parties with only 137 dele
gates. The Social Democratic Party
did not participate in the govern
ment, but Briining was only able to
maintain power with its tacit sup
port. He turned increasingly to rule
by emergency decrees issued in con
junction with President Hindenburg
in order to be able to function and
still avoid votes .in .the Reichstag
which would bring about the fall of
the government. ((In 1930 the
Reichstag passed ninety-eight laws.
In 1931 the number fell to thirty
four,' while Hindenburg issued
forty-two emergency decrees. In
1932 the Reichstag passed only five
laws, while Hindenburg issued sixty
decrees."9

The 1932 Elections

The Reichstag elections held in
1932 help to explain this virtual
parliamentary collapse. In the elec
tions held in July of that year the
Nazis became the leading party with
230 delegates in the Reichstag. The
Communists had· been gaining with
each election and now had 89. To
gether the Nazis and Communists
commanded 319 votes, a majority.
There was, of course, no possibility
that the two would form a govern
ment and work together, but they
could and would combine, by a vote
of no confidence, to bring down at
will any government named. It ap
parently meant, too, that the Ger-

man voters had opted for revolution,
though who should bring it about,
whether Nazis or Communists, was
not yet clear. It was ominous, too,
that the vote for the more moderate
parties had been steadily declining.
The Democratic Party, such voice as
nineteenth century liberalism had,
elected only four delegates to the
Reichstag. The German People's
Party had only seven. Even the So
cial Democratic Party had been
steadily declining in popularity.

Hindenburg had already' tapped
Franz von Papen to be Chancellor,
and he formed a government from
the center and· nationalist parties.
But he threw away whatever chance
he might have had for tacit support
from the Social Democratic Party
(which would not have provided him
with a majority in the Reichstag
after the elections, in any case) by
taking over the government of Prus
sia and driving· the Social Demo
crats out. This was a fortuitous event
for Hitler, for when he was made
Chancellor he also took over the
government of the largest state in
Germany.

No Ruling Majority

It may well have been that Pa
pen's control of the government and
the police in Prussia, which included
the city of Berlin, prevented a
Communist uprising, for Berlin was
the .center of Communist strength.
The government ordered, too, the
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disbanding of the Nazi SA (Storm
Troopers), but this order was shortly
rescinded. Papen might govern
without the Social Democrats but
not without some sort of assent from
the Nazis. In any case, Papen was
dependent upon Hindenburg and his
emergency decrees for the day to day
governing of Germany.

The Reichstag had no sooner as
sembled after the election than the
Communists proposed a no confi
dence vote in the Papen govern
ment. It carried by the whopping
vote of 512 to 42. Hermann Goering,
the Nazi President of the Reichstag,
prevented Papen from filing a dis
solution order from Hindenburg
which would have forestalled the
test. Hitler had already refused to
come into the Papen government as
Vice Chancellor, insisting that he
must head any government in which
the Nazis participated. Hindenburg
could not accept that solution at this
time. So, there was little to be done
but call for a new election.

The Reichstag election held in
November of 1932 hardly improved
matters. The Nazis lost a few dele
gates; the Communists gained a few;
the National Party gained a few,
and the Social Democrats lost a few.
The Nazis and Communists com
bined still commanded a majority of
the delegates. For once, however,
the Nazis allowed the Reichstag to
hold a few sessions without a crisis
until it adjourned. Hindenburg

called upon General Kurt von
Schleicher to form a government. He
maneuvered to try to get the support
of enough parties to govern but in
such a way that he lost whatever
trust he had among party leaders.
He tried to divide the Nazi Party by
bringing Gregor Strasser into his
cabinet. Strasser refused, and Hitler
was furious with Schleicher. In like
manner, he attempted to get support
from the Social Democrats but suc
ceeded only in irritating the leader
ship of that party. Meanwhile,
Franz von Papen, who had earlier
been a protege of Schleicher, began
to maneuver behind his back.

Hitler As Chancellor

With the January 31, 1933 meet
ing of the Reichstag facing him,
Schleicher recognized that he could
not govern. Most likely, the dele
gates would hardly have been seated
before he would have been subjected
to a no confidence vote as humiliat
ing as that received earlier by Pa
pen. There was one way, he thought,
by which he could govern and Hitler
could be prevented from coming to
power. President Hindenburg
should dissolve the Reichstag, grant
him emergency powers to govern,
and suppress the Nazis and Com
munists before any new elections
were called, if any were called. Hin
denburg would not agree to this
course, and Schleicher resigned.

At this juncture, Hindenburg
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asked Hitler to become Chancellor
of a new government. Historians,
with perfect hindsight, have found
fault with Hindenburg's decision
ever since. He was, after all, 85
years old and was almost certainly
becoming senile. But if Hindenburg
had been at the height of his intel
lectual powers, there is little reason
to suppose he would haye acted dif
ferently. He was on the horns of a
dilemma. To follow Schleicher's pro
posal would be to make him, or
someone else, dictator. It would al
most certainly mean the end of con
stitutional government and the
Weimar Republic as well. (Hinden
burg's honor was involved here, for
he had pledged himself to obey the
Constitution and uphold the Repub
lic.) Even then, there was no assur
ance that whoever he chose as dic
tator could govern, and Hindenburg
did know this. Such a dictator would
have to depend upon the regular
army (the Reichswehr).

But could the army impose a dic
tator on Germany? Hindenburg
doubted it, and for good reason. The
Treaty of Versailles, not Hinden
burg, was to blame for this state of
affairs. The army was restricted to
100,000 men, and the morale of
those was an uncertain factor.
Paramilitary forces vastly outnum
bered the army, and many of them
were armed and wore uniforms. Of
ficers in the SA had been seen for
some time swaggering about requir-

ing regular army personnel to salute
them. Any attempt at suppressing
the Communists might bring forth a
general strike from the unions.
What Schleicher proposed would, at
the least, suspend the Constitution
and most likely bring civil war. That
was one horn of the dilemma.

The other horn was Hitler. For all
his blustering, crudeness, and
vulgarity-this was well known-he
was still an unknown quantity in
one sense. He had not yet had the
authority or responsibility for gov
erning. Might not responsibility
sober and tame him? Might not the
necessity for getting a majority in
the Reichstag restrain him? More,
the cabinet might hold him in check.
The Nazis were to have only two
posts besides that of Chancellor.
Papen was to serve as Vice Chancel
lor, and he was no wild man.
Hugenburg, the head of the
Nationalist Party, had a strong and
tenacious personality; Hitler needed
his party, and had him in the
cabinet. Hindenburg detested Hit
ler, had delayed as long as he could
raising him to power, but had finally
to act. Reassured by his advisers, he
made the fateful appointment.

Anyone dealt such a hand at cards
as Hindenburg held, to change the
figure of speech, should have asked
for a new deal. Hindenburg already
had, of course, but another election
had left him holding the same cards,
so to speak. Was there really any
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reason to hope that yet another elec
tion would bring about any great
change? So, hoping for the best, Hin
denburg listened to the cabinet
being sworn and gave them his
charge with his familiar parting
words: ((And now, gentlemen, for
ward with God!" Hitler was not a
gentleman-far from it. Germany
did not go forward with God; in
stead, it went down with Adolf Hit
ler. At last, Hitler had the opportu
nity to prove that he was serious.

He was serious. He meant every
word he had written and spoken,
and more. @

Peace and Prosperity
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Next: 11. The Promise and the Ter
ror.

IDEAS ON

LIBERTY

WORLD leadership requires that we constantly defend the principles of
individual liberty and free enterprise. At every opportunity we should
call out to the world that only competitive private enterprise can lead to
peace and prosperity. We have a glorious history of individual freedom
and safety of property-the absence of nationalization and confiscation
by an omnipotent state. Our recent excursions toward the Welfare State
endanger our record-and ourselves. But if we will correct that trend,
then with pride we can d~monstrate to the warring world that individ
ual liberty is the only durable foundation for peace and prosperity.

If our way is freedom, then other nations on their disastrous roads
may someday listen to reason and follow us as all civilized nations fol
lowed Great Britain during the nineteenth century. Law, order, and
peace may then return once again to a battered world suffering from an
absence of individual freedom and free enterprise.

HANS F. SENNHOLZ, Welfare States at War



Joan Marie Leonard

PRICES
ARE
MEASURES

CHANGING THE PRICE of anything by
law is like trying to change the
number of minutes in an hour or
days in a week. You can't. That's the
way it is. Can you imagine the con
fusion if we all lived according to
different calendars or weights or
measures? The result, of course,
would be total chaos-an end to
civilized cooperation, interrelation
ships and exchange between people.

An end to a life system is always
inconceivable. But when the condi
tions are only partial, we allow them
to inject their poisonous influences.
We become accustomed to their
obstructions and begin to consider
them natural conditions, until the
confinement they create is so
obstructive we can't move and are
forced to break through like a new
born eagle bursting from the en
cumbrance of its egg.

No matter what any legislator
says, there are 12 inches in a foot.

Miss Leonard is a free-lance writer.

598

And there are 10 millimeters in a
centimeter. And 16 ounces to a
pound. It's just a matter of com
munication. Change it and there's
no communication. A legislated
price is a mislabeling no different
from putting half a pound in a jar
and calling it 16 ounces. Legal inter
ference in the market falsely
weights all our scales.

Any time the law sets a price, it
((changes" a real price, or tries to. It
makes a lie into a law. It throws
rocks into the scales of trade and
justice. It sabotages the precise,
self-adjusting, ~(navigational" in
struments of all business, invest
ment and consumption. It tries to
tell us that north is south, that what
is bad is good, that our shortages are
things that are plentifully available.
Every below-market price lies about
the item's availability. Every
above-market price lies about its
scarcity.

All this legalized misinformation
seems to go quite naturally with the



PRICES ARE MEASURES 599

thinking that informs us we can
spend our way to prosperity.

But price is realistic. Price mea
sures all market conditions. It is the
only true measurement we have for
all determinants in the market.

Price changes affect all market
conditions because all factors are
interrelated. No single commodity,
no single category of workers can
experience a fixed price or wage
without affecting the whole market.
The market is an ocean that reacts
to the injection of every pebble of
price. When legal interference be
comes so pervasive that it applies
directly to many· wage-earners and
segments of industry, the resulting
widespread rigidity is devastating
and catastrophic.

Any time laws introduce rigidity
into the natural flexibility of the
market, even a slight change of con
ditions is compounded in effect and
can trigger the breakdown and de
struction of the system. The natural
flexibility of the market accommo
dates all change with the least de
structive effect.

Price controls are obstacles in the
way of natural.market momentum.
They set up an economic ((fault line"
with business moving naturally in
one direction while government
pressures continuously build
greater and greater pressures in the
opposite direction. All government
interference is opposition or there
would be no government interfer-

ence. Every fixed price is a change
in natural price or there would be no
price fixed. Every intervention
creates stress where there was no
stress.

Where the results of price controls
and market regulations aren't tragic
they are on the way to being tragic
as they proceed to misshape and
distort the market. All companies
within an industry may be asked to
operate at a fixed level ofretum, but
they are all operating on different
and varying margins of costs,
supplies and conditions. Legislated
wage rates affect all companies re
gardless of their strength or
situation-making it difficult for
many companies to survive or even
get started.

And what's bad for business is bad
for consumers. In brief, every con
trol over the market is a law against
consumer satisfaction.

You can pass a law against con
vertibles, but you can't change the
market that exists for them, estab
lished simply by people who like
them. The law can't change the
market any more than it can change
us and what we want and what we
will pay to have it.

A law that removes anything from
the market, or limits its availability
through price controls, only tem
porarily removes a part of the mar
ket's total ability to satisfy
everyone. Everyone. And progres
sively-in every way. @



Edmund A. Opitz

Zero Population
Growth

VERSUS
The Free Society

ONE of the great entertainers of our
time is Victor Borge. It is somewhat
ironic that Borge achieved his fame
as a comedian, although he was also
a concert pianist. In one of his com
edy routines, Victor Borge told
stories of his uncle, who was a very
bright man. Borge's uncle was so
smart that he invented a cure ... for
which there was no known disease!

Every time some population ex
pert mounts his podium to address
the world and says to us: ((There are
too many ofyou out there," I think of
Victor Borge's uncle. The population
expert views with alarm a ((prob
lem" which is largely nonexistent
where it actually does exist it is less
acute than other problems-and his

The Reverend Mr. Opitz is a member of the staff of
the Foundation for Economic Education, a seminar
lecturer, and author of the book, Religion and
Capitalism: Allies, Not Enemies.

This article is from an address before the National
Right to Life Convention, Chicago, June 17, 1977.
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proffered solution, Zero Population
Growth, would cure nothing.

The problem, as visualized by
proponents of ZPG, is too many peo
ple. We are menaced by ((the popula
tion bomb," ((the population threat,"
((the fertility explosion," a plague of
people. The human race has always
had to contend against the Four
Horsemen of the Apocalypse: Con
quest, War, Famine, and Death. To
which we now add a fifth horseman,
People! ((The gravest issue the world
faces over the decades ahead . . .
short of thermonuclear war itself ...
is ... population growth." The words
I have just quoted are those of
Robert S. McNamara, President of
the World Bank, from an address de
livered at the Massachusetts Insti
tute of Technology, April 28, 1977.

((Indeed, in many ways," Mr.
McNamara continues, ((rampant
population growth is an even more
dangerous and subtle threat to the
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world than thermonuclear war, for
it is intrinsically less subject to ra
tional safeguards, and less amena
ble to organized control.

~~The population growth of the
planet is not in the exclusive control
of a few governments, but rather in
the hands of literally hundreds of
millions of individual parents who
will ultimately determine the out
come."

Mr. McNamara has harsh words
for nsocieties that procrastinate
while dangerous population pres
sures mount." No government, obvi
ously, ~~can afford to let population
pressures grow so dangerously large
that social frustrations finally erupt
into irrational violence and civil dis
integration," and so governments
must intervene to ~~improve access to
modern means of fertility controls."
In practice, this means that gov
ernments must provide ~~a broad
selection of the current contracep
tives ... as well as sterilization,
and-where the society desires it
abortion."

Mr. McNamara is not an ex
tremist; compared to other ZPG'ers,
his statement of the issues is calm
and his advocacy of further govern
mental interventions and controls is
the typical ~~liberal" panacea; the
~~liberal" confronts something he
doesn't like and his stereotyped re
sponse is: ~~There ought to be a law."

There have been studies of popu
lation trends ever since Thomas

Robert Malthus penned his cele
brated Essay in 1798. Malthus
feared that population would always
impinge on subsistence; no matter
how great the increase in the pro
duction of foodstuffs, population
would increase at a faster rate, and
mankind therefore faced perpetual
misery. Malthus looked through the
wrong end of the telescope, and so
his prophecy makes a certain amount
of sense as history. Look backward
over the centuries when this planet
housed a mere few hundred million
people, and it is true that most peo
ple went hungry most of the time,
only to perish during the periodi
cally recurring famines.

What Is Overpopulati~n?

If you define overpopulation as
more people on the planet than a
given area can sustain, then the
world until modern times has nearly
always suffered from overpopula
tion! Before the Europeans came to
this continent this land mass was
inhabited by less than a million In
dians. Food was nearly always in
short supply and starvation was a
constant threat. There was an imbal
ance between food supply and the
number of mouths requiring to be
fed; such an imbalance is the only
meaningful definition of overpopu
lation. Pre-Columbian America was
overpopulated.

But then some important de
velopments occurred in western na-
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tions as political liberty flowered in
the eighteenth century. Serfs and
slaves became free men with a right
to enjoy the fruits of their labor-so
they produced more. It was a period
marked by science, inventions, and
technology-with progressive in
creases in agricultural and industrial
production as a consequence. Wages
doubled, redoubled and doubled
again. The entrepreneur-the man
able to combine capital, labor and
resources to best satisfy
consumers-was accorded status
and prestige. Work acquired a new
dignity, thrift was praised, increas
ing prosperity and material well
being was enjoyed by the mul
titudes. The immense productivity
of the American people during the
past two centuries has resulted in a
situation where famine is no longer
a threat in this land, and where 215
million people live well on the same
acreage that once barely sustained a
million. We feed the world with our
surplus, proving Malthus a lousy
prophet!

Demographic Hysteria·

Scholars have been studying
population trends for the better part
of two centuries; students who
specialized in the subject began call
ing themselves ~~demographers"

about a hundred years ago. But this
scholarly discipline, demography,
began to go hysterical about a gen
eration ago, largely because of the

so-called baby boom which came
along in the aftermath ofWorld War
II. That boom lasted just long
enough to cause a spate of prognos
tications about a planet in the year
2000 with standing room only. The
baby boom burst, birth rates began
to decline; and so the alarmists had
to change their tune: the birth rate
is not declining fast enough!

Mr. McNamara, in the 'speech
cited earlier, tells us that a Hsignifi
cant decline in fertility ... has
occurred in 77 of the 88 countries for
which estimates are available." The
world-wide fertility rate has fallen
off nearly 13 per cent over the past
two decades. But a 13 per cent de
cline in the birth rate is not enough
to satisfy Mr. McNamara, who de
clares that ~~Unless governments
through appropriate policy action,
can accelerate the reduction in fer
tility, the global population may not
stabilize below 11 billion. That
would be a world none of us would
want to live in." Eleven billion peo
ple is just over twice the number of
people now inhabiting the globe.
How does Mr. McNamara know that
none ofus would want to live in such
a world?

Mr. Colin Clark, for one, would not
mind living with 11 billion people,
nor, indeed, with many more. Colin
Clark is a celebrated economist and
one of the world's leading statisti
cians. Fortune magazine, in its De
cember 1960 issue, published an ar-
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ticle by Colin Clark entitled ~~Do

Population and Freedom Grow To
gether?" His thesis was that
economic progress and political
freedom are often stimulated by
population growth. Estimating the
number of people this planet can
sustain-if we use our intelligence
he made this startling statement:

Today the best agriculturalists in
Europe-the Dutch-produce a very
good and varied diet on the equivalent of
two-thirds of an acre of land per person.
If all the land suitable for agriculture
throughout the world were cultivated in
this manner, assuming at the same time
that the whole world eats as well as the
most prosperous countries do now, provi
sion could be made for 28 billion people,
or ten times the world's 1960 po-pulation.
If we take Japanese instead of Dutch
standards of cultivation and of diet
after all, the Japanese are quite a
healthy people-the world could provide
for three or four times as many again.

The Intelligence Factor

The critical factor for a nation is
not the number of people it contains,
nor even its population density: the
critical factor is the amount of intel
ligence the people bring to bear on
their institutions, especially in the
way they organize agriculture and
industry. Take the unhappy country
of India, for example; poverty is
everywhere and misery weighs
down the spirit. Why is India in such

a parlous condition? Is it her Hteem
ing masses"?

There are indeed a lot of people in
that subcontinent, nearly 700 mil
lion of them; but the territory is
vast. India's population density is
just about one-half that of the
Netherlands, and we never speak of
the teeming masses ofHolland. Eng
land has fifty more people per
square kilometer than India, Japan
has 117 more people per square
kilometer than India.

India has the people and she has
the resources; what she lacks are the
institutions that make for produc
tivity and prosperity. Her people
suffer terribly in consequence, not
because there are so many of them,
but because-for religious rea
sons-they do not choose to es
tablish the political and economic
conditions which make for material
progress. That's why India's situa
tion is so heart-breQking; the prob
lem is not India's ~~teemingmasses."

I have stressed the alarmist and
hysterical note typically struck in
the writings of the proponents of
Zero Population Growth-those who
speak of people as a plague, a threat,
an impending disaster. These writ
ers prophesy that people are driven
to breed senselessly and pro
lifically-unless governmental
controls are imposed to prevent this
calamity.

I have cited a tiny bit of the evi
dence on the other side, merely to
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cast some doubt on the ZPG thesis
that there is a demographic crisis
which provides a new rationale for
governmental intrusion into affairs
once regarded as most private and
personal-a couple's decision as to
the size of their future family. Mr.
McNamara is horrified that this de
cision is in the hands of ~~literally

hundreds of millions of parents." He
thinks it should be turned over to
the same people who operate the
Post Office!

Built-in Safeguards

On the parallel question-as to
the optimum number of people who
shall walk the face of the earth
everyone of us is aware that quality
is more important than quantity
and we do not like unhealthy urban
concentrations of people. The very
last thing any of us would want to
see is a globalized New York City!
But then, we're in no danger of such
a thing happening. Living or
ganisms are not at the mercy of
some imagined demonic force caus
ing them to multiply beyond their
subsistence. There are built-in
safeguards in nature and society to
prevent such an eventuality.

A HBelieve It Or Not" cartoon
points out that if all the progeny of a
single pair of oysters were to live
and go on reproducing for a year
there'd be a mass of oysters three
times the size of the earth. Or some
thing like that. But as a matter of

fact, nature does not behave that
way. I offer you a passage from a
1968 book by Arthur Koestler, The
Ghost in the Machine:

In recent years biologists have discov
ered that every animal species which
they studied-from flower beetles
through rabbits to baboons-is equipped
with instinctive behaviour patterns
which put a brake on excessive breeding,
and keep the population-density in a
given territory fairly constant, even
when food is plentiful. When the density
exceeds a certain limit, crowding pro
duces stress-symptoms which affect the
hormonal balance; rabbits and deer be
gin to die off from Hadrenal stress" with
out any sign of epidemic disease; the
fernales of rats stop caring for their
young, which perish, and abnormal sex
ual behaviour makes its appearance.
Thus the ecological equilibrium in a
given area is maintained not only by the
relative distribution but also by a kind of
intraspecific feedback mechanism which
adjusts the rate of breeding so as to keep
the population at a stable level.

I realize that human beings are
not geared into nature's rhythms by
instinct, in the same manner as the
other orders of creation. Our species
is unique. With a portion of our
being we transcend nature; we pos
sess reason and free will. By the
responsible exercise of our rational
faculties and our power of choice, we
have the ability to arrive at a deci
sion after reflecting on the evidence.
It is by taking thought that we
human beings make our accommo-
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dation to the demands of nature and
the requirements ofour society. This
is what it means to be a free and
responsible human being; to be
inner directed and self-directed in
the pursuit of our life goals is a
mark of a free person.

The Road to Tyranny

This brings us to what I regard as
the crux of the population con
troversy. The evidence does not sus
tain the doomsday thesis that the
planet will soon have standing room
only; but suppose it did. The dire
prophecies of the proponents of ZPG
about ((the population bomb" will
never eventuate, but if we do be
lieve these people and accept their
remedy, we'll be saddled with a
monstrous and tyrannical govern
ment. Farewell to freedom, then, as
the bureaucracy mushrooms, spawn
ing a multitude of snoopers, spies
and enforcers. Citizens would be
tested, tagged, ticketed. There'd be
dissent and the suppression of dis
senters; there'd be rebellions to put
down. Mr. McNamara tells us that
we would not like living on a planet
with 11 billion people, and I would
tell Mr. McNamara that the gov
ernment he would invoke would be
Brave New World and 1984
combined-impossible to live with!
It would crush the individual.

Many people are concerned today,
and rightly concerned, with the
Soviet dissidents. We believe that the

rights of these individuals are being
violated, that something in each of
these persons, which does not belong
to the State, is being appropriated
by the State. What that something
is in each person may be called by
different names-a portion of divin
ity in him, his soul, his sacred pre
rogatives, his rights. Whatever you
choose to call this inner being of
persons, which belongs to them sim
ply because they are persons, we
believe it should be held inviolate.
The Soviet philosophy views the
matter differently; the Soviet citizen
is a product of the Soviet State and
therefore he belongs to the State.
The State owns him. Some Jews who
wished to emigrate to Israel had to
buy themselves from the Soviet
State, the purchase price being the
estimated cost to the State of their
manufacture from child into citizen.
The Soviet citizen lives to serve the
State.

We take the opposite view, that
the State or the government exists
to serve citizens-in very limited
ways. Governments are instituted to
secure individuals in the rights
which are theirs because the
Creator so endowed them. ((The God
who gave us life," declared Jeffer
son, ((gave us liberty at the same
time." The government of a free
people must not itself invade the
rights of any person, and the law
provides penalties for anyone who
transgresses the rights of another.
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The Rule of Law
The essential function of the gov

ernment of a free society, in har
mony with the moral code, is to use
lawful force against criminals in
order that peaceful citizens may go
about their business. The use of law
ful force against lawbreakers for the
protection of law-abiding citizens is
the earmark of a properly limited
government. Standing in utter con
trast is a government's use oftyran
nical force against peaceful
citizens-whatever the excuse or
rationalization. It's the contrast be
tween the rule of law and oppres
sion.

People should not be forced into
conformity with any social blue
print; their private plans should not
be overridden in the interests of
some national plan or social goal.
Government, the public power,
should never be used for private
advantage; it should not be used to
protect people from themselves.
Well, then, what should the law do
to peaceful, innocent citizens? It
should let them alone!

And this is precisely what the
ZPG people do not intend; they do
not intend to let anyone alone!

The idea of the intrinsic value,
merit, or sacredness of the individ
ual human person has suffered a
drastic devaluation in the modern
world. The human being once
thought of himself as God's special
creation, a favorite of the Almighty.

But the religious vision of the
totality-call it Theism-gave way
to the world view of Materialism.

According to the Materialist there
is nothing in the universe that
shares man's values or responds to
his aspirations. Man is a waif in an
alien universe, buffeted by forces he
cannot comprehend, doomed at last
to complete his pointless journey
with as little distinction as he began
it, his proudest achievements re
duced to dust and forgotten. The
mood of our time is begotten by this
world view, and the mood is a com
pound of sadness, resignation, re
bellion, defiance and despair. The
mood is anti-life, and especially
anti-human life.

A Sense of Life

Only a society harboring a deep
undercurrent of hostility to human
life and its continuance could treat
abortion casually, as a mere matter
of personal preference. And the idea
of Zero Population Growth could not
possibly make any headway in a
society with healthy values, where
people experienced a genuine lust
for life, appreciated the vast promise
in every newborn child, loved life for
its joys and took its pains in stride,
and experienced life as a venture in
destiny.

A profound sense of life is not be
found within the world view of
Materialism, or Secularism, or
Humanism-choose your own label.
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We can recapture a profound sense
of life only within the religious
world vision of Theism. Faith in
man can be rebuilt only around faith
in God. Easy to say the words; what
do they mean?

To .believe in God is to act on the
premise that a Creative Intelligence
is at work in the universe; fulfilling
its purposes through nature, in his
tory, and above all by means of per
sons. This is the basic theistic prem
ise and some primary implications
are to be drawn from it: the totality
is a coherent whole, i.e. a universe;
history has meaning; human life has
a purpose; individuals count. To say
((God exists" is to affirm that the
whole show makes sense.

To reject God, on the other hand,
is to deny that any Creative Intelli
gence manifests itself in nature, his
tory or persons. To deny God is to
affirm that everything which exists
is the mere end result of blind forces
operating on dead matter over im
mense time. Accept this premise and
it follows that there's no meaning to
the whole; there's no cosmic purpose
for human life, i.e., no discoverable
pattern in the nature of things
which offers man a clue as to how he
should conduct his affairs.

No person can believe in the
human enterprise, or find a purpose
for his own life, if he rejects the
belief that the cosmos makes sense.
When people cannot make sense out
of things, they come to feel that they

are at the mercy of fate. In our day
fate takes the form of material
forces or historical trends which use
people and use them up. Persons
cease to believe that they are free
beings, capable of making the signif
icant choices which shape their own
future. Having accepted the notion
that human beings are the mere
chance end products of natural
forces-like everything else in
nature-they lose heart; they lose
faith in their own capacity to think,
to understand, to plan, to project
their dreams and realize them. I
take it as axiomatic that external
disorder and social strife is a reflec
tion ofdisorder in the mind and soul.
The calamities of today grew out of
the bad ideas and misplaced affec
tions of yesterday, for people tend to
act out their ideas. As we believe so
will we become. As we are within, so
will our society be: for it is in the
nature of the human condition as
such that man forever seeks a har
mony within himself, that is, an
ordered soul; and secondly, he works
for an outer order of society.

The critical question then is not
the number of people who shall in
habit the earth; the critical question
has to do with our understanding of
human nature and destiny, the pur
pose oflife, and the meaning of it all.
If we are sound at this point, then
we can deal nobly with the issues of
life. And with God's help, we might
make it. @



Another View
of
Consumerism

Dennis a.chara

THE consumer protection movementl

is becoming another of those ((sacred
cows" which is above criticism.
And that is an alarming develop
ment, inasmuch as the movement
does not serve the best' interests of
consumers.

Stripped to its essence, the con
sumer protection movement is sim
ply another manifestation of the
anti-capitalist mentality. It is one
more way of ((reforming" the free
market and curbing the actions of
entrepreneurs whose interests sup
posedly are contrary to those of con-

Mr. Bechara recently earned a master's degree in
Labor Law at the University of Pennsylvania and will
be returning to his native Puerto Rico to practice
law there.

lDefined by Max E. Brunk in The Freeman,
February 1973, as "a movement of third-party
activists who champion causes which appear to
them to be beneficial to consumers in general."
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sumers. In that sense, this move
ment resembles so many others
which are grounded in a basic mis
trust of the free enterprise system.
And it is altogether proper to in
quire just how far the consumerist
would go. Why should he stop at
prescribing standards of quality?
From his point of view, we consum
ers may be better protected under a
totally planned economy-one in
which only the products the plan
ners deem good for us would be pro
duced, and everything else would be
prohibited.

The American experiment with
Prohibition closely parallels today's
consumer protection movement. The
Prohibitionists were convinced that
people should not drink. Not content
simply to stop their own drinking,
they would use the coercive power of
the law to stop others as well. The
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irony, of course, was that drinking
alcohol as such was not prohibited;
rather, the manufacture, sale, and
transportation of alcohol was
banned. Ludwig von Mises explained
it as follows:

The idea was that people indulge in
the vice of drinking only because un
scrupulous businessmen prevail upon
them. It was, however, manifest that the
objective of prohibition was to encroach
upon the indivipuals' freedom to spend
their dollars and to enjoy their lives
according to their own fashion. The re
strictions imposed upon business were
only subservient to this ultimate end.2

Viewed in this light, one may
begin to examine the direct and in
direct consequences ofconsumerism.

Consumers Do Not Have a
Common Interest

As we approach the problem, we
must recognize a fact often over
looked: consumers do not have a
monolithic common interest. Some
consumers may value quality above
all else, while others value low
prices. The beauty of the market
system is that the consumers,
through their economic voting
power, show the producers which
types of products they prefer. Thus,
if consumers want low-quality prod
ucts, these are the ones the market
will offer. If there is a segment of the
population willing to pay a higher

2Ludwig von Mises, Human Action (Chicago:
Henry Regnery Co., 3rd ed., 1966), p. 733.

price for better products, the market
also will provide the products to
satisfy such a demand.

Some of the consumer advocates
contend, however, that the con
sumer is simply told to buy what
ever goods are produced, on a take
it-or-leave-it basis. Hypothetically, it
may be that some producers offer
their products in such a way or try to
create a demand for their products;
but in the long run this type of
activity cannot survive. If producers
insist on offering unwanted prod
ucts, they must not be surprised
when their sales drop. Even if man
ufacturers succeed initially
in ~~creating"a demand for products,
there are two possible consequences.
Either the consumers will realize
that they did not want such a pro
duct and cease buying it, in which
case only those that produce what
pleases the consumers most will be
rewarded; or the consumers will be
persuaded that the product is good,
and will continue to patronize such a
producer until a competitor pro
duces the product more efficiently.

Those who think that manufac
turers create a demand for unneces
sary products do not realize that a
new product, successfully marketed,
was desired by the consumers, as
proven by the long-run survival of
the product. The fact that the ~~Ed

sel" and ~~Corfam"were market fail
ures is argument against those who
believe that consumers have little to
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say about the long-run mar
ketability of a given product.

Also, how do these critics distin
guish among the successful prod
ucts, those that are genuinely de
sired by the consumers and those
that have been ~~forced" on the con
sumers by the sellers? The plain fact
is that they cannot make any rea
sonable distinction. For if they could
make such distinction, and if they
were serious about the so-called
plight of the consumer, they simply
would dictate to industry those
products which could or could not be
produced.

The Value of Competition

Perhaps the main virtue of the
market system which is being ig
l10red by consumerists is the value
of competition. If a producer is try
ing to sell a product which does not
quite satisfy consumer desires, the
profit motive will lead competitors
to improve the product. And even if
a producer succeeds in satisfying
consumers, his high profit margin
will serve as a magnet that will
attract other producers into that
particular field,with the consumer
being the ultimate beneficiary of
such a system.

The activists in the consumerist
movement are contending, in effect,
that consumers have poor taste. The
further implication, of course, is
that consumers simply lack suffi
cient intellectual capacity to decide

the good or ill of a product; that
consumers will buy products they do
not need. Such a simplistic version
of the realities of the market place is
a dangerous doctrine. The imposi
tion of product quality standards
denies consumers the economic lib
erty to purchase products of lower
quality. As Frank Knight said:

A large part of the critic's strictures on
the existing system come down to pro
tests against the individual wanting
what he wants instead ofwhat is good for
him, ofwhich the critic is to be thejudge;
and the critic does not feel himself called
upon even to outline any standards other
than his own preferences upon a basis of
which judgment is to bepassed.3

According to Bertel M. Sparks,
the real question is whether or not
people are to be free to make mis
takes.4 Are we to allow people to buy
products that are not really good for
them or are we to eliminate the
freedom to make mistakes? It should
be recalled that our freedom is based
on our desire to be free to try, free to
succeed, and equally free to fail.
Thus, we are dealing with a pro
foundly difficult philosophical prob
lem.

It should be clear that when we
talk about the consumer activist, we
are not referring to the rightful ac
tions a consumer is entitled to take

3Frank Knight, Risk, Uncertainty and Profit
(Boston: Houghton, Miffiin Co., 1921), p. 182.

4
H Caveat Emptor: The Consumer's Badge of

Authority," The Freeman, June 1975.
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when he buys a product that is
faulty, or when his product creates
damages to a third person.

Caveat Emptor

The rule of caveat emptor has
been increasingly expanded by judi
cial interpretation, making the exis
tence of consumer activists unneces
sary. Caveat emptor, as Professor
Sparks defines it, ~~is nothing more
than a doctrine that the seller will
not be held responsible for promises
he did not make or purport to make
in any manner whatever."5 Other
wise, the rule has been expanded to
the point that a seller generally is
liable for any damages caused either
in the manufacture or in the sale of
the product which reasonably may
be expected to take place. Thus, a
manufacturer is obligated to exer
cise due care in the design and man
ufacture of his products, and he is
liable to the ultimate consumer,
either on a negligence standard or
on a strict liability theory.

Likewise, the seller is under duty
to give warnings to the consumer of
any unreasonable risks or dangers
involved in the use of the product.
The seller is entitled to have his
directions heeded, and as a general
rule, he is not responsible if the
product is used for a purpose other
than its intended use. At the same
time, the seller is not responsible for

5Ibid., p. 327.

obvious risks of which the consumer
should take notice. For instance, we
know that a knife cuts, so the dan
ger should be obvious to all. Thus, if
a person cuts himself while using a
knife that is manufactured well, it
would be unreasonable to hold the
manufacturer or the seller liable for
this.

The law of products liability is a
very complicated field, full of con
flicting cases. It is not the purpose of
this essay to summarize such an
aspect of the law. For the interested
reader, there are other sources
which present a more comprehen
sive coverage of the problem.6 The
purpose of mentioning these general
propositions is to show that, as a
matter of law, the manufacturer is
already in a position of owing cer
tain duties, not only to his custom
ers, but sometimes even to third
parties when his product causes
damages that one reasonably could
have foreseen.

Thus, the consumer activists are
to a certain extent acting beyond
these requirements of the law. They
are pursuing policies which are not
merely directed at remedying dam
ages that sellers may cause, but
they are going beyond that to begin
standardizing all products to con
form to the norms which they be
lieve are the only valid ones.

6William L. Prosser, Law of Torts (St. Paul:
West Publishing Co., 4th ed., 1971), chapter
17.
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Standardization of Products

But it must be recognized that if
we are to require standardization of
products, this will have a very nega
tive effect on competition. Govern
ment regulation of the economy in
general tends to have this effect. For
example, as Louis M. Kohlmeier
mentions:

There is evidence that g'overnment
regulation of commercial airline trans
portation, which began with the purpose
of assuring flying consumers the most
frequent and the most reasonably priced
possible service, now has become gov
ernment protection of the biggest air
lines, meaning overpriced and not-so
frequent airline service.7

Thus, it is entirely conceivable
that some sellers may favor laws
that require product standards be
cause these laws will protect such
sellers from the effects of competition
which may provide lower-cost or
lower-quality products.8 Of course, it
is precisely the poor who suffer the
most from the effects of regulation,
since they would have to buy
higher-priced goods as a result of
regulation. Alchian and Allen men
tion an example of the effects of
regulation on the consumer which is
curious because the product from
which the consumers were being

7Louis M. Kohlmeier, Jr., The Regulators
(New York: Harper & Row, 1969), p. 6.

8Alchian and Allen, University Economics
(Belmont: Wadsworth Publishing Co., 2d ed.,
1967), p. 335.

protected is now widespread and
universally accepted. This is what
they say:

Until about 1950, margarine could not
be sold in some states-ostensibly be
cause it was considered a ttlow quality"
substitute for butter. And in Inany areas
it could not be sold except as a white
spread-even though butter is some
times artificially colored and flavored.
The publicly espoused rationale was that
margarine is inferior and consumers
would be misled. In fact, however, the
laws protected milk producers from new
market competition-as is evidenced by
the fact that major milk-producing states
had the strongest bans on rnargarine.
Even mayonnaise was at one time simi
larly protected from competlltion from
the Hinferior" (and cheaper) :~mbstitute,

salad dressing.9

Another author, Charlotte
Twight, has written on the inherent
dangers of product-quality laws. She
stated that many of thl~se laws
ban ((putrid," ((decomposed" or
((filthy" products without defining
just what those terms really mean.
Thus, the laws are charged with
tremendous subjective judgments,
with the inevitable result that the
government will attain enormous
powers over the economy. Political
considerations also will be impor
tant in determining which products
mayor may not be allo\ved, thus
placing the behavior of the economy
one step further removed from the

9/bid.
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consumers, who are supposed to be
the real beneficiaries of such a sys
tem of regulation. 10

The Consumer Product Safety Act
of 197211 and the agency which the
Act establishes, have the power to
set product quality standards on a
large set of consumer products. Al
though there are many products
which the Act does not cover, many
of these in turn are covered under
other laws. 12 The Act delegates to
the Consumer Product Safety Com
mission such powers as to set the
actual product standards and to ban
uhazardous" products. Thus, this Act
confirms the point Charlotte Twight
had stressed, the inherent subjectiv
ity of any such standards.

Who Shall Decide?

The real issue which such legisla
tion presents is whether we want
the consumers to direct production
or whether we want a bureaucratic
agency to authorize or to prohibit
production. And a second issue con
cerns the actual costs involved in
such regulation.

We must recognize that the con
sumers will pay in three different
ways for the ~~benefits"ofregulation.

lOCharlotte Twight, America's Emerging
Fascist Economy (New Rochelle: Arlington
House Publishers, 1975), pp. 114-115.

1115 U.S.C.A. sections 2051-2081 (1972).
12For example drugs, which are covered

under the Federal Food, Drug and Cosmetic
Act.

First of all, as taxpayers, we will
have to support the bureaucratic
agencies that deal with consumer
related issues. Let us not be de
ceived by the actual number of such
agencies. As an American Enter
prise Institute study showed, in
1969 there were 413 units of the
federal government taking care of
938 cO\!lsumer related activities. 13

This means that by paying higher
taxes the consumers have that much
less to spend or to invest as they
choose.

The costs are not limited merely
to supporting another bureaucracy.
The net effect, of course, is to divert
capital from the private (voluntary)
sector of the economy to the public
(coercive) sector. This inevitably
will reduce production. The consum
ers also will be faced with higher
prices for the products which the
bureaucracy is regulating, due to
more expensive production methods
and the costs of complying with the
governmental regulations.

Alternative Opportunities

Perhaps the highest cost is in the
banning of alternatives from the
market. The consumers would have
fewer products to choose from, as
any lower-quality products that
would not meet quality standards
would be off the market. If we were

13"The Proposed Agency for Consumer Ad
vocacy" (Washington, D.C.: American Enter
prise Institute for Public Policy Research, 1975).
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dealing with another form of civil
liberty, such as free speech, there
would have to be a compelling state
interest that would justify such an
abrogation of a right. It is unfortu
nate that many people do not regard
free choice in the economy as a fun
damental right. Even more detri
mental is that this choice may be
limited by what is deemed to be ~~in

the public interest."
It is fitting to close the case with a

quotation from Ludwig von Mises
that concerns the fallacy of the
presently-created dichotomy be
tween political and economic rights.
Once we are aware that our freedom
is indivisible, we shall begin to see

through such movements as the con
sumerist one, the inevitable con
sequence of which is the further
elimination of our freedom.

The idea that political freedom can be
preserved in the absence of economic
freedom, and vice versa, is an illusion.
Political freedom is the corollary of
economic freedom. It is no accident that
the age ofcapitalism became also the age
of government by the people. If individ
uals are not free to buy and to sell on the
market, they turn into virtual slaves
dependent on the good graces of the om
nipotent government, whatever the
wording of the constitution may be.14 @)

14Ludwig von Mises, Planning for Freedom
(South Holland: Libertarian Press, 3rd ed.
1974), p. 38.

IDEAS ON

LIBERTY

Frustrated Consumers React

ON February 28,1793, at eight o'clock in the evening, a mob of men and
women in disguise began plundering the stores and shops of Paris. At
first they demanded only bread; soon they insisted on coffee and rice and
sugar; at last they seized everything on which they could lay their
hands-cloth, clothing, groceries, and luxuries of every kind. Two
hundred such places were plundered. This was endured for six hours,
and finally order was restored only by a grant of seven million francs to
buy off the mob. The new political economy was beginning to bear its
fruits luxuriantly. A gaudy growth of it appeared at the City Hall of
Paris when, in response to the complaints of the plundered merchants,
Roux declared, in the midst of great applause, that Hshopkeepers were
only giving back to the people what they had hitherto robbed them of."

ANDREW DICKSON WHITE, Fiat Money Inflation in France



James Bovard

LIBERTY
&/VS.

EQUALITY

WE sometimes fail to recognize the
great conflict between two of our
ideals-liberty and equality. In fits
of utopianism, we have assumed
that our minds are social and politi
cal alchemists, deriving gold from
whatever process we believe in. The
romantic pursuit of two ideals is
leadingto the failure ofboth. Unless
we· can constrain our desires to the
dictates of reality, we will become
tyrannized by our own dreams.

~~Equality" can mean equal mate
rial. goods and income, equal social
status, and equal general success
and ((happiness" in life. Or, it can
mean equality before the law, which
is in a different and higher category,
and without which liberty would be
precarious. However, there is no

Mr. Bovard, of Blacksburg, Virginia, is a scholar
currently preparing a treatise on the philosophy of
history.

necessary connection between
equality before the law and equal
property, power, and so forth. Equal
ity before the law is the Hnatural"
state in a political society, but
equality of goods and social life in
general is Uunnatural," and would
take a great amount of regulation
and coercion to achieve and sustain.

I define liberty as the absence of
coercion, the individual's right to do
whatever he chooses with his life
and property as long as he does not
directly harm others. There are
other definitions of liberty currently
being bounced around; however, we
will use the concept that does not
necessitate the state's constant em
pirical coercion of the individual in
order to reach a higher metaphysi
cal realm of freedom.

Even Rousseau conceded that
broad natural inequalities exist at
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birth. This fact has seemed evident
to all men at all times, aside from
certain sceptics in the last century.
Many philosophers or theologians
have affirmed the theoretical or
theological equality of man at birth;
however, few have argued that men
are born equal in all capacities. The
concept of natural equality of rights
is a product of the natural law school
of the seventeenth and eighteenth
centuries. Nineteenth century
socialists, with ~~social justice" as
their measure of reality, worked out
some attractive conclusions from the
assumption that men are born equal
in all capacities, so they decided
their premise must be true. Lenin's
plans for the end of the division of
labor, allowing all men to do all jobs,
is a typical example.

Genetic Differences

There have been schools of
biology and psychology which up
held the banners of genetic equality,
but these seemed more inspired by
political conviction than by concrete
evidence. In both these areas, pres
ent trends show greater concessions
to hereditary inequality. As not all
men are uniform, they are often dif
ferent; as they are different, in
equalities must result (unless we
believe in only ~~equal" differen-
ces).

Noone would dispute the fact of
great differences in potential physi
cal structure at birth (some were

born to be five feet tall, and others
six feet five inches); hQwever, as
soon as one speculates that the
physically-determining genes might
not be entirely and radically differ
ent from the mentally-determining
genes, screams of ~~racist" and
~~elitist" fill the air. But why would
the physically- and mentally-deter
mining genes be so very different in
their structure? If some universal
orderer did design the plan, why
would He allow such obvious physi
cal inequalities to coincide with
such perfect mental equality? Also,
taking the evolutionist view, certain
different physical traits have
evolved from the challenge of vari
0us environments; is it not also
likely that certain broad mental dif
ferences would evolve from the same
cause?

Regulating the Environment

But even conceding for argu
ment's sake genetic equality, how
could the environment be insured
against creating inequalities? Even
individuals who are (hypothetically)
exactly the same develop differences
when subjected to different influ
ences. Free societies, by their very
nature, are very diverse, influencing
different people countless different
ways in various places and times. If
one wished to see equality pre
served, one would need to have tight
controls over the influences on every
individual. In order to preserve an
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equal people, an equal and uniform
environment would need to be en
forced.

Egalitarians might argue that the
state could raise all the chil
dren, shaping them in order to
equalize them. But this would create
a leviathan state likely to suppress
the people, destroy the family unity
and all the freedom and autonomy
that accompany it, and lead to a
lifetime of coercion in order to pre
serve freedom to be equal. Others
would contend that with the proper
regulations and order in a society,
inequalities would be prevented,
while ~~freedom" was preserved.

But what is the value of freedom if
the individuals are not allowed to
use their ~~liberty" as they see fit?
The society has sacrificed all the
realities of liberty to the preserva
tion of a metaphysical phantom of
equality. Free society implies the
maximum of individual choice, lim
ited only by the physical safety of
other individuals. Perhaps socialists
and egalitarians consider inequality
unsafe, and thus justify multiplying
the restraints and coercion of in
dividuals to achieve a Htruer" lib
erty.

Again, if a society is truly free, a
high amount of diversity will exist.
Individuals will choose different
paths, some for the better, some for
the worse. But to have one narrow
level road, and to actively restrain
people from going on their own, to

quickly drag down anyone with as
pirations for mountain climbing:
this is neither free nor healthy.

Elusive Justice

Somewhere in the intellectual fog
of the past century, inequality per
se became associated with injus
tice. Currently many people have
guilty consciences if they observe
inequalities which have not been
leveled. They think what adverse
psychological effects the individual's
excellence has on the group ego, and
seek to crush all such excellence in
the name of egalitarian utility.
When the denial of empirical facts
becomes a moral obligation, both
intellect and morality are in deep
trouble.

The achievement of economic
equality would destroy almost all
economic liberty. Anyone above a
certain low level would have most of
his income and property confiscated.
Some would condone this in the
name of justice and utility. How
ever, if any freedom means or is
worth anything to the common
man, it is usually economic freedom.
The average person does not express
radical opinions or act as an extreme
nonconformist.

Humanity always has had few
philosophers and radicals. But, espe
cially in recent centuries, the spirit
of economic competition and ac
cumulation has permeated the mass
es. This is a major cause of the
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West's current high standard of liv
ing. We can morally condemn the
people, tell them they should desire
other things, and destroy all outlets
of competition. However, would this
not be a great infringement on their
liberty? If the common man is as
signed a certain job in a certain
place, dictated his salary, told his
hours, will his conception of his per
sonal freedom not greatly suffer?

A Deadly Alternative

Granted, contemporary capital
ism is far from perfect competi
tion; but, with an obsession for
absolutes, we should not abandon an
incomplete liberty for a perfect. ser
vitude. Much of the life of the com
mon man (constant TV, loud stereo,
alcohol, and the like) is stimulated
by an urge to escape from boredom,
though there is also a pervading
sense of insecurity. To guarantee
them a job and welfare might make
life intolerably unchallenging for
them.

As always, with liberty comes the
possibility of failure. If the
humanitarians who cannot bear to
see individuals suffer for their own
errors continue their efforts, we soon
will have a whole society suffering
from (due to) the ignorance of the
~~humanitarians."To take from a
person all incentive and responsibil
ity for his own success and pros
perity would naturally destroy
much of the challenge and excite-

ment of life. What could possibly be
more boring than a guaranteed low
level of success through fifty work
ing years, with no chance to rise
above or fall below official stan
dards?

Given the different desires and
capacities of individuals, economic
equality could only be preserved by
economic tyranny. The state would
need tremendous control and power
over all the people. Economic equal
ity would for all practical purposes
destroy private property, thus un
dermining the foundation of civil,
political, and individual freedom.
When the state owns or supplies all
the necessities of life, any dissent
can easily be starved out. Capital is
needed for. successful dissent and
criticism, and economic equality
would destroy almost all capital
sources. Freedom of speech and
press are hollow when the state
feeds the speaker and owns the
press. In a free economy, dissenting
opinions almost always can find
employment and support from some
source.

Natural Discrimination

To try to insure social equality
would be to fight many of the most
~(natural" (in the sense of constant
historical existence) tendencies in
man. Again, society, being composed
of different people with different
tastes, will form into different
groups and segments, according to
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people's values and choice. With
numerous different groups with dif
ferent values, some are likely to be
thought of as better than others. A
hierarchy will establish itself in
people's attitudes, and social dis
crimination (liking some more than
others) will occur.

Tae only alternative to social in
equality is the greatest tyranny im
aginable, not allowing any groups to
form, not allowing anyone any
knowledge about anyone else.
Where there is information, there is
judgment; and where there is judg
ment, there likely will be discrimi
nation.

The place for the reformer to bat
tle social inequality is in the
thoughts and values of the members
of society, not solely in the empirical
arrangement. The state can pass de
crees demanding an equal and univ
ersal love and concern, but this will
only be as effective as any other
metaphysical, romantic delusion.
Social equality will be gained only
in the hearts of men, not from the
laws of the state.

Not the Inequality,
But the Coercion Is Evil

As long as economic inequality
exists and the population is not uni
form in every way, social inequality
will exist. But inequality is only an
evil when it is directly coercive or
oppressive. To assume that everyone
has an equal right to any thing or

position that anyone else has, is to
call forth the great leveler of all
progress, excellence, and sanity.

Some have believed that liberty
must be equal, or else it is not ·lib
erty. However, liberty, being the ab
sence of coercion rather than the
presence of some material good, is
not measurable. And, since different
people have different tastes, desires,
and values, they will use their lib
erty in different (and hence, ~~un

equal") ways. To insist that all use
their liberty the same would destroy
it. Some socialists argue that, due to
different social and economic condi
tions, some have more liberty than
others. Again, excessive desire for
equality of anything leads to restric
tions and organization.

If freedom means the absence of
coercion, then those are more free
who are less coerced. But if we as
sume coercion to come mainly from
government, then the lack of coer
cion would be basically equal for all,
assuming equality before the law. If,
as socialists do, we consider coercion
to come from unsatisfied desires,
then, as some are more satisfied
than others, they are unjustly more
free. If we accepted such ~~reason

ing," we could get into all sorts of
clever paradoxes and doubtful de
mands, which only some Hegelian or
Marxist who believed in the H nega
tion of the negation" could resolve.

The true liberty (absence of coer
cion) and the most valuable equality
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(before the law) can and must exist
together. When we begin blindly
pursuing absolutes and romantic
ideals, we can only expect our em
pirical conditions to suffer. The fiery
passion of the first rrLiberte, Egalite,
Fraternite" led to despotism, and we
must expect the same pitfall if we
follow the same path. As Trotsky
said, history cannot be cheated: ifwe

Democratic Despotism

repeat the past's delusions, we must
also repeat their downfalls. We are
surrounded by the relics of liberty
smashed on the insatiable altar of
equality: we can either clear our
minds and begin reconstructing, or
we can continue appeasing the deity
of our time. But if we choose the
latter, we must also doom the future
to despotism. @

IDEAS ON

LIBERTY

ABOVE this race of men stands an immense and tutelary power, which
takes upon itself alone to secure their gratifications, and to watch over
their fate. That power is absolute, minute, regular, provident, and mild.
It would be like the authority of a parent, if, like that authority, its object
was to prepare men for manhood; but it seeks on the contrary to keep
them in perpetual childhood: it is well content that the people should
rejoice, provided they think of nothing but rejoicing. For their happiness
such a government willingly labours, but it chooses to be the sole agent
and the only arbiter of that happiness: it provides for their security,
foresees and supplies their necessities, facilitates their pleasures, man
ages their principal concerns, directs their industry, regulates the
descent of property, and subdivides their inheritances-what remains,
but to spare them all the care of thinking and all the trouble of living?

Thus it every day renders the exercise of the free agency of man less
useful and less frequent; it circumscribes the will within a narrower
range, and gradually robs a man of all the uses of himself. The principle
of equality has prepared men for these things: it has predisposed men to
endure them, and oftentimes to look on them as benefits.

ALEXIS DE TOCQUEVILLE, Democracy in America



Kenneth W. Ryker

FREEDOM
IN A

NUTSHELL
PART TWO

6. Private Ownership of
Property

There are three major components
of capitalism, the individual enter
prise system. In the order in which
they will be discussed, they are: (1)
private ownership and control of
property; (2) the free competitive
market; and (3) the profit motive.
Each of these is an important part of
the whole system; interfering with
the free working of anyone of these
will produce unfortunate economic
consequences affecting everyone.

We have seen previously that
there is only one type of rights:
human rights-which are charac
terized as the rights to life, liberty

and property. It will be noted that
the right to life is basic, with the
others really being an extension of
this right.

To help understand the relation
ship between these rights, consider
this: Who disputes that man has a
right to his life? If it is conceded that
he does, then does it not follow logi
cally that he has a right to sustain
his life? This he does with the fruits
of his labor.

Are the fruits of one's own labor

This concludes Dean Ryker's analysis of freedom,
the first portion of which appeared in the September
Freeman. Reprints of the two installments are avail
able as a 4S-page booklet. They may be ordered
from The Foundation for Economic Education,
Irvington-on-Hudson, N.Y. 10533, at the following
rates:

2 copies $1.00
10 copies 4.00

100 copies or more, 25 cents each

621
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not his property? Who else has a
right to them? If we agree that they
are indeed his private property,
have we not also agreed that this is
necessary for the very sustenance of
his life?

Thus, have we not agreed that to
infringe on man's right to property
is to encroach on his right to sustain
his life and hence to his right to life
itself?

The cornerstone of our economic
system is the concept of private
ownership of property, which we
have seen is traced directly to man's
inherent right to own the fruits of
his own labor.

Freedom to dispose of one's prop
erty as one sees fit is the essence of
the property right. Ownership im
plies more than the obligation to pay
the taxes on property; it implies con
trol!

If you do not control your prop
erty, you do not in fact truly own it.
Whoever controls it in truth owns it,
be it government or whomsoever.
And if this be the case, your prop
erty has in fact been expropriated
without due process of law and
without just compensation.

To the degree that you have lost
the freedom of disposition or control
of your property, to that degree you
have lost your property rights; to
that degree you are a slave.

Producers, thus robbed, develop a
slave psychology and production de
clines. The inevitable consequence

of such circumstances will ulti
mately be a slave society.

When considered from the view
point of disposition, it is abun
dantly clear that property rights are
basic human rights.

When man has the exclusive right
to his production, he is free to dis
pose of it as he wishes. This makes
possible the principle of willing ex
change. When freedom to exchange
private property exists, liberty is
secure. When private ownership is
denied, freedom will perish. Attacks
on individual liberty are always ac
companied by inroads on property
rights.

7. The Free Competitive
Market

The basic idea of the free market,
willing exchange system ~~is that if
we are left free to choose what we
want most, we'll get the most of
what we want." The only alternative
to this system of free choice is one in
which government uses coercion to
compel choice.

The free market system is proba
bly the most important element of a
voluntary economy. Under such a
system man exercises the highest
degree of economic freedom as he
guides production and consumption
through the expression ofhis wants.
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The satisfaction of the wants of
consumers is the sole purpose of
economic production. The finest
method ever devised for guiding
production is the free price system.
Through this system our millions of
consumers, through their purchases
or refusals to purchase, actually
~~vote" for or against the production
of all the millions of items produced
in America.

Coping with Complexity

The argument is sometimes ad
vanced that our economy is so com
plex that we must have central
planning by government. Actually
this is the best reason we should
leave the market alone. The more
complex it becomes, the more impor
tant it is to leave economic calcula
tion to the individual decisions of
consumers in the market place.

In the free market the price is a
signal to everyone involved in pro
duction of a commodity: producers,
consumers and distributors.

Through their subjective value
judgments, as expressed by the
prices they are willing to pay, con
sumers determine what items will
be produced and how many; who will
produce them, where and how.

One of the many superiorities of
the market system over socialism, or
the planned economy, is its ability to
allocate rationally the factors of
production.

In the free market prices direct all

economic. production. Because there
are no free market prices under
socialism, there is no rational means
of directing economic production.

It has often been said that under
the American system the consumer
is king. This is certainly true, for
what customers buy or do not buy
determines what will be produced,
and in what amount.

These purchases also determine
the prices of all goods and services,
and even of the factors ofproduction,
land, labor and capital. They deter
mine whether businessmen make a
profit or a loss. Customer purchases
also set the rate of interest for loans
and determine the income of every
individual from the bellhop to the
movie star.

Yes, the customer is indeed king
in the free market. As Dr. Ludwig
von Mises stated in his Planned
Chaos, ~~The Market is a democracy
in which every penny gives a right
to vote."8

Thus we see the price mechanism
makes economic calculation possi
ble. Whenever government inter
feres with the price mechanism it
replaces consumer preferences with
government orders. The result is the
very antithesis ofeconomic freedom.

This interference with market
prices explains one reason for un
employment, as when government
£'l '.. Ininimum wages at rates higher
than the market values individual
productivity.
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It also explains agricultural
surpluses which have piled up as
price supports have pegged the price
of agricultural products above what
the market is willing to pay.

Individuals voluntarily exchang
ing the fruits of their own labor give
rise to the free market. In simple
societies the process involved was
barter or trade, product for product.
In our complex society, of course, we
use a medium of exchange, money.

Exchange takes place in the mar
ket only when each party feels he
will gain. A trade takes place only
when one values what he receives
more than what he gives up.

Money

The development of money has
been a very important factor in the
evolution of our economic system.
Originally our money was commod
ity money, gold and, silver coins;
today it is only fiat mOney, numbers
printed on pieces of paper or base
metal slugs.

Money acts as a voucher which we
receive for goods and services which
we offer in the market and exchange
for other goods and services. Or we
may choose to save and invest some
of these receipts.

Money has greatly simplified
economic calculation and made pos
sible our rise above the bare subsis
tence level which is all that is possi
ble under the barter system of ex
change.

Gold

The only way we can ever have a
sound monetary system, and halt
the erosion of the value of our sav
ings and investments by inflation, is
by a return to a market-designated
money, such as a gold standard.

A monetary system based on the
gold standard is self-regulating, re
quiring only the freedom of individ
uals to buy, sell and use gold in
exchange. The great value of the
gold standard is its disciplinary
power over government. When peo
ple are free to exchange their cur
rency for gold on demand, govern
ment is limited in its inflationary
tendencies. This in turn prevents
broad distortions of the economy,
business cycles of boom and bust, by
limiting credit expansion.

The causes of such ((depressions"
were explained by Dr. Ludwig von
Mises in The Theory of Money and
Credit, first published in 1912. In a
review of the latest edition of this
work Dr. Hans Sennholz, noted
economist and financial analyst and
protege of Dr. Mises, summarized
this theory as follows:

Professor Mises' trade cycle theory in
tegrated the sphere of money and that of
real goods. If the monetary authorities
expand credit and thereby lower the
interest in the loan market below the
natural rate of interest, economic pro
duction is distorted. At first, it generates
overinvestment in capital goods and
causes their price to rise while produc-
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tion of consumers' goods is necessarily
neglected. But because of lack of real
capital the investment boom is bound to
run aground. The boom causes factor
prices to rise, which are business costs.
When profit margins finally falter, a
recession develops in the capital goods
industry. During the recession a new
readjustment takes place: the malin
vestments are abandoned or corrected,
and the long-neglected consumers' goods
industries attract more resources in ac
cordance with the true state of public
saving and spending.9

As described by Dr. Sennholz in
the preceding review, the Mises
theory ((continues to provide the
only explanation of the rapid succes
sion of booms and recessions that
continue to plague our system."

.It is vitally important to note that
such depressions and recessions are
caused by ((monetary authorities,"
which means they are caused by the
government!

A practical plan to provide for a
return to the gold standard, and
thereby prevent these broad
economic distortions, has been for
mulated by Dr. Sennholz. It involves
the following gradual steps: (1) re
turn the freedom of everyone to
trade and hold gold; (2) permit indi
vidual freedom to use gold in all
economic exchanges; (3) guarantee
individual freedom to mint coins;
and (4) government establishment
of unconditional convertibility of its
money into gold.

Step by step the federal government
has assumed control over our monetary
system. It thus captured a potent source
of revenue and a vital command post
over the economic lives of its people. This
is why every friend of freedom is dedi
cated to the restoration of free money
which is also sound money. It is the gold
standard.10

One of the most important lessons
we must learn is ((that political con
trol over the money supply is the
secret weapon of political control
over the economic lives of the peo
ple. Money is only money, but free
dom is, or should be, beyond price.
The hand that holds the purse
strings is the hand that can compel
obedience. The government that
must ask the people for some of their
money must be the servant of the
people. The government that can
take the people's money through de
ficit spending can become the mas
ter."ll

The use of money makes it possi
ble for consumers to compare vari
ous goods and services by means of
their respective exchange ratios
which we call prices.

These prices expressed in mone
tary units are in fact the heart ofthe
market system because they make
possible rational economic calcula
tion. Let's examine this process.

Prices

We have previously stated that
under capitalism the consumer is
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king, for by the setting of prices
consumers actually direct the pro
duction process. Because prices are
set by the laws of supply and de
mand, let's analyze how this occurs.

The law of supply states that,
other things being equal, the quan
tity ofgoods and services offered will
vary directly with the price. If the
price of tomatoes goes up, other
things remaining the same,·growers
will attempt to produce more and
the supply will increase.

On the other hand, ·the law of
demand states that other things
being equal, the quantity of goods
and services purchased will vary in
versely with the price. If the price of
tomatoes is raised and other things
remain the same, fewer tomatoes
will be bought.

In a free, competitive market,
when supply and demand are per
mitted to interact without govern
ment intervention, price is estab
lished at the point of equilibrium
between the two. Supply equals de
mand and there is no surplus or
shortage. The market is said to
~~clear."

If, for any reason, demand for a
good or service rises, the price.will
rise; if demand falls, the price will
fall. Likewise, if the supply of a good
drops, with demand constant, the
price will rise; if supply increases
the price will drop.

A low price is a signal to produc
ers to produce less and to consumers

to buy more. High prices have the
opposite effect.

This price mechanism is the mar
velous device in the free, competi
tive market through which all the
people, the consumers, have a direct
voice in the determination of the
allocation of the factors of
production-what will be produced,
how it will be produced and who will
produce it.

Increasing the Money Supply

When government intervenes in
the market by increasing the money
supply,. consumers have more money
to offer for a given amount of goods
and services. Prices will rise because
total demand has increased while
supply has remained constant. Each
individual dollar is worth less be
cause there are more of them. As a
consequence, more dollars will be
offered for a particular good or ser
vice.

When government meddles with
the pricing mechanism, either shor
tagesor surpluses will result. If the
government institutes price con
trols, setting the price below the free
market price, shortages will occur as
demand will be high and supply low.

If government fixes prices above
the free market price, .as.in the case
of agricultural subsidies, supply will
increase while demand decreases
and a.surplus is created.

Price .is .nothing more than .an
exchange ratio between the dollar
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and a unit of goods or services.
When the consumer has more dol
lars, he values each dollar less. Prices
then rise, not because supply has
decreased, but because demand has
increased-more dollars being pres
ent in the market.

An extremely important point to
understand about money is that
money is not wealth. What makes us
wealthy, or increases our material
welfare, is an abundance of goods,
the result of production!

Perhaps an illustration will
clarify this point. We know that
prices are set by the laws of supply
and demand. From these laws we
know that as supply is increased
prices will drop, or if demand is
increased prices will rise.

Purchasing Power

These same laws apply to money,
only in the case of money its price is
referred to as purchasing power. If
the quantity (supply) of money is
increased the purchasing power of
its unit will drop.

The objective on which we should
focus our attention is increased
material welfare, or a higher stan
dard of living. We have just ob
served that an increase in the quan
tity of money will not increase our
wealth, as each unit of our money
would then purchase less.

If, on the other hand, we de
creased the quantity of money rela
tive to available goods and services,

the purchasing power of our money
would increase. But this would have
undesirable side-effects greatly
outweighing the increase in pur
chasing power. This process is
termed deflation and its conse
quences are as undesirable as those
accompanying inflation.

There are other factors such as
increasing population, more ad
vanced division of labor, and im
proved banking and business prac
tices which affect the exchange
value of money. Even the attitude of
consumers toward spending or sav
ing has a decided influence.

It should be obvious, however,
that the market can operate with
any quantity of money; it simply
adjusts the purchasing power of the
monetary unit accordingly.

Thus far we have discussed only
the money side of exchange: supply
and demand for money. Now let's
turn our attention to the goods side
of exchange, for this is where the
secret lies for improving man's
material welfare.

We have seen that prices can be
lowered and the purchasing power of
money increased, by decreasing the
supply ofmoney, but the same result
can be attained by increasing the
quantity of goods and services in the
market. This has all the advantages
and none of the disadvantages of
deflation.

When the purchasing power of the
monetary unit is increased and each
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dollar buys more, real income goes
up. Because consumers can buy
more with their earnings, their
standard of living increases.

Thus. we see that the secret of a
high standard of Iiving is tied, not to
the supply of money, but to produc
tion of goods and services. Ever
increasing production is the road to
prosperity and wealth.

Say's Law

An additional benefit is derived
from the operation of Say's Law
production creating its own purchas
ing power.

Here's how John Stuart Mill ex
plained it: uCould we suddenly dou
ble the productive powers of the
country, we should double the sup
ply of commodities in every market;
but we should, by the same stroke,
double the purchasing power ...
everyone would have twice as much
to offer in exchange."12

Dr. F. A. Harper puts this
phenomenon this way: ((. ,.. Despite
the fact that some goods and ser
vices are exchanged for others, and
despite the fact that money may he
used to facilitate these exchanges,
what is bought still equals what is
sold. Just as in one exchange the
buying equals the selling because
the same item sold by one person is
bought by another, so likewise for
the total of all trade in a complex
economy, all buying equals all sell
ing.

(~And this leads to the unavoidable
conclusion that production creates
its own buying power in a free
economy. Sales equal purchases and
purchases equal sales, in total for all
trade as for a single trade. Only if
the market is not free, only as free
dom to trade is interfered with, is
this not true."13

Competition Vital to
Protect the Consumer

A major element of the free mar
ket is the principle of free competi
tion, vital because it is the force
which protects the consumer. It is at
work throughout the market
economy, silently looking out for the
best interests of all the people.

Competition is the pressure which
forces producers to offer the best
possible product or service at the
lowest possible price, an essential to
attract and keep customers when
they are free to choose.

This competing between suppliers
serves the best interests ofeveryone.
In order to be competitive, the busi
nessman must produce efficiently,
give prompt and courteous service,
and provide .a good product. If he
does not stay competitive, he will
lose his market and soon be out of
business. It is in this area of compe
tition that profits accrue to the most
efficient entrepreneurs.

Is this cruel, Udog-eat-dog," as the
detractors of the free market system
charge? On the contrary, it is only
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proper that inefficient producers
should be weeded out by the market,
for only in this way can consumers
be served best. Who will claim that
the inefficient should be subsidized
by the consumer, and even by their
competitors?

But competition is not limited to
the businessmen who supply the
needs of consumers; there is compe
tition between suppliers, competi
tion between workers for jobs, be
tween consumers as they compete to
make their purchases. Competition
permeates the entire market
economy and is a healthy, whole
some, vital part of free enterprise!

Division of Labor

Were we each to produce all or
most of the goods we consume, we
would still be existing under a very
low standard of living, as does most
of the world today. Man has learned
through experience that he can pro
duce more efficiently through coop
eration with others than he can as
an isolated individual.

This same experience has demon
strated that division of labor tre
mendously increases the production
per unit of human labor used. When
each of us can specialize on a par
ticular task, or a limited number of
related tasks, we can do each better
and faster, making possible greatly
increased production.

The principle of the division of
labor is based on the natural in-

equality in the abilities of men, and
the unequal distribution of natural
resources.

It was man's rational division of
labor in production which made pos
sible mechanization of these simple
tasks, previously done by hand, and
ultimately launched us on the way
to an affluent society.

Although a highly refined divi
sion of labor is essential to a high
standard of living, it at the same
time places a great demand on soci
ety for responsible conduct in
economic and political affairs. The
higher the degree of specialization,
naturally, the greater the depen
dency ofeach ofus on the other. This
calls for the broadest possible view
point in considering policies. Nar
rowly conceived policies may benefit
one group of workers or one indus
try, but can have serious conse
quences for millions of consumers.

Comparative Advantage

The principle of comparative ad
vantage simply means specializing
in the production of those things for
which one is best suited-doing
what one does best-and letting
others do the same. The exchange
which results always maximizes the
return from resources (factors of
production), and results in ap. in
crease in the standard of living for
both parties to the exchange.

We generally think of the princi
ple of comparative advantage in
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connection with international trade.
Comparative advantage is simply
the application of the principle of
the division of labor to foreign trade.
Because of this principle, it is al
ways to our benefit to produce cer
tain commodities in America, while
importing others from abroad.

It is important to keep in mind,
whether exchange takes place be
tween individuals or nations, that if
freely arrived at, it always benefits
both parties to the exchange. Ex
change takes place only when what
is received is valued more than what
is given.

But specializing on the basis of
comparative advantage takes place
not only in the area of international
trade, but at all levels of exchange:
national, regional, local, and even
personal.

It is a little known fact that the
late showman, Billy Rose, was a
world champion typist and short
hand expert. Without question he
could type and take shorthand bet
ter than any stenographer he could
employ. But did he do his own typ
ing? Certainly not! While a $60 a
week steno was doing the typing, he
could be earning $1000 as an impre
sario. This illustrates the principle
of comparative advantage.

Free trade based on comparative
advantage will maximize our stan
dards of living, while protectionism
with duties and tariffs will reduce
the material welfare of everyone.

8. The Profit Motive

The driving force in the free mar
ket economic system is the profit
motive. Consumers control the mar
ket through their purchases, which
determine which producers will
make a profit and which a loss.
Thus, the means of production are
constantly being shifted from the
inefficient to the efficient producers.

Isn't it only right that he who
serves his customers best should be
rewarded? Profit and loss are the
devices which signify to busi
nessmen what needs of the consum
ers must be satisfied.

Production for profit requires pro
duction for the use of the consumer
rather than the whim of an
economic ~~planner," as only those
producers who most efficiently
satisfy the needs of the consumer
will make a profit.

Profits indeed provide the incen
tive necessary to keep business
prosperous and create new jobs.

The incentive for a man to work is
the wages he earns; the incentive for
him to save a part of what he earns
is the interest the bank pays; and the
incentive for people to invest in
business ventures is the profit they
hope that business may earn. People
will not risk their savings unless
there is a good opportunity to earn a
profit.
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Under the willing exchange mar
ket system, failure to make a profit
means no new capital for new and
better production tools; no tools for
improved products at lower costs
and nojobs. In a word, profit means
everything!

What is it that induces a person to
consume less than he produces-to
save? It is the incentive of potential
interest! Only when a person ex
pects to profit in the future will he
do without-save-now.

Whittle away profit and people
will not save and invest. If they
don't invest, there will be less funds
for new tools, new factories, .. new
products, and consequently there
will be fewer jobs.

The greatest benefit a company
can provide its employees is to make
a profit. By the same token, the
worst mistake organized labor can
make is to use their coercive power
to cause a profit squeeze.

There are basically five costs of
doing business, one of which is prof
it. Let's examine them briefly to see
how it is possible to squeeze profit
and consequently cause serious
economic harm.

The first cost increment is that of
supplies and services purchased
from others; second is the total cost
of payroll and employee benefits;
third is the cost of depreciation, the
provision for replacement of worn
out and obsolete tools; then of course
there are the ever-present taxes paid

to local, State and Federal govern
ments; and finally, if the business is
efficient, there will be some profit
left as payment to those who in
vested their savings in the com
pany.14

Production

Man finds himself on this earth in
a relatively harsh environment. In
very few places does he find re
sources in abundance; almost uni
versally they are scarce. In any loca
tion, however, regardless of the
availability of resources, man's pri
mary concern is how to sustain life;
only after this problem is solved
does he concern himself with his
liberty.

In sustaining and impr!lving the
quality of his life, man must pro
duce. He has only three elements
with which to produce: land, labor
and capital, which .are known as the
factors of production. For our pur
poses, it will be easier to understand
their function if we call these fac
tors, natural resources, human
energy and tools.

It is helpful to view these ele
ments in the context of a formula:
Man's Material Welfare equals
Natural Resources plus Human
Energy times Tools, or

MMW··= NR + HE x T.15

Our knowledge of the WOTld about
us tells us that natural resources are
limited; so, too, is man's energy. It is
obvious then that if man is to en-
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hance his material welfare signifi
cantly, it must be done by improving
his tools of production.

It follows logically then that any
act which contributes to an increase
or improvement of tools of produc
tion will increase man's material
welfare. Conversely, anything that
inhibits development of new tools
cannot help but diminish his mate
rial welfare.

Man produces so he can consume.
Thus he is both a producer and a
consumer. It is obvious that if man
consumes all he produces, his mate
rial welfare would remain constant.
By the same logic, if he consumes
more than he produces his standard
of living would suffer. This latter
situation is sometimes referred to as
((eating the seed corn."

So we see that if man is to prog
ress, he must consume less than he
produces. This difference, or
surplus, is called savings and is used
for investment in new tools of pro
duction. Only by continually improv
ing his capital, his tools, can man's
material welfare be increased, and
only through saving and investing
can he improve his tools of produc
tion. Only the hope of reward or
interest will induce man to save.
Hence, interest is essential to
economic progress.

It is obvious then that anything
that contributes to savings and in
vestment will improve our material
welfare, and conversely, anything

that decreases savings will decrease
our standard of Iiving.

In summary, profit (and interest)
is vital to everyone in a free
economy; to the owners because it
means a steady income and larger
dividends; to customers because it
means more, better and new prod
ucts and lower prices; and to
employees because it means better
tools and equipment, better working
conditions, higher pay and steady
employment.

9. Conclusion

An attempt has been made in this
simple analysis to distill the essence
of the philosophy of freedom in the
conviction that adherence to this
philosophy is essential for an abun
dant life as free men. Deviation from
these basic principles will tend to
enslave and impoverish.

History teaches that the natures
of man and government are diamet
rically opposed. If man is to be free,
if his rights are to be inviolate, gov
ernment must be strictly limited to
its only legitimate function
protection of those rights.

History has also proved conclu
sively that capitalism is the most
effective, as well as the most
humane system for solving the
economic problem of scarcity.

Wherever free enterprise
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flourishes we find abundance and
affluence. To whatever degree a so
ciety stifles the right to own and
control private property, the free ex
change of goods and services, the
profit motive, and free
competition-to that degree will the
society suffer the problem of scar
city.

What then should be done in order
that men may be free?

I would have government defend the
life and property of all citizens equally;
protect all willing exchange and restrain
all unwilling exchange; suppress and
penalize all fraud, all misrepresentation,
all violence, all predatory practices; in
voke a common justice under law; and
keep the records incidental to these func
tions. Even this is a bigger assignment
than governments, generally, have
proven capable of. Let governments do
these things and do them well. Leave all
else to men in free and creative effort. 16 tl

The Freedom to Shop
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IDEAS ON

LIBERTY

THE principle which enables consumers to get the most of what they
want is the principle of the free market. The heroine of the free market
is the typical housewife who will go out ofher way rejoicing to buy a box
of detergent two cents cheaper.

Such an opportunity our heroine is glad to discover by shopping
around. She would most vocally resent any restriction on her freedom to
shop around. Without this vital freedom, all other freedoms-worship,
speech, press, assembly, and so on-are shadowy if not impossible.

HART BUCK
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LIBERTY
~1 TALK with the authority of fail
ure." So said Scott Fitzgerald in one
of his notebooks. The statement did,
of course, ignore Fitzgerald's mag-
nificent achievement in at least one
novel, The Great Gatsby, and in sev
eral perfect short stories, but it did
point to the author's sense ofwasted
time and his inability to carry
through with great projects.

In the Fitzgeraldian sense Lord,
Acton, the leading British nine
teenth century exponent of what
Leonard Read calls the ((freedom
philosophy," could also speak with
the authority of failure. As Robert
Schuettinger makes plain in his ex
cellent Lord Acton: Historian ofLib
erty (Open Court, P.O. Box 599,
LaSalle, Illinois 61301, $12.50), Acton
never finished any of the grand
works he hoped to write. A British
liberal Catholic who, in his heart,
doubted the theory of papal infalli
bility, he wanted to do a history of
the Popes. What came out of it was a
three-installment article published

634

in a short-lived magazine in the
Eighteen Sixties.

As a young man, a friend ofJames
Bryce, Acton resolved to write a his
tory of the origins of the American
Constitution, comparing the Ameri
can experience with that of the
democracies of the ancient world. A
vast amount of research was ex
pended on the subject, but the result·
of it all was an article on ((The Polit
ical Causes of The American Revo
lution" and a subsequent lecture on
the meaning of the American Civil
War.

This set the pattern of Acton's life
in the years before he became Re
gius Professor of Modern History at
Cambridge. As the gifted son of an
English baronet and a French
German-Italian mother, Acton could
read scholarly books in three lan
guages. He planned a work on Ger
man history (he spent much of his
time at a family residence in the
Bavarian mountains), but nothing
important came of it.
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He thought of a massive work on
Johann von Dollinger, his old
teacher who was excommunicated
by the Vatican for saying the Pope
had gone against Christ's warning
against establishing a kingdom in
this world. But the end of this was a
forty-four page article in the En
glish Historical Review.

His study of Machiavelli led to the
collection of forty-five editions of Il
Principe, or The Prince, and count
less books and manuscripts on
sixteenth-century Italy. After weeks
and, indeed, years of mulling over
the immorality of Machiavelli's ad
vice to rulers, Acton finally con
tented himself with a twenty-one
page introduction to still another
edition of II Principe.

The greatest of Acton's nonbooks
was his History of Liberty, to which
he devoted a lifetime of thinking
and talking. Mary Gladstone, the
daughter of England's great Liberal
Prime Minister, was fascinated to
hear Acton discuss his history. But
the history never took formal shape.
Nor did Acton's planned book on
federalism, or his history of the Ref
ormation, or his study of James II,
the last Catholic king of England
and Scotland.

Sowing the Seeds

A visitor to the Acton library at
Aldenham came away with a report
to John Morley that he had ~~beheld

the most pathetic sight of wasted

labor that ever met human eyes."
This was a not uncommon reaction
to Acton's ~~failure" at the time. But
Robert Schuettinger thinks it is
wrong to think of Acton as a ttfailed"
book writer. If Acton had concen
trated on anyone period such as the
Reformation or the America of the
Founding Fathers, he would never
have succeeded in tossing off a
thousand-and-one apercus that
have been the seed of hundreds of
volumes on liberty written by other
men.

Actually, Acton's published writ
ings (not counting a prodigious cor
respondence) came to 5,000 printed
pages, or enough to fill ten big vol
umes. Schuettinger solves the Rid
dle of Acton by concluding that he
was ~~one of those brilliant and in
sightful scholars whose multitude of
interests were insufficiently disci
plined by an orderly sense of
priorities." Acton himself knew, by
his fortieth year, that he was a man
who ~~seized upon a passionate inter
est for several months or a year,
wrote an incisive essay on the sub
ject, and then went on to another
problem to be approached for an
equally short time with an equal
amount of enthusiasm."

A Growing Influence

Without ever writing a single big
book Acton has had an influence
that is still growing in the eighth
d~cade of the Twentieth Century.
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Britishers who are disillusioned by
the Welfare State are just now
catching up with a letter written by
Acton in 1862 in which he criticized
welfarism for nursing ~~a classless
community which, instead of being
absorbed in its own places, is per
manently relying on the State to
provide for it ... depriving it of the
possibility of becoming independent
and self-supporting." Acton feared
the philosophy of welfarism would
end liberty by creating ~~the need of
a. strong hand perpetually saving
society and converting dictatorship
into a regular form of government."

Acton's warning against conscrip
tion is as eloquent as anything listed
in Martin Anderson's Conscription:
A Selected and Annotated Bibliog
raphy (Hoover Institution Press,
Stanford, California 94305, $15.00).
~~A people," so Acton wrote, ~~that

relies on a permanent system of
compulsory military service resem
bles the statesman who declared
himself ready to sacrifice not only a
part, but the whole of the constitu
tion, in order to preserve the re
mainder._It is a system by which one
great liberty is surrendered and all
are imperilled, and it is a surrender
not ofrights only, but also ofpower."

A Letter to Creighton

The most famous quotation in
which Acton speaks to our times
comes from a private letter which he
wrote to his good friend Mandell

Creighton, the Anglican Bishop of
London. Bishop Creighton had ar
gued that kings and popes, unlike
other men, should be given the bene
fit of the doubt when there were
suspicions of wrong-doing. ~~I cannot
accept your canon," so Acton wrote,
~~... historic responsibility has to
make up for the want of legal respon
sibility. Power tends to corrupt and
absolute power corrupts absolutely.
Great men are almost always bad
men, even when they exercise in
fluence and not authority."

This single statement, tossed off
as an obiter dictum, has been worth
all the books that Acton talked
about but didn't get around to doing.

Acton has been accused of using
~~freedom" as a meaningless
~~hurrah-word."But his own defini
tion of liberty is precise. ~~By lib
erty," he wrote, ~~I mean the assur
ance that every man shall be pro
tected in doing what he believes his
duty against the influence of author
ity and majorities, custom and opin
ion."

In a larger sense, so Schuettinger
concludes, all of Acton's writings
can be read as forming a large and
continuous ~~History of Liberty." We
would have lost this bigger book if
Acton had given his life to a single
work on the papacy, or the history of
the Reformation, or whatever.
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POPULAR GOVERNMENT
by Sir Henry Sumner Maine
With an Introduction by George W.
Carey
(Liberty Classics, 7440 North Shade
land I Indianapolis, Ind. 46250, 1976)
254 pages. $7.95 cloth; $1.95 pa
perback.

Reviewed by Henry Hazlitt

ALL students of politics owe a debt of
gratitude to Liberty Classics for
bringing Sir Henry Maine's Popular
Government back into print. First
published in 1885, with several
early reprintings, the book has been
out of print for many years. Yet this
work deserves to rank with John
Stuart Mill's Representative Gov
ernment and Tocqueville's Democ
racy in America. Maine's Ancient
Law is accorded such a rank; but
Popular Government is usually
passed over in embarrassed silence.

It is not difficult to account for
this neglect. Maine questioned the
virtues and inevitability of democ
racy when it was approaching the
apex of its prestige. That prestige, it
is true, had not yet reached the
height it was to reach in 1917, when
Woodrow Wilson took the United
States into war ~~to make the world
safe for democracy." The word uFas
cist" did not yet exist to throw at
anyone who expressed the slightest

misgivings about the complete wis
dom of all existing democratic in
stitutions. But it was already almost
fatal to the election of any politician,
or even to the reputation of any
political philosopher, to question
the contention that vox populi was
practically vox Dei.

Yet a closer study than was ap
parently accorded it on its original
appearance reveals that Sir Henry
Maine's book is by no means the
sweeping condemnation of democ
racy it was long assumed to be. He
several times remarks that ~~the best
Constitutions are those in which
there is a large popular element" (p.
182). But he did contend that:
~~Ofall forms of government, Democ
racy is the most difficult" (p. 103).
And he argued also that it was ((char-·
acterized by an extreme fragility"
(p.90).

Though regarded by most others as
((propelled in a continuous progress
by an irresistible force," Maine saw
democracy as ~(the product of a
whole series of accidents" (p. 99).
Historically, ((from the reign of Au-
gustus Caesar to the establishment
of the United States, it was Democ
racy which was always, as a rule, on
the decline, nor was the decline ar
rested till the American Federal
Government was founded" (p. 98).
As an example of the fragility of
democratic government, he cited the
experience in Latin America, and
was able to point out, as early as
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1884, that ~~out of fourteen Presi
dents of the Bolivian Republic, thir
teen have died assassinated or in
exile" (p. 44).

What, apart from its instability,
did Maine see as the chief vices of
democracy? He deplored the kind of
men it tended to bring to the top,
and quoted Sir James Stephen: ~~In

a pure democracy, the ruling men
will be the Wire-pullers and their
friends ... In some ages, a powerful
character, in others cunning, in
others power of transacting busi
ness, in others eloquence, in others a
good hold upon commonplaces and a
facility ofapplying them to practical
purposes, will enable a man to climb
on his neighbors' shoulders and di
rect them this way or that" (p. 53).
To which Maine adds his own com
ment: The democratic Hero is cCde_
barred by his position from the full
practice ofthe great virtues ofverac
ity, justice, and moral \Iltrepidity"
(p.58).

uUniversal suffrage," Maine
thought, had it existed at the time,
Hwould certainly have prohibited
the spinning-jenny and the power
loom. It would certainly have for
bidden the threshing-machine" (p.
58).

The ubeneficent prosperity" in
America in his own day, he held,
reposed «Con the sacredness of con
tract and the stability of private
property" (p. 71). Fortunately, he
added, ccThe Americans [of 1884] are

still of opinion that more is to be got
for human happiness by private
energy than by public legislation"
(p. 71).

~~It is perfectly possible", however,
he wrote at another point, ~~to revive
even in our day the fiscal tyranny
which once left even European popu
lations in doubt whether it was
worth while preserving life by thrift
and toil. You have only to tempt a
portion of the population into tem
porary idleness by promising them a
share in a fictitious hoard lying (as
Mill puts it) in an imaginary strong
box which is supposed to contain all
human wealth. You have only to
take the heart out of those who
would willingly labor and save, by
taxing· them ad misericordiam for
the most laudable philanthropic ob
jects . . . Here then is the great
question. about democratic legisla
tion, when carried to more than a
moderate length" (p. 69).

And he remarks at still another
point that CCthere are two kinds of
bribery. It can be carried out by
promising or giving to expectant
partisans places paid out of the
taxes, or it may consist in the direc
ter process of legislating away the
property of one class and transfer
ring it to another" (p. 119).

A still further tendency of democ
racy to which Maine called attention
was the overlegislation that it
seemed inevitably to breed. ~Clt is not
often recognized how excessively
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rare in the world was sustained
legislative activity till rather more
than fifty years ago.... A Revolu
tion is regarded as doing all its work
at once. Legislation, however, is
contemplated as never-ending. (p.
140) ... It is rapidly becoming the
practice for parties to outbid one
another in the length of the tale of
legislation to which they pledge
themselves in successive Royal
Speeches ... Neither experience nor
probability affords any ground for
thinking that there may be an infin
ity of legislative innovation, at once
safe and beneficent" (p. 157).

Can we honestly say today that
Maine's fears of more than ninety
years ago have proved unwar
ranted? Or that his picture of the
typical democratic leader is not dis
quietingly recognizable?

His fears, in fact, fell short of
today's actualities. Practically every
country in the world is now suffer
ing from monetary inflation. Bal
anced budgets are the exception, not
the rule. Taxes have reached near
confiscatory levels nearly every
where. Politicians do not dare
to raise them further for fear reve
nues will actually decrease. Con
gress today turns out an average of
500 new laws a year-new prohibi
tions, new changes of the rules, the
creation of new crimes. In the 94th
Congress, there were 3,899 bills in
troduced in the Senate and 15,863
introduced in the House. The record

of many State legislatures is far
worse.

But with all his distrust of democ
racy, what has Maine to suggest in
its place? His answer, to the extent
that he offers any, is far from clear.
Of the three possible forms of
rule-of the Many, the Few, or the
One, he proposes neither of the lat
ter. In fact, at one point he tells us
that ((whenever government of the
Many had been tried, it had ulti
mately produced monstrous and
morbid forms of government by the
One, or of government by the Few"
(p. 204).

What Maine does do is to insist on
the necessity of the erection of
safeguards to the unrestricted rule
of the Many. Of the four essays that
make up this book, the entire last
one is devoted to praise of the
American Constitution and to its
explicit separation and limitation of
powers. He contrasts this constantly
with what he sees as the capricious
and unchecked power of the British
Cabinet. He distrusts the very ((flex
ibility" so admired by Bagehot, and
he quotes in the original French and
adds his own italics to the remark of
Tocqueville that: ((In England, the
Constitution can change constantly;
or rather, it doesn't exist" (p. 236).

What he did not foresee is that
many of the safeguards set up in the
original American Constitution
would be in time removed or ig
nored. Instead ofthe appointment of
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Senators by their respective State
legislatures, which he admired, di
rect election would be substituted.
The central government would as
sume increasingly powers left by the
original Constitution to the individ
ual States. The qualifications re
quired for voters-property own
ership, tax-payment, education, lit
eracy, a minimum age of 21-would
be successively removed.

But a much wider question
emerges from this book, never
explicitly mentioned by Maine. Is
the real problem that confronts us
merely that of democratic govern
ment? Or is it not rather that of all
government? And isn't this the prob
lem that has so far proved intracta
ble? Writers from time immemorial
have tried to solve it with facile and
question-begging phrases. Aristoc
racy must be the best form of gov
ernment, because it means govern
ment by the wisest and the best. Ah
yes; but how do you get the people to

HANDSOME BLUE LEATHERLEX

recognize and choose and put into
power the wisest and the best? Well
then, in any case, the government,
however chosen, should be given
only very limited powers, so it can
not abuse them. Ah yes, again. But
what powers? Can we draw a precise
line around them? Can we get
enough people to agree on that line?
And even if we can once draw such a
line, giving neither too little nor too
much, how can we prevent whoever
the government is from using what
ever powers it already has, to extend
its powers still further?

We come back to a fundamental
dilemma: To prevent chaos, vio
lence, rapine, or rule by the
gangsters, somebody must be
trusted with some power; but no
body can be completely trusted with
much power.

Perhaps the political problem is
not insoluble. But where and when
in human history has it been for any
long period satisfactorily solved? ®
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Henry Hazlitt

INFLATION
VERSUS
PROFITS

ONE of the reasons why inflation is
persistently advocated by Keyne
sians and others is that it is thought
to increase the profitability of busi
ness. This is, in fact, an essential
part of the argument of those who
believe that inflation tends to bring
~~full employment": By improving
the outlook for profits, it leads en
terprisers to start new businesses or
to expand old businesses, and there
fore to take on more workers.

As we have seen, inflation may
sometimes actually have this effect
in its early stages. If it raises final
selling prices more than it raises
wages and other costs, and if it is

Henry Hazlltt, noted economist, author, editor, re
viewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Sar
ron's, Human Events and many others. Best known
of his books are Economics in One Lesson, The
Failure of the "New Economics," The Foundations of
Morality, and What You Should Know About Inflation.

expected to be only a temporary
condition, it can stimulate increased
investment and increased produc
tion. But when the inflation con
tinues and is expected to continue,
people begin to make compens~ting

adjustments. Wages, interest rates,
raw material prices and other costs
begin to go up as fast as or faster
than final retail prices. Profit mar
gins begin to narrow or to become
increasingly uncertain for individ
ual firms. The ~~stimulus" of infla
tion becomes a deterrent.

There is an additional factor.
Businessmen begin to discover that
their monetary profits have been to
a certain extent illusory. The dollar
profits shown on their income ac
counts are misleading, because the
dollar does not have the purchasing
power it previously had.

Economists and statisticians have

643
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been aware of this at least ever since
index numbers of prices began to be
compiled, but it is only in recent
years that the accounting profession
has acknowledged and attempted to
do something to meet the problem.

Accounting Reform

Accounting reform has been
rather piecemeal. It began around
1936. One of the principal practices
that falsified financial accounts in
an inflationary period was the or
thodox method of dealing with in
ventories. The accountant assumed
that the raw materials or parts that
were bought earliest were those that
were used first and embodied in the
final product first. This was called
the ((first-in first-out" assumption
(FIFO). If a part at the time of ac
quisition cost $1, and at the time of
the sale of the finished product cost
$2, the manufacturer in effect
showed an added profit on his books
equivalent to $1 on each of those
parts. But this was a ((phantom"
profit, not likely to be repeated, be
cause when he came to replace that
part it would cost him $2.

So accountants are now increas
ingly advocating the use of the
((last-in first-out" method of inven
tory accounting, popularly known as
LIFO. The latest price paid for a
particular 4tem of inventory is the
price used in making up the ac
count. This means in effect that
withdrawals from inventory are

priced at the current price paid for
additions to inventory. So on the
assumption that inventory volume
and production rates are relatively
constant, LIFO removes part of the
((phantom" profit shown by infla
tion. Even at the time of writing
this, however, the firms taking ad
vantage of the LIFO method of in
ventory accounting are still in a
minority.

A second problem to be recognized
by accountants is the amount of the
write-off that a firm must make
every year for the depreciation and
obsolescence of its plant and equip
ment. Here again firms in the past
have been grossly overestimating
and overstating their profits in an
inflationary period by making an
insufficient write-off for deprecia
tion.

Let us say that a firm's plant
originally cost it $1 million and its
equipment another $1 million, and
that it depreciates its plant on a
((straight-line" basis over a forty
year period and its equipment over a
ten-year period. Then each year, on
the average, it will be writing off
$25,000 of its plant investment and
$100,000 of its equipment invest
ment against its gross earnings. But
suppose at the end of the ten-year
period it finds that to replace its
equipment costs it $2 million, and
that at the end of the forty-year
period to replace its plant will cost it
$16 million (with prices doubling
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every ten years). Then even at the
end often years the $125,000 that it
has deducted annually will prove to
have been grossly inadequate. It
may find that it has been paying divi
dends out of ((phantom" profits-i.e.,
out of capital. At the end of the
40-year period, or much earlier, if
may find itself unable to continue in
business.

Measuring Replacement Cost

To solve this problem, some
accountants are now proposing that
depreciation allowances in an infla
tion no longer be based on original
cost of equipment but on replace
ment cost. This, however, raises
other questions. How should the re
placement cost be calculated?
Should it be the cost of replacing the
identical plant or equipment, or the
cost of an asset of equivalent operat
ing or productive capability? It is
obvious that this calculation is
going to involve a lot of subjective
guesswork. Still another problem is
that in a continuing inflation it is
impossible to allow accurately on an
annual basis for replacement costs
until the year that actual specific
replacements have to be made.

Still another accounting problem
in an inflation is how to calculate
interest charges. Much depends on
whether a company is a net lender
or a net borrower. If it is a net
borrower, it will probably pay during
an inflation a higher than normal

interest rate for money. On the
other hand, it will be paying back its
debt in money of depreciated pur
chasing power as compared with
when it was borrowed. It is probable
that its ((real" gain from this depre..
ciation will be greater than its
((real" loss from a higher interest
rate.

We come, finally, to ((the bottom
line." After all allowances have been
made to put inventories, deprecia
tion, and other costs on a ((real"
rather than on a money basis, we
come to the amount ofnet profit. But
when we compare this with preced
ing years we have to remember that
the dollars shown in the ·net profit
figure have not the same purchasing
power as the dollars shown in the
net profit of earlier years.

Inflation Accounting

The ideal of ((rational accounting"
in an inflation can only be achieved
if we can eliminate fluctuations due
to changes in the average purchasing
power of money and restate every
thing in terms of dollars of con
stant purchasing power-all ad
justed to some single base year or
base period. But this is not easy to
do. We will get different results if, for
example, in resorting to official cal
culations, we use the GNP implicit
price deflator or the consumer price
index to make our adjustments.

Let us put aside pure theory for
the moment, and ask what the ac-
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tual effect has been of using or not
using the new inflation-accounting
rather than orthodox methods. The
difference has not been trivial.

In 1973, the economists of Morgan
Guaranty Trust Company calcu
lated that for the second quarter of
1973 ~~phantom profits" accounted
for 40 percent of the total profits
reported-$21.1 billion out of a total
annual level of $51.9 billion.

In September 1975 George Ter
borgh presented a table of profits of
nonfinancial corporations for each of
the eleven calendar years 1964
through 1974, based on Department
of Commerce data. Here are his fig
ures for 1974 (in billions of dollars):
profits before taxes as reported,
$110.1; income tax liability, $45.6;
profits after taxes as reported, $64.5;
understatement of costs (because of
failure to use inflation-accounting),
$48.4; profits before tax as adjusted,
$61.7; profits after tax as adjusted,
$16.1; dividend payments, $26.2; ad
justed retained earnings, minus
$10.1. In other words, in 1974 these
corporations thought they were
earning and reported they were
earning $64.5 billion after taxes.
But they were really earning only
$16.1 billion after taxes. And of the
$26 billion that they paid out in
dividends, more than $10 billion
came out of capital.!

lCapital Goods Review (Washington:
Machinery and Allied Products Institute, Sep
tember 1975.)

Later figures confirm this result.
Alcan Aluminium Ltd., with conven
tional accounting, posted a respect
able pretax profit of $96 million for
1976. But required by the Securities
and Exchange Commission to as
sume that its plants and inventories
were to be replaced at 1977's in
flated prices, Alcan discovered that
its allowance for depreciation
soared 140 per cent and its cost of
sales edged up 2 per cent. As a result
of substituting this replacement
cost accounting, Alcan's $96 million
pretax profit became a hypothetical
$119 million loss. This was an ex
treme case, but some of the profit
reductions shown by other large
companies were almost as striking.2

Conflicting Interests

Apart from all other difficulties,
vested interests stand in the way of
~~scientific" accounting. Even gov
ernment agencies are in conflict. On
the one hand, the Securities and
Exchange Commission wants a
company to make adjustments for
inflation so as not to give investors
an exaggerated idea of its profitabil
ity. On the other hand, the Internal
Revenue Bureau would like to col
lect the maximum tax possible, and
would like all accounts on an or
thodox dollar basis. There is a simi
lar conflict of interest in private
business. The owner or stockholders

2The Wall Street Journal, May 23,1977.
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of a company would like it to be on
an inflation-accounting basis so as
to pay the minimum tax to the. gov
ernment. But the hired managers of
the business would like it to show
the highest profits as a proof of their
good management-not to speak of
the fact that many of them receive
salary bonuses based on conven
tionally calculated profits per share.

Putting aside all questions ofves
ted interest, it is increasingly dif
ficult for a corporation to know, dur
ing a prolonged period of severe in
flation, what it is actually earning.
If it keeps conventional accounts,
showing costs on an historical dollar
basis, it will get false results, and
appear to be earning more than it is.
But if it attempts to adjust for the
rise in prices over time, its adjust
ments may also be misleading. If, for
example, the prices of its specific
inventories have gone up more than
the averag.e rise in the wholesale or
consumers price index, the differ
ence, when those specific inven
tories have been used up, will repre
sent a ttreal" profit. And if the man
agers attempt to allow· for quality
differences in replaced .inventories
or plant and equipment, their ac
counts will again reflect subjective
guesswork.3

Ambiguities Abound

To emphasize the ambiguity of
replacement-eost concepts, the U.S.
Steel Corporation, for example,

noted that its 1976 replacement cost
depreciation would be $600 million
under one set of assumptions but
would range from $1.1 billion to $1.3
billion under another. Some other
companies found that though their
replacement cost would be much
higher than the historical cost of
their plant and equipment, they
would be replacing with far more
efficient equipment. As a result, in
dustries with rapidly improving
technology find their hypothetical
profit results much less affected by
inflation-accounting than industries
with a stagnant technology.4

That corporation managers and
investors in an inflationary period
will not know precisely how much
their companies are earning, is not a
matter of merely academic interest.
It is chiefly by comparing profitabil
ity that men decide what business to
go into, or, if they are irrevocably in
a given business, in which particu
lar items to increase production and
in which to reduce it.

Inflation changes- the profitabil-

3George Terborgh has persuasively. argued
that. in converting historical accounting en
tries into their present-day equivalents it is
better both· for theoretical and for practical
reasons to use only a single index reflecting
changes in the general purchasing power ofthe
dollar, and. not to attempt· to adjust for the
specific price rises in items of inventory or
equipment. see The Case for the Single-Index
Correction of Operating Profit. (Washington:
Machinery and Allied Products Institute,
1976.)

4The Wall Street Journal, May 23, 1977.
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ity, or apparent profitability, of dif
ferent businesses ~nd occupations,
and so leads to extensive changes in
what is produced. When a major
inflation is over, it is discovered that
it has led in many cases to increased
production of the wrong things at
the cost of more necessary things. It
leads to malproduction and malin
vestment, and hence to huge waste.

But still another effect becomes
increasingly serious. Not only do in
vestors and managers not know
what their companies are currently
earning; they know still less what
they are going to earn in the future.
In the face of all experience, one of
the most persistent of all fallacies is
the tacit assumption that in an in
flation all prices and wages rise at
the same rate. This fallacy is
nourished by the monthly publica
tion of official index numbers reduc
ing all wholesale and consumer
prices to a single average, and by
the persistent practice of newspaper
headlines of citing ~~the" rate of in
flation. These government averages
of 400 to 2,700 different prices tend
to make the man on the street, and
even many professional economists,
forget that even in normal times all
individual prices are constantly
changing in relation to each other,
and that in periods of severe infla
tion this diversity and dispersion of
price movements becomes far
greater.

As we have seen elsewhere, all

this leads to increasing business un
certainty. Even if, on the average,
inflation tends to increase the total
of dollar profits, no individual busi
nessman knows how it is going to
affect his own firm. He does not
know how much his particular
costs-for equipment, raw mate
rials, and labor-are going to rise
relative to all other prices in the
economy, or whether or not he will
be able to raise his own prices cor
respondingly. This disparity and
dispersion of profits among produc
ers increases as the rate of inflation
climbs. The increasingly uncertain
incidence of profits does far more to
discourage new investment than the
prospect of an overall. increase of
profits does to encourage it. A much
higher rate of future discount is
applied to inflation-generated pro
fits than to those resulting from
normal business operations. So
employment, production, and in
vestment are not only misdirected
by inflation; in the long run they are
all discouraged.5 @

5In addition to the two papers by George
Terborgh cited in the text, the reader in
terested in pursuing the accounting problem in
more detail is referred to Inflation Accounting,
by James H. Sadowski and Mark E. Nadolny
(The Arthur Andersen Chronicle, January
1977), and Toward Rational Accounting in an
Era of Unstable Money, by Solomon Fabricant
(New York: National Bureau of Economic Re
search, Report 16, December 1976). Dr. Fab
ricant's discussion is not only excellent in
itself, but appends references to some 40 other
publications on the subject.



Hans F. Sennholz

IN the second half of the twentieth
century the most vexing economic
problem-the most intractable, un
solved, and foreboding problem-is
that of inflation. It causes grievous
distress to most countries of the
world, and ravages societies, rich
and poor, on both sides of the Iron
Curtain. It is hardly surprising,
therefore, that it has given occasion
to countless books and articles,
speeches, lectures' and broadcasts.
And yet, it is one of the great
paradoxes of the age that it roars on
with accelerating force, devouring
not only economic income, wealth
and security, but also tearing down,
one by one, the economic, social and
political pillars of free societies.

There is a broad measure of
agreement among economists that

Dr. Sennholz heads the Department of Economics at
Grove City College and Is a noted writer and lecturer
on monetary and economic affairs.

((excessive" inflation brings about a
collapse of the monetary system,
that it consumes business capital,
destroys the exchange order with its
productive division of labor, and fi
nally reduces economic life to primi
tive barter. Many even admit that
too rapid a rate of inflation perpe
trates a grievous fraud upon all sav
ers, particularly the retired and
pensioners, and that it impoverishes
the middle classes. But their agree
ment is like that of alcoholics who
generally admit that on occasion
they imbibed too much. Like most
alcoholics who discount the danger
ofgrowing addiction and cumulative
effects on their physical and mental
well-being, most economists demand
small doses of monetary injections,
which are said to refresh and stimu
late the economic body. They speak
of {{flexibility" and {tadjustability" of
the money stock and favor, for one

649
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reason or another, its continuous
expansion· by monetary authorities.

In the Western democracies the
popularity of the leading politicaL
parties vying. for governmental
power rests on their commitment to
the welfare state, that is, economic
redistribution and transfer by polit
ical force. They welcome the mone
tary theories of these economists,
who in turn gladly accept the honors
and favors of the transfer. govern
ments. The theories show the way
for governments to engage in a new
dimension of economic transfer that
not only endows them with unpre
cedented economic powers, which in
turn give rise to political power, but
also weakens the political opposition
pleading for limitations of govern
ment power and preservation of the
private property order. The alliance
between the economic p.rofession
and politics promising incom'e· and
wealth through redistribution is
sealing the fate of national curren
cies.

Economic and Political Effects

Monetary disorder' is a.· mortal
enemy of the private,property order,
and a serious threat to economic
well-being and individual liberty.
Its evil effects are felt in various
ways:

e1. It profoundly modifies the so
cial order and breeds economic and
political radicalism among its count
less victims. It destroys,the savings

ofthe middle classes·andreduces the
real earnings of wage earners who
learn to distrust the price system.
Realizing the inequity of,distribu
tion, most victims put their faith in
strike action or government inter;.
vention.

e2. Inflation causes maladjust
ments of production to consumer
demand as prices adjust to inflation
with unequal flexibility. Production
that is deemed (Cessential" and
therefore controllable by public au
thorities is hampered and restricted,
while non-essential production
tends to expand.

e3. Governments are eager to
apply coercion to mitigate the un
popular effects of their own infla
tion. With growing popular support
they resort to such comprehensive
measures as price, wage, and rent
controls. They substitute public ex
penditure for shrinking private in
vestment. They formulate ((de
velopment plans" and create new
bureaucracies for their implementa
tion.

e4. In its early stage of develop
ment the transfer policy was limited
to a few cases of· individual assis
tance. State· aid meant to alleviate
the plight of the. needy who were
unable to care for themselves. But
inflation continuously enlarges the
circle of the needy and therefore the
scope of government functions. It is
a self·perpetuating force that calls
for more redistribution, which in
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turn invites more inflation. Wilhelm
Ropke, the eminent German
economist and primary architect of
Germany's miracle of revival after
World War II, likened the process to
that of ~~a revenue-pumping station,
working day and night, with its
tubes, valves, suction and pressure
streams."l Its pumps deliver a steady
stream of benefits from two classes
of victims, the more productive tax
payers and the inflation victims.

-5. As politics encroaches ever
more widely on economic and social
life, the sphere of individual free
dom and independence is con
strained accordingly. Simultane
ously, the sphere of international
cooperation and integration is com
pressed by growing economic
nationalism. All welfare state in
stitutions are national in scope and
domain: public assistance and relief,
social security and unemployment
benefits, tariff protection and quota
restriction, government orders and
subsidies. By their very nature so
cial services are nationalized ser
vices that are designed to benefit
residents only. The benefits are con
ferred by national governments to
their constituents, which tends to
confine the beneficiaries within
their national boundaries. The vic
tims of the redistribution process, on
the other hand, may want to escape
to friendlier shores, which govern-

lWelfare, Freedom and Inflation, Pall
Mall Press Ltd., London, 1957, pp. 38-39.

ment seeks to prevent through pub
lic law and compulsion.

-6. In desperation about the
Western drift toward economic
catastrophe, many writers are long
ing for a strong political leader who
will bring salvation. ((Mankind is
seeking-and waiting for-a
leader," writes Jacques Rueff, the
distinguished French economist,
((who will display the courage and
intelligence required to rescue us. If
such a leader does not exist, or if
political circumstances prevent him
from emerging, man's destruction is
inevitable as that of a man falling
from the roof of a skyscraper."2

Never Beyond Hope

These are words of despair about
the future of man, sounding like the
final warning of an inevitable catas
trophe. One may hear the warning
without necessarily sharing its ex
treme pessimism about the human
condition. In the world of infinite
power and possibility our com
prehension is merely finite and our
knowledge of things to come rather
wanting. Considering the unforeseen
events of this world, we are never
beyond hope.

Sooner or later the advocates of
price controls may realize that such
controls constitute the very an
tithesis of economic freedom. Either

2The Age of Inflation, Gateway Edi
tions, Henry Regnery Co., Chicago, Ill.,
1964, p. xiii.
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the people are free to. conduct their
economic affairs as they see fit, or
they are denied this freedom by reg
ulations and controls. Price and
wage controls are people controls.

Surely no serious student of
economics would hope to fight infla
tion effectively with price and wage
controls. The relationship between
the two phenomena is about like
that of a band-aid and a malignant
tumor of the brain. Inflation is the
cancerous multiplication of money
by our monetary authorities in order
to cover federal deficits or create
new credits for the benefit of busi
ness. Governmental price and wage
controls limit the people's freedom
to make economic exchanges in ac
cordance with their choices and
preferences; these controls do not in
the least affect the ability of the
authorities to multiply and depre
ciate the money.

Either people are free to
conduct their economic af
fairs as they see fit, or they
are denied this freedom by
regulations and controls.
Price and wage controls
are people controls.

It is significant that in all the
rhetoric about our government's val
iant effort to ((fight" inflation, no
word is ever spoken about the def
icits the federal government is suf
fering. Infact, we are promised more

federal spending and sizable tax
cuts, which should boost the deficit
by many more billions. Surely, this
deficit could conceivably be covered
through Treasury borrowing of the
people's savings. But such financing
would squeeze the life out of the
capital markets, raise interest rates
to lofty levels, and depress all
economic activity. This is why a
huge deficit can only be financed
through the creation of more money,
Le., by inflation.

Controls Raise Costs

Price and wage controls tend to
raise business costs. As the ultimate
decisions are made in Washington,
business becomes more bureaucra
tic. It needs to seek permission for
price and wage changes, file detailed
reports, and face government con
trollers and auditors. Business deci
sions are inevitably delayed as gov
ernment agents ponder about their
final approval.

Wherever the controls cause short
ages or merely slow deliveries
business becomes less efficient,
which raises production costs.
Moreover, labor tends to become less
productive as a result of material
shortages. Workers feel cheated and
betrayed by the controls as wage
contracts are superseded by wage
decrees and reinterpreted by control
officials. The controls breed dissatis
faction and conflict.

But in spite of all labor complaints,
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the price controls must be expected
to be more severe than the wage
controls. After all, the controllers
who are politicians or their appoin
tees cannot afford to antagonize mil
lions of workers on whose political
votes the chances for re-election de
pend. On the other hand, a tough
stand toward business may be
rather popular and therefore re
warding politically. Especially if the
controllers are Republicans who are
suspect anyway of being pro
business, they cannot afford to be
lenient, but must be expected to be
very strict in controlling prices. Sta
ble prices and rising costs make pro
duction unprofitable and thus pre
cipitate economic stagnation and
depression.

Spreading Intervention

Price controls lead to all-round
controls. When the economy begins
to reveal the disruptions and distor
tions-the shortages and stagna
tions engendered by the controls
the government is unlikely to plead
guilty for having inflicted such evils
on its people. It has never done so in
the past, and future administrations
cannot be expected to act differently.
Instead, they will find new culprits
to blame and new tasks to perform
in order to alleviate the evils of prior
intervention. When economic output
is lagging government will resort to
more financial stimuli, such as easy
money· and deficit spending. When

unemployment rises it will embark
upon more public works and full
employment measures. When short
ages make their appearance it will
introduce rationing, allocations, and
priorities. When people begin to ig
nore the price controls and seek re
lief on black markets it will prose
cute them with growing severity. In
all phases of economic life the gov
ernment will assume command.

Price controls lead to all
round controls. When the
economy begins to reveal
the disruptions and distor
tions ... the government is
unlikely to plead guilty for
having inflicted such evils
on its people.

Such an ominous trend may be of
little concern to a society that has
lost its genuine love of and deep
regard for individual freedom. A na
tion eager to be led cannot be
frightened by the prospects of a
command order. But it may hesitate
to pursue the road to all-round con
trols if the awesome price is known
that must be paid for such an order.

We are enjoying the highest stan
dard of living on earth. With an
average income of more than $6000
per head of the population per year,
we excel all others by wide mar
gins. Even our Hunderprivileged"
black minority with an average in-
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come of more than $4500 per year
lives better by far than the vast
majority of Europeans, not to men
tion the Africans, Asians, or South
Americans. Any disruption of our
economic system can have but one
effect on our level of living: to reduce
it substantially.

High-Speed Collision

Indeed, to disrupt or depress a
highly developed division of labor
and exchange economy, such as
ours, must have dire consequences.
You can reduce the speed of a don
key cart without much loss of dis
tance traveled, but if you slow the
forward thrust of a jet plane you'll
lose many miles in a matter of min
utes. When the American economy
slows down and our standard of liv
ing falls substantially, the
psychological and sociological ef
fects could be disastrous. In the de
moralizing atmosphere of the trans
fer state, millions of Americans
have grown accustomed to free gov
ernment services and benefits. They
are demanding the maximum of
welfare from the community, giving
little or nothing in return. Labor
unions are making insatiable wage
demands for a minimum of produc
tive contribution. How will the
American people take to depression
and deterioration with shrinking
wages and benefits?

The reaction may be militant and
violent. Guided by doctrines of con-

flict and convinced of their inaliena
ble rights to government care and
egalitarian redistribution, they may
insist on their rights. After all, our
transfer politicians, parties, and in
tellectuals have for 40 years con
vinced them of the social justice of
their claims. Are these now to be
abrogated in the face of economic
adversity? Moreover, their collective
organizations wield the necessary
political power to extract their due
share from the body politic. But if
this body should fail to yield the
expected benefits, will the millions
of beneficiaries peacefully suffer the
welfare cuts? Will the labor unions
peacefully consent to wage cuts? If
they do not, our redistributive soci
ety may be torn asunder by civil
conflict and strife. Business estab
lishments may be looted, our cities
burned, and law and order may give
way to violent disorder. Since the
first redistributive measure, several
decades ago, this has been the ulti
mate destination of the redistribu
tive state.

Any disruption of our
economic system can have
but one effect on our level
of living: to reduce it sub
stantially.

Finally, economic and social de
terioration of such major magnitude
strengthens the call for law and or-
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der. When society can no longer
cooperate voluntarily and peace
fully, the raw power of the state will
be used to enforce some measure, of
cooperation. Vast emergency power
will be thrust on the President who
is expected,to restore civil order. For
this grim task the most ruthless
politician is likely to rise to the top,
surrounded by the most ruthless ad
visers and lieutenants. They will
eagerly crush all dissent and bring
peace to the society so bent on strife
and self-destruction. They'll bring
the peace that is totally negative to
individual enterprise and personal
freedom.

The Uses of Adversity

This scenario of things to come is
merely one of many engendered by
thought and reflection. There are
others that come to mind, and many
more which we cannot comprehend.
Weare forever, blind to the future,

but always living for it. Let us,
therefore, make the best use of the
present, with courage and dedica
tion' and fulfill our parts. Henry
Wadsworth Longfellow's words,
written one hundred years ago, ring
forever true:

Look not mournfully to the past
It comes not back again;

Wisely improve the present-
It is thine;

Go forth to meet the shadowy future
Without fear, and a manly heart.

Even in evil we can discern the
rays of light and hope, for man may
gradually come to see, in suffering
and misery, the error of his ways.
We know of no greater economic
folly than the combination of infla
tion and price controls, in which
many Americans have placed their
ultimate trust. And yet, we are ever
hopeful that, in the end, reason will
prevail over error and ignorance. @l

IDEAS ON

LIBERTY

Reacting to Constraints

SINCE the need for liberty and the idea of.liberty are not produced in
those who are not subject to hindr.ancesand constraints, the less we are
aware of restrictions, the less the term '. and reflex liberty will exist. A
person -who isscarcely aware ... of the constraints which are imposed on
him by public 'powers . . .. will react hardly at all against these
constraints. He will have no impulse of rebellion, no reflex, no revolt
against the authority which imposes such restrictions upon him. On the
contrary, as often as not ·he will fmd himself relieved of a vague
responsibility.

PAUL VALERY



Yes, America,
There Is an Energy Problem

BUT...
(An Interview with Benjamin A. Rogge)

THE ENERGY CRISIS is real, according
to Dr. Benjamin A. Rogge, Distin
guished Professor of Political
Economy at Wabash College. The
nature of that crisis and its remedy,
however, are not as they have been
outlined in the President's national
energy plan, Prof. Rogge said in an
interview with the Wabash Street
Journal.

Prof. Rogge's assessment of the
energy problem and his discussion of
the prop.er remedies are reprinted in
full in the following paragraphs.

Question: Isn't the world (in
cluding the U.S.) rapidly running
out of resources, particularly those
used in energy production?

Answer: Nonsense! Both an
alysis and history suggest exactly
the opposite. If resources and energy

Dr. Rogge is Distinguished Professor of Political
Economy at Wabash College in Indiana. His inter
view is reprinted, by permission, from the Wabash
Street Journal which is published as part of a pro
gram to teach high school students about business
and businessmen.
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markets were permitted to be even
partially free in the years ahead,
there is every reason to believe that
the real cost of energy would con
tinue to decline over the next 100
years, as it has over the last 100.

Q.: How can you say that, when
we are told that we can anticipate a
serious shortage of natural gas this
coming winter? Won't this shortage
be real?

A.: Of course it will be realI-but
totally unnecessary. As Professor
Milton Friedman has said recently,
((Economists may not know much
but there is one thing they do know
how to do and that is how to produce
a shortage or a surplus. Set a price
below the market price and a short
age is created; set a price above the
market price and a surplus is
created."

The existing ((shortage" of natural
gas is the predictable (and pre
dicted) consequence of the ceiling
price on natural gas at the wellhead
that was imposed in 1954 and that
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continues to this day. Estimates
have been made that at a free
market price (that would still leave
gas the lowest-cost source of energy
for most uses), our natural gas re
serves should be adequate for
another 1000-2500 years of full and
expanding use.

Q.: But, whatever its cause,
don't you agree that we now face an
energy problem and that we need to
conserve our currently available
energy supplies?

A.: Of course we need to take
conservation measures-which is
precisely why I am urging an im
mediate deregulation of the prices of
basic energy materials. The market
has its own magnificent incentive to
conservation-an increase in price!!

Moreover, the market way of con
serving permits each individual
householder, businessman, farmer,
car owner, or the like to conserve in
the way that is best suited to his
special circumstances. To conserve
on heat use, one householder may
wish to add insulation, another may
wish to close off unused spaces,
another may wish to turn down the
thermostat, buy sweaters for
everyone and order his daughter
and her boyfriend to take up the old
courting practice of bundling.

In addition, the market method of
inducing conservation, in contrast to
the government-ordered method,
also encourages suppliers and
would-be suppliers to redouble their

efforts to add to the supply of
energy.

Q.: But how do you know that
that will happen? Exactly where is
all this new energy supply going to
come from? Nuclear? Solar? Geo
thermal? Gasification of coal?

A.: I do not know; James
Schlesinger, our energy czar, doesn't
know. No one knows, because the
very essence of the free market op
eration is the unpredictability of the
specific outcomes. The market pro
cess is a never-ceasing search pro
cess, carried on by literally millions
of participants, each trying to serve
his own purposes by finding new and
better ways of producing and mak
ing efficient use of energy.

The number of variables in the
energy equations is literally in the
billions and it is for this reason that
any attempt to ((solve" the problems
involved by government direction is
predestined to failure. The miracle
of the market consists precisely in
its capacity to make use of these
billions of bits of special information
in getting the world's work done
efficiently-and in the interests of
the consumers.

Q.: But isn't the cost of this so
called miracle a significant factor?
What about the windfall profits the
big oil and mining companies would
enjoy in the meantime?

A.: All profits and losses are
((windfall" in nature, in the sense
that they arise out of a concurrence
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of events that no one could have
foreseen in perfect deLaH. At the
same time, these windfall profits
will be the carrothanging.in front of
every possible producer of energy,
and hence will be precisely the
agent of a continuing solution to the
energy· problem-in' the· process of
which the .profits will tend to return
to normal.

How can we encourage people to
try to produce energy for us, with a
warning that, if they fail, they must
bear the losses, if we don't also as
sure them that, ifthey succeed, they
will get to keep their winnings?

Q.: But how can people like
Ralph Nader and others be so wrong
in what they propose as solutions to
the energy problem?

A.: For one thing, Nader has had
a lot of experience at being
wrong-witness the Corvair epi
sode. But most importantly, in
their approach to the energy prob
lem, they seem to me to be largely
giving vent to their dislike of indus
trialization, economic growth, sub-

For the Common· Good

urbia, economic success, cars
especially big, comfortable cars
and (for some). the whole capital pro
cess itself. The energy problem is
simply the reason-of-the-moment for
an attack on the establishment and
its system.

Q.: You sound pretty biased
yourself. But, however that may be,
wouldn't turning the market loose
lead to an explosion of prices and
real damage to the low-income
families of America?

A.: The groups in America that
have the most to gain from the
free-market approach are precisely
those with little money and even
less influence with the powers that
be. The world of government con
trols and rationing is a·world made
to order for those who have money
and/or influence. For the man on the
street, it is a world of disaster and
frustration.

Q.: But surely you wouldn't de
regulate everything right away!

A.: Oh, but I would! Don't cut off
the dog's tail an inch at a time. @

IDEAS ON

LIBERTY

To sustain the individual freedom of action contemplated by the
·Constitution is not to strike down the common good, but to exalt it; for
surely the good of society as a whole cannot be better served than by the
preservation against arbitrary restraint of the liberties of its constituent
members.

JUSTICE GEORGE SUTHERLAND
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Clarence B. Carson

11. Germany: The Promise
and the Terror

To outward appearances Hitler
came to power legally in January of
1933. The Nazi Party had received
the largest percentage of the vote in
the last two general elections and
thus had the largest delegation in
the Reichstag. President Hinden
burg had appointed Hitler Chancel
lor, which was the method pre
scribed by law. Indeed, naming him
to head the government could have
presaged a return to substantial

In this series, Dr. Carson examines the connection
between Ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the Ideas and practices around
the world.

constitutional rule. Undoubtedly,
Hindenburg hoped it would. Increas
ingly, for the past two years Ger
many had been governed by presi
dential decree because the Chancel
lors and their cabinets could not
command ~. majority in the Reichs
tag. The naming of Hitler to head
the government was supposed to be
a step toward restoring parliamen
tary government by placing the
head of the largest party at the focus
of power.

But Hitler's rise to power was ac
complished only apparently by legal
means. The way is opened to seeing
this when we realize that he was

659
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granted very little power on
January 30, 1933. There were
only three Nazis, including Hitler,
in the eleven member Cabinet. The
allegiance of the armed forces was to
President Hindenburg, and he could
assume command over them by de
claring martial law. Most police
powers were exercised by the states.
President Hindenburg further
circumscribed Hitler's powers by re
quiring that he obtain a parliamen
tary majority in order to retain his
position. The Reichstag could, in
theory, force his resignation at any
time by a vote of no confidence. To
all but Hitler, and probably a few
others, he appeared to be boxed in.

Hitler had no intention of being
boxed in or restrained, but it was
crucial that he observe the forms of
legality. Historians have continued
to ponder over the years why the
army did not put a stop to Hitler,
why the labor unions did not go out
on a general strike, and why this or
that group (or even the German
people) did not rise against him.
There are a number of reasons for
this, but the primary one is that he
had been installed legally in his
position. His legal hold on power
tended to disarm his enemies and
render them irresolute. One scholar
has described Hitler's method of op
eration this way:

. . . For Hitler's originality lay in his
realization that effective revolutions, in
modern conditions, are carried out with,

and not against, the power of the State:
the correct order of events was first to
secure access to that. power and then
begin his evolution. Hitler never aban
doned the cloak of legality; he recognized
the enormous psychological value ofhav
ing the law on his side....1

He wore this cloak much more
frequently during the first year and
a half than he didthereafter.

To Gain Power

Hitler was faced with political
problems as soon as h-e was in
stalled. The most pressing was to
get a working majority in the Reichs
tag. Beyond that, he wanted to
have passed an Enabling Act which
would permit the cabinet to promul
gate laws without Reichstag ap
proval. This would allow him to
bypass not only the Reichstag but
also the President. There was a pos
sibility that he could have got his
working majority, but there was no
possibility of getting an Enabling
Act through the Reichstag with its
present composition. The Social
Democrats and Communists-the
Marxist parties-almost certainly
would combine to prevent that. As a
matter of fact, The Social Democrats
determined quickly after Hitler was
installed as Chancellor that they
would introduce the call for a no
confidence vote as soon as the
Reichstag met.

The Cabinet considered three dif
ferent approaches toward getting a
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working majority. Hugenberg, the
Nationalist leader, wanted to expel
the. Communists from the Reichstag.
Not only would this be illegal but it
might also provoke the dreaded gen
eral strike. Hitler and the others
rejected this approach.

Another, and legal, way would be
to get the support of the Centre
Party and possibly also the Bava
rian People's Party, probably by
bringing them into the government.
Hitler did enter into negotiations
with the leaders of these parties, but
reported to the Cabinet that their
demands were too great for any hope
of agreement. There is a widely held
belief that Hitler did not want to
come to terms with these parties.
That may well be, for he certainly
would have been boxed in if he had
accepted dependency on the Centre
Party, say. Even a small party hold
ing a balance of power would have
great leverage.

In any case, Hitler adopted a third
approach, one which he probably
had planned from the outset: to ask
President Hindenburg to dissolve
the Reichstag and call for a new
election. The election was set for
March of 1933.

Hitler seemed to be taking a con
siderable gamble by holding new
elections. This would be the third
such election in less than a year, and
the Nazi Party vote had been small
er in the second than in the first. If
it should decline once again, Hitler's

position would be less secure than it
was. Of course, Hitler believed that
as head of the government he would
be able to employ fair means· and
foul to consolidate his position. The
pretext for resorting to force, if he
needed one, was provided by a for
tuitous event: the Reichstag fire. On
the night of February 27, 1933 the
Reichstag building went up in
flames.

An Excuse to Suspend
Liberties and Use Force

While the building was still smol
dering, Hitler concluded that the
fire had been set by Communists or,
more broadly, Marxists. It was a
signal, he proclaimed, for a Bol
shevik revolution in Germany. So
far as has ever been determined, it
was actually the work of a lone man,
a Dutch ex-Communist who con
fessed to it and was executed. A
great effort was made to prove that
there was a Communist conspiracy;
several Communists were arrested
and tried. However, the court found
them not guilty. It was widely held
for a long time that the fire must
have been set by Nazis, that it prob
ably was directed by Hermann Goer
ing, and some still believe this to
have been the case. However, care
ful scholarly investigation since
World War II has failed to turn up
any solid evidence that the Nazis did
it.2

In any case, the Nazis used the
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occasion to suspend liberties and
step up the use of force. On the day
after the fire President Hindenburg
was induced to sign a decree permit
ting the government to place ~~Re

strictions on personal liberty, on the
right of free expression, including
freedom of the press; on the rights of
assembly and association. . . .,"
among other things.3 Just prior to
the election, HSome four thousand
Communist officials and a great
many Social Democrats and liberal
leaders were arrested, including
members of the Reichstag, who, ac
cording to the law, were immune
from arrest."

. . . Truckloads of storm troopers
roared through the streets all over Ger
many, breaking into homes, rounding up
victims and carting them off to S.A.
barracks, where they were tortured and
beaten. The Communist press and politi
cal meetings were suppressed; the Social
Democrat newspapers ... were sus
pended. . . . Only the Nazis and their
Nationalist allies were permitted to
campaign unmolested.4

The tenor of the campaign is re
vealed in these promises of Goering
in a speech at Frankfurt two days
before the election: ~~Certainly, I
shall use the power of the State and
the police to the utmost, my dear
Communists, so don't draw any false
conclusions; but the struggle to the
death, in which my fist will grasp
your necks, I shall lead with those
down there-the Brown Shirts."5

Erasing the Communists

Even with the power of an unre
strained government behind them,
the Nazis failed to get the majority
they sought; they received approxi
mately 44 per cent of the total vote.
However, it already had been de
cided that the Communist Party
would not be permitted to seat any
delegates in the Reichstag. Without
them, the Nazis had their working
majority. (It is generally believed
that Hitler had only permitted the
Communist Party on the ballot to
forestall the shift of much of the
vote of their followers to the Social
Democrats.)

Hitler got his Enabling Act, too,
when the Reichstag met. Only the
Social Democrats, such of them as
were not being held by the Nazis in
prisons or concentration camps,
voted against it. The scene on the
day of the vote was reminiscent of
that of the meeting of the Russian
Constituent Assembly in January
1918. There were Storm Troopers all
about, and the streets were filled
with these uniformed forces, chant
ing for the passage of the bill. Only
Otto Wels, the Social Democrat
leader, got up enough courage to
speak against it, and Hitler rose
immediately after to denounce him.
The final vote was 441 for and 84
against. The Reichstag had, in ef
fect, voted itself into oblivion.
Thereafter, ~~legality" hardly was dis
tinguishable from the will of Hitler.
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Overcoming Resistance
Even before the passage of the

Enabling Act, Hitler had begun the
process of subduing the potential of
resistance of independent organiza
tions in Germany. The main ones
with such potential were: political
parties, the states, labor unions, the
churches, industrial and trade. or
ganizations, farmer groups, the reg
ular army, professional associations,
and, eventually, his own paramili
tary organizations. With the En
abling Act in one hand, he could
and did step up the pace of aboli
tion, subversion, and subjection of
these organizations.

Before describing this, however,
the terroristic setting. within which
it occurred needs to be made clear.
The main instrument of terror dur
ing the first year· or so of HitIer's
rule was the SA (Storm Troopers),
though it was ably assisted· by the
SS, the Gestapo, and the regular
police. The SA expanded rapidly
after Hitler became Chancellor. It
had, perhaps 400,000· members· at
the beginning of 1933; by the end of
the year it had from 3 to 4 million
members. Many Communists. now
came into the SA. UBetween
January and November, 1933.... ,
the numerical strength of the Berlin
SA rose from 60,000 to 110,000, and
former Communists accounted for
about 70 per cent of the increment."6
In and around Berlin, Goering com
bined the SA with the police and

loosed them against ttanti-State or
ganizations."

... All the SA's basest instincts, all
its pent-up social discontent, all that
inflammatory orators and propagandists
had been dinning. into it for years, was
given free rein-and Prussia turned into
a terrorists' witches' cauldron. Mobile
squads ofSA swept through the streets of
the towns, the worst thugs being in Ber
lin. Section Ic of SA headquarters ...
drove so-called enemies of the State in
front of it, dragged them into huts, shel
ters, cellars and out-of-the-way places,
beat them up and tortured· them. This
state of affairs was not confined to Ber
lin; terror· reigned in the provinces
too....7

Rudolph Diels, who was· able to use
his position to get some of the pris
oners released, described what hap
pened to some of them: ttThe victims
whom we found were halfdead from
starvation. In order to extort confes
sions from them, they had been kept
standing for days in narrow cup
boards. tlnterrogation' consisted
simply of beating up, a dozen or so
thugs being employed in fifteen
minute shifts to belabour their vic
tims with iron bars, rubber trun
cheons and whips. When we en
tered, these living .. skeletons were
lying in rows on filthy straw with
festering wounds."8

The Nazis had no intention of to1
erating political opposition, nor
would they collaborate for long with
other political parties which were
independent of them. The Com-
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munist Party had been, in effect,
proscribed since the Reichstag fire.
In May, 1933, its assets and property
were seized, and the Party ceased to
exist. Shortly thereafter the prop
erty of the Social Democratic Party
was taken, and it was officially dis
solved in early July. Harassment of
the other parties led their leaders to
dissolve them. Even the Nationalist
Party, which had been most
cooperative, was not permitted to
survive. ((On 21 June the police and
S.A. occupied the Party's offices in a
n:umber of German towns, and a
week later the leaders, bowing to
the inevitable, dissolved the Party."
To round it all off, Hitler promul
gated this law on July 14, 1933:

Article I: The National Socialist Ger
man Workers' Party constitutes the only
political Party in Germany.

Article II: Whoever undertakes to
maintain the organizational structure of
another political Party or to form a new
political Party will be punished with
penal servitude up to three years or with
imprisonment up to three years, if the
action is not subject to a greater penalty
according to other regulations.9

The ((other regulations" were
probably the laws against treason.
At any rate, there was now only one
party in Germany.

The states were reduced to ad
ministrative units of the Reich gov
ernment in a few months. That puts
it too tamely: they were made into
instruments of the will of Hitler and

those immediately under him. Fol
lowing the general elections in
March of 1933 and the passage of
the Enabling Act, the state legisla
tures were ordered reconstituted in
accordance with the national elec
tions. Even before that, however,
the subjection of the states had be
gun. Papen, as Chancellor of the
Reich, had gained control of the
Prussian government in 1932.
Under Hitler, Goering was given
control over the police in Prussia,
including Berlin. The government of
Bavaria, the second largest German
state, was seized by the Nazis, even
before the last general election. Hit
ler eventually became ((governor"
of Prussia, and Goering its prime
minister, thus consolidating the rule
of Germany's largest state with that
of Germany. A ((Law for the Coordi-
nation of the States with the Reich"
was set forth April 7, 1933:

This revolutionary statute deprives
the States of independent authority and
largely abolishes the federal system. It
provides for the appointment of . . .
Governors appointed by, subject to, and
directly representing the Reich gove.rn
ment. They will take charge of the State
governments and ensure that the latter
observe (~the political directions set forth
by the Reich Chancellor." ... The ...
Governors appointed during ensuing
weeks are . . . without exception Nazis,
as a rule Nazi Gauleiters. lO

The labor unions were supposed to
be the most dangerous threat to the
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Nazis; a general strike could, in
theory, paralyze the country. The
Nazis moved stealthily and swiftly
against them. The government de
clared May 1, 1933 a national holi
day in celebration of labor. This
~~May Day" celebration was un
doubtedly intended to quiet any
fears the leaders might have that
anything ominous was portending
for them. Then, on May 2, the Nazis
struck. The socialist unions were
dissolved. ~~Early in the morning SA
and SS men, aided by the police,
occupy their offices, buildings and
banks throughout the country.
Their leading representatives ...
are summarily arrested and incar
cerated in prisons or concentration
camps."ll The Christian Trade
Unions and such others as existed
then ~~voluntarily" yielded up their
independence to the Nazis. A Ger-..
man Labor Front controlled by the
Nazis was set up to replace the inde
pendent unions. Workmen con
tinued to pay their dues, but they no
longer were able to take any action
by way of the unions.

Using the Churches

The churches, too, were subdued
by the Nazis, but the approach to
them was more subtle than to many
other organizations. Hitler sought to
use them as an instrument in forg
ing German unity and to limit their
impact when it would not be in that
direction. The Roman Catholic

Church posed the potentially
greatest problem, since significant
control over it was exercised from
beyond the bounds of Germany. Hit
ler sent emissaries to the Vatican,
and these eventually were able to
work out a Concordat with the Pope.
The effect of this was to tend to
undermine any opposition from the
Catholic clergy within Germany. So
far as the Lutherans were con
cerned, Hitler managed to get Nazi
sympathizers in positions of author
ity over many of them.

There can be little room for doubt,
however, that the thrust of Chris
tianity is in the opposite direction
from National Socialism, that the
unity and militancy of the Nazis ran
counter to Christianity. Warfare is
hardly a Christian ideal as it was an
ideal for the Nazis. Undoubtedly,
leading Nazis hoped eventually to
replace Christianity with Hitler
worship, but in the meanwhile they
sought to subvert the churches, and
they persecuted those who attempt-
ed to maintain the distinct mission
and independence of Christianity.

Indeed, the brunt of Nazi terror
was focused on carrying out reli
gious persecution. The most dra
matic, sustained, and, eventually,
horrible instance of this was the
persecution of the Jews. Hitler
claimed, of course, that the assault
upon the Jews was motivated by
racial rather than religious consid
erations. Yet, if Jews were distin-
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guishable from the rest of the popu
1ation by anything other than a
common religious background, Hit~

ler. never .discovered it, for he re
quired them to display the Star of
David-surely a religious emblem
so that they would be recognized.
Jews were subjected to discrimina
tory measures, to being hounded
out of the professions, to the loss
of property, to harassment by the
populace, to persecution in concen
tration camps, and encouraged to go
elsewhere to live during the 1930's.

Jehovah's Witnesses were invari
ably persecuted because of their
pacifist views. Of Catholic persecu
tion, William L. Shirer says:
~~thousandsofCatholic priests, nuns
and lay leaders were arrested, many
of them on trumped-up charges of
~immorality'or of~smugglingforeign
currency.' Erich Kausener, leader of
Catholic Action, was ... murdered.
... Scores of Catholic publications
were suppressed and even the sanc
tity of the confessional·was violated
by Gestapo agents."12 Among Prot
estants, those who identified them~

selves as the ~~ConfessionalChurch"
were the most vigorously perse
cuted.

No Active· Opposition

Neither industrialists, shopkeep
ers, nor farmers posed· any great
threat to the Nazi regime. They are,
in. any case, fundamentally engaged
in peaceful pursuits, and such or-

ganizations as they possessed were
used by the Nazis to direct and coor
dinate their activities. Much of
German industry was already car
telized; it served Hitler's purposes
for it to be even more so, for concen
trated industry was much more
readily controlled by the state.

The question often has been
raised ofwhy the Nazis did not meet
greater opposition in Germany.
Why, it has been asked, did the state
leaders or political parties or labor
unions not mount an effectiveoppo
sition? Why did the churches not
speak out strongly and unequivo
cally against Hitler? Why, even, did
the Jews· not serve as catalysts for a
concerted opposition? Why did busi
ness leaders not resist the Nazi
thrust to power? Why did the army
not prevent the spread of terror and
barbarism in Germany? Indeed,why
was there such apparentwidespread
support among the· German people
for Hitler? What happened, it is well
to· ask, to journalists, writers,
judges, lawyers, artists, and what
may be thought of in general as the
keepers of civility? Why did all these
not raise such a storm of opposition
that the Nazi tide would have been
turned back from the beginning?

There are,' of course, particular
explanations to be made in· answer
to each of these questions, explana
tions which would account, in part,
for the failure of particular group~

ings and organizations. But there is
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a broader explanation which in
cludes all of them and is, hopefully,
more complete than all the separate
explanations would be. In the
broadest sense, Germany did not
rise in opposition to Hitler because
it was deeply divided. It was divided
into many different political parties,
as has been shown, and most of
these were locked in ideological con
flict with one another. Many labor
ers were members of unions intent
on gaining their own ends and in
opposition to much of the rest of the

.populace. The army was imperiled
by the paramilitary organizations.
Many, many people were monarch
ist rather than republican in incli
nation.

The Promise of Unity and
the Crushing of Resistance

What enabled Hitler to consoli
date his power and subject the Ger
man people to his will was the Prom
ise and the Terror. What Hitler
promised was to end the divisions
within Germany, to forge a national
unity, to concert the energies of the
people behind the building and ex
pansion of a. specifically German
state. Hitler offered himself as the
visible symbol, the Leader, ofsuch a
unity. He would lead Germany to
the realization of its national great
ness. Opposition to Hitler, in this
context, became opposition to Ger
man unity, opposition to German
greatness, opposition to the melding

of the Germanic people into an or
ganic whole.

Those who have contemplated
Nazi Germany from a safe remove in
time and place have imagined op
tions which were not apparent to the
German people. The alternative, if it
could be called that, which Hitler
offered was either to blend with and
become a part of the organic unity or
to be isolated and alone. In theory,
no organization could exist which
did not contribute toward the
achievement of this unity and was
not subordinate to it. Bishop
Marahrens of Hanover had grasped
the point when he made this public
declaration in 1937: ttThe National
Socialist conception of life is the
national and political teaching
which determines and characterizes
German manhood. As such, it is
obligatory upon German Christians
also."13 The Promise, to those who
would so yield, was that they would
realize their own potential by iden
tification with the greatness of the
nation.

Those who would not, or could not
as in the case of the Jews and Gyp
sies, would be crushed. Underlying
the Promise was the Terror. There
was no real option ofbeing left alone
in Nazi Germany. Any who were not
for Hitler were against him; all who
were not of the collective were a
menace to it. Just as a farmer insists
on having all the pigs in the pen, so
Hitler would have all broken to the
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mentality of his collective or de
stroyed.. A stubborn pig will some
times resist being penned, running
hither and yon to escape his fate. He
will, of course, be pursued, hounded,
beaten about his tender nose, and
otherwise tormented until he goes in
or dies of exhaustion. There were
object lessons aplenty in Nazi Ger
many for any who gave thought to
resisting. Two examples may suf
fice.

Purging the SA

The first usually is described as
~~The Night of the Long Knives."
Most of the events associated with it
took place June 3D-July 1, 1934.
During that time and in the succeed
ing days, the leaders of the SA were
put to death, along with a goodly
number of other people whom Hitler
feared or hated. ~~Put to death" may
be too gentle a phrase; they were
murdered, murdered in a manner
that is usually associated with gang
land massacres. Hitler personally
went to Munich to oversee the round
up of victims there; the chief of
these was Ernst Rahm, the com
mander of the SA. Himmler's SS
carried out this purge, and it was
the signal of the triumph of that
organization over the SA. It is gen
erally believed that several hundred
were killed, but the exact number
never has been determined.

The background, so far as it is
known, is this. As already noted, the

SA had expanded rapidly in the
course of 1933 until it was far and
away the largest organization in
Germany with the potential of being
a military force. The SA had been
Hitler's main instrument of terror
during his thrust to power in the
early months of 1933. However, by
the middle of the year Hitler was
ready to declare, and did, that the
political revolution had been ac
complished· and that henceforth
change would be made gradually
and by evolutionary means.

There were rumblings within the
SA of the desirability of completing
the ~~social revolution." But Hitler
had no intention of allowing Ger
man industry to be destroyed by
turning it over to the heavy handed
and inept SA. Relations between Hit
ler and Rahm ranged from cool to
cordial thereafter, but the impres
sion prevailed that the SA leaders
were champing at the bit to play
some more vital role in the Reich.
Rahm focused increasingly on one
goal, to train and equip the SA as an
army and have it become the bul
wark of Germany's expanded and
revitalized armed force.

The idea may have appealed to
Hitler. His goal, of course, was a
vastly expanded army following the
repudiation of the Treaty of Ver
sailles. In the SA he might have the
potential for such an army already
enlisted. But there clearly were
drawbacks to such an approach. The
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Storm Troopers were street fighters,
more like a mob than an army, and
their loyalty-whether to Hitler or
Rohm-was uncertain. More, the
regular army leaders unalterably
were opposed to being undercut by
Rohm's amateurs. This was one area
where President Hindenburg, a pro
fessional soldier himself, was ada
mant; the SA must be put in their
place. Caught between these pres
sures, Hitler dallied, apparently re
luctant to strike down an old com
rade. But when he struck, he struck
in his usual underhanded, master
ful, and monstrous fashion. Rahm
was sent on sick leave, and the SA
was given a month's vacation in
July with the promise that they
would be reassembled at the end of
that time. On the eve of their vaca
tion, Hitler made his move.

The Sinister Purpose

It is doubtful that Hitler would
have had several hundred people
killed, and that illegally by all
civilized standards, in order simply
to downgrade the SA. Besides, a
goodly number of those killed had no
association with the SA. His sinister
purpose may be revealed more
clearly in the murder of two profes
sional soldiers. ((On the morning of
June 30, a squad of S.S. men in
mufti rang the doorbell at General
von Schleicher's villa on the out
skirts of Berlin. When the General
opened the door he was shot dead in

his tracks, and when his wife, whom
he had married but eighteen months
before . . . stepped forward, she too
was slain on the spot. General Kurt
von Bredow, a close friend of
Schleicher,met a similar· fate the
same evening."14 The lesson hardly
would be lost on military men. Their
rank and status-Schleicher had
been a Chancellor, too-would not
protect them if they opposed Hitier.
A man, even a professional soldier,
is ever exposed and potentially
alone, when he is subject to being
shot down in his home on orders
from the highest government offi
cials. Hitler drove the point home in
his speech to the Reichstag later
that month: ((And everyone must
know for all future time that if he
raises his hand to strike the State,
then certain death is his lot."15 And
Hitler was the State.

The second example of the Terror
shows also, but in a different way,
the lot of the opponent, real or im
agined, of the regime. It takes us
into the concentration camps where
the ultimate nature of revolutionary
socialism is revealed. The concen
tration camp is as essential to revo
lutionary socialism as the garbage
dump is to cleaning the modern city.
Indeed, the functions of each are so
similar that Solzhenitsyn has re
ferred to the camps in Russia as a
garbage disposal system. The idea
that has the world in its grip is that
all human effort will be concerted
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toward achieving felicity. But there
are those who will not be concerted
or for one reason or another cannot
be concerted. (Indeed, there may be
no upper limit to the number who
might be put in this category.)
Something must be done with them,
and the concentration camp is their
most plausible destiny. They are, so
to speak, the refuse of collectivism.

The Recycling Process

Nowadays, considerable effort is
put into reclaiming for use the ref
use of the cities: waste materials
are recycled; sewage water goes
through a purification process; even
garbage might be reused in some
way. In like manner, concentration
camps have been used, to some ex
tent, for ((recycling" or ((purifying"
human beings and bringing them
into accord with the collective. This
((recycling process" entails separat
ing them from society, isolating
them from one another, cutting
away every shred of their indepen
dence, and developing in them a
longing to be identified with the
collective, even with the most visi
ble of the collective, their own jail
ers. Even if they cannot be finally
repatriated, so to speak, collectivism
finds its vindication and justifica
tion in their longing for it.

Bruno Bettelheim makes a par
ticularly good witness about this as
pect of the Terror and of concentra
tion camps. An Austrian Jew,

trained in psychology, Professor
Bettelheim was confined in the Nazi
concentration camps at Dachau and
Buchenwald in the late 1930's, prior
to the time when they became ex
termination camps. In contrast to
many who have written about the
camps, he concluded that the tor
ments to which the prisoners were
subjected ordinarily were not aimed
at satisfying the sadistic whims of
the SS guards. On the contrary, they
were designed to bend and break the
will of the prisoner in order not only
to make him pliable but also to align
him with the aims of the regime, or,
at the least, make him useful in
some way.

Dehumanization

The first stage in this attempted
transformation took place during
the initial transportation to a camp.
The prisoners were kicked, slapped,
knifed, or wounded in other ways.
They also were put in uncomfortable
and unusual positions for long
periods to produce extreme exhaus
tion. ((The guards also forced prison
ers to hit one another and to defile
what the SS considered the prison
ers' most cherished values. They
were forced to curse their God, to
accuse themselves and one another
of vile actions and their wives of
adultery and prostitution.... Until
it was over, any failure to obey an
order, such as slapping another
prisoner, or any help given a tor-
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tured prisoner was viewed as
mutiny and swiftly punished by
death." ((The purpose of this massive
initial abuse," says Bettelheim,
~~was to traumatize the prisoners
and break their resistance...."16

The purpose, too, was to cut the
individual loose from the protection
he ·usually received and confidence
he had from being civii, moral, and
decent. It began the process 'of sever
ing him 'emotionally from society
and isolating him from theprotec
tion of his fellows.

Although the attack on the per
sonality was not so severe once they
were in camp, it was much more
prolonged. The way they were
treated appeared to be designed to
make them regress to ·a childlike
condition. They were not permitted
to address one another by their titles
nor to use the formal modes of ad
dress. They were whipped for mis
behavior, even as children some
times are. Their attention was fo
cused on bodily elimination, even as
small children are, by allowing
them insufficient time to take care
of it and obsequiously gain permis
sion from the guards to seek relief.
They were made to do meaningless
work, sometimes were hitched to
wagons like horses, and made to
sing rollicking songs when they
marched. They were being robbed of
their status as adult human be
ings. 17

Bettelheim experienced the next

stage at Buchenwald; it was the
,merging of the individual into a
mass, the group. This is how it was
done:

Whenever possible the prisoners were
,punished as a group so that the whole
group suffered for and with the person
who brought about the punishment....
It was in the group's interest to prevent
anyone from endangering the group. As
already noted, the fear of punishment
was more frequent than the reality,
which meant that the group asserted its
power over the individual more often and
more effectively. than the SS. In many
respects group pressure was practically
.permanent. Moreover, each prisoner was
unusually dependent for survival on
group cooperation. This added further to
a situation where the group was con
stantly controlling the individual.18

Protective. Coloration

The final stage occurred when the
prisoners had come to identify
themselves with their captors, the
SS, to.imitate their behavior, and to
treat other prisoners, and think of
them, as did the SS. This was a stage
reached only by nold prisoners,"
those who had been in the camps for
years. How far this identification
went is suggested by Bettelheim:

Old prisoners tended to identify with
the SS not only in their goals and values,
but even in appearance. They tried to
arrogate to themselves old pieces of SS
uniforms, and when that was not possi
ble they tried to sew and mend their
prison garb until it resembled the un-



672 THE FREEMAN

iforms.... When asked why they did it,
they said it was because they wanted to
look smart. To them looking smart
meant to look like their enemies.19

But, of course, the SS was no
longer to them the enemy; the
enemy had become anyone and
everyone who by thought or deed
resisted the rule by the SSe By ex
tension, the enemy had become all
who were not in accord with the
collective will. The transformation
of personality had taken place.

It might be supposed that once
such a transformation had taken
place the prisoner then would be
released. The present writer has en
countered no evidence that this
happened generally. True, prisoners
were released from concentration
camps from time to time, but their
release did not depend upon any
stage of personality transformation,
so far as we know. If one of the
purposes of the camps was to terrify
the general populace, and that must
have been the case, the purpose
probably would have been poorly
served by sending back those who
had so thoroughly adjusted to them.
The camps are best understood as
diabolical experiments in people
control, not experiments whose re
sults would be inmates reclaimed for
society but experiments whose re
sults could be used for controlling
people more generally.

Legality is only an appearance

when the idea that has the world in
its grip has behind it the
mechanisms of the state. It is an
empty form whose substance has
been drained away to be replaced by
arbitrary power, force, and terror in
the service, supposedly, of the collec
tive will. The concentration camp is
the ((law school" of socialism. @

Next: 12. Nazi-Soviet Parallels.
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Thomas W. Hazlett

THE HANDSHAKE
OR

THE SWORD
GOVERNMENT action to solve social
problems-whether it be the public
school system, the welfare system,
business regulation, the tax system,
Social Security, urban renewal, or
Swine Flu inoculation-presents a
real world picture of colossal failure.
Yet, paradoxically, our society re
sorts almost spontaneously to gov
ernment to attempt to cure social
ills.

This urge to inject the state into
every nook and cranny of our lives
simply shows that people believe
what they want to believe. If they
can imagine some tangible, im
mediate benefit from government,
they will nearly always grasp this
H sure thing" rather than some vague
social process called ((economic lib
erty." Although it may be demon
strated clearly that the total cost of
Mr. Hazlett is a political commentator for radio sta
tion KPOL in Los Angeles.

government almost invariably ex
ceeds its total benefit, the instinct to
want to believe in the pragmatic,
concrete and direct attack on a prob
lem through the coercive powers of
the state is simply insurmountable
nine times out of ten.

Whatever people want to believe,
the fact is that government action
and private action are not two sides
of the same coin. The two alterna
tive means of solving social prob
lems (such as poverty, alienation,
ignorance, prejudice, disease, un
employment) distinctly differ in two
important respects, one a matter of
social justice, and one a matter of
economic efficiency.

The way in which government ac
tivity inevitably differs from private
activity in the realm of social justice
springs from the winner-loser rela
tionship inherent in all political so
lutions. That is, for every act of state,

673
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authorities must decide what group
is to receive some benefit, on the one
hand, and what group is to provide
this benefit, on the other. That
every activity of the government
,will result in some groups being
rewarded and other groups being, in
effect, punished is true by the na
ture of state action.. If everyone ben
efited from a particular activity
there would be no need for coercion
to. bring it about. Such natural ac
tion and reaction is the essence of all
private, voluntary relationships
taking place outside the· sphere of
government. Professor Milton
Friedman eloquently describes this
arbitrary favoritism inherent in
political solutions:

A political system finds it very dif
ficult to satisfy the needs of minority
groups. It's very hard to set up a political
arrangement under which, if 51.percent
of the people vote one way and 49 percent
vote the other way, the 51 percent will
get what they want· and the 49 percent
will get what they want. Rather, the 49
percent will also get what the 51 percent
want.

In a market system, if 51 percent of the
people vote, say, to buy American cars
and 49 percent vote to buy foreign cars
and the government .lets their votes be
effective and doesn't impose tariffs, 51
percent will get American cars and 49
percent will get foreign cars. In a market
system, if 40 percent of the people vote
that they want to send their children to
integrated schools and 60 percent vote
that they want to send their children to
segregated schools, 40 percent will be

able to do what they want and 60:percent
will be able to do what they want. It's
precisely because the market is·a system
of proportional representation that it
protects the interests of minorities.

-There's No Such Thing
as a· Free Lunch

Economists, in attempting· to im
prove the welfare of society, look for
potential transactions in which at
least one· party becomes better off
while no one becomes worse off. The
idea is that, without imposing value
judgments upon others, we can be
safe only by encouraging transac
tions to take place which are mutu
ally beneficial in the eyes of the
participants. To go further than this
cooperative trading, and to justify
some activities which bring good to
some only at the expense ofharming
others, requires that we put our
selves in a dictatorial role in
evaluating one man's gain versus
another man's loss.

Coercive Redistribution

Which brings us right back to the
government. All moves that the
state makes involve this trading-off
of one's gain against another's loss.
Private transactions, contrarily, are
inherently just-all voluntaryar
rangements are mutually beneficial
or else they would never have been
freely created by the people in
volved.

This favoritism effect is remarka
bly easy to see in the context of any
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government sU;bsidy. One group
the taxpayers-provide the means;
another group-the subsidized
consume the booty. Hence, a
privileged class and a peasant class
emerge; and while the enormous
wealth and amazing inconsistency
of the welfare state tend to confuse
the dichotomy, the relationship sur
vives as a result of excessive gov
ernment involvement in society.

Over time, people learn the vi
cious ~~dog-eat-dog" nature of this
arbitrary government power and do
battle to become the one that Big
Brother Likes Best. This is seen in
the gang warfare that characterizes
the processes of government today.
Special interest groups have been
born to champion every conceivable
public program. Groups to eliminate
foreign competition, support the
price of milk, grab welfare, promote
minorities, neuter puppy dogs, burn
dirty books, lend businessmen
money, ad nauseum, now surround
Washington, D.C. like a moat with
alligators. After all, if you assume
that government has a responsibil
ity to Hsolve social problems," what
does it take to cash in, save a good
story (Le. a good press agent) and
some good friends?

That such rivalry for political
candies produces a new caste sys
tem, a government-ordered hierar
chy ofpull, there can be no doubt. As
Professor Friedrich A. Hayek has
alerted us:

When the government has to decide
how many pigs are to be raised or how
many busses are to be run, which coal
mines are to operate or at what prices
shoes are to be sold, these decisions can
not be deduced from formal principles or
settled for long periods in advance. They
depend inevitably on the circumstances
of the moment, and, in making such
decisions, it will always be necessary to
balance one against the other the inter
ests ofvarious persons and groups. In the
end somebody's views will have to decide
whose interests are more important; and
these views must become part of the law
of the land, a new distinction of rank
which the coercive apparatus of govern
ment imposes upon the people.

-The Road to Serfdom

Professor Hayek's observation of
the authoritarian nature of political
decisions leads us to the second
principal respect in which these al
ternatives are mutually exclusive.
The aforementioned difference
being primarily a matter of political
justice, this latter is essentially
economic. It revolves around the
contrast between the efficiency of
economic activity that is directed by
a disinterested bureau from above,
as opposed to activity which is di
rected by the interactions of numer
ous smaller units each of which has
a personal stake in the immediate
proceedings.

The chief characteristic of a pri
vate enterprise solution to a prob
lem is that it coordinates the desires
and information of all interested
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parties (consumers, producers,
workers, and the like) and finds
some point·of balance· in'the imper
sonal process known as the ((mar
ket." This process is impersonal only
in the sense that it does not respond
solely to anyone party; it is respon
sive, generally speaking, to
thousands and even millions of indi
vidual interests.

In lifting responsibility for
economic activity from the shoul
ders of the individuals directly in
volved, the bureaucratic adminis
tration of social activity is losing an
incredible sum of information (espe
cially specific information of ((time
and place") and those special bits of
knowledge involving human incen
tives which, almost always, are lit
erally impossible to communicate
from one person to another.

No Reliable Guides

The meaning of this information
flow is of seminal importance. In
Soviet Russia, where the authorities
have known no limits in their
methods to force the ((proper" infor
mation out of their administrators,
the entire social structure is riddled
with preposterous inefficiencies.
The past decade has seen a vigorous
battle in the USSR between the
economists, pleading for decen
tralization, and the politicians (you
know what side they're on).

The implications of this problem
of government administration lead

to even more sever~ly challenging
issues in a liberal democratic soci
ety. The concept of the Rule of Law,
the cornerstone of Western
Liberalism, says that government
must treat all ·its citizens equally
and must never arbitrarily detour
from general rules established in
advance of specific situations.

This notion of fairness is funda
mental to what we respect as the
Liberal Tradition, an idea whose
merits are abundant. Yet this notion
can rationally apply only to the
necessary coercive powers of gov
ernment (i.e. the defense of individ
ual rights) and is absurd in an
economic context. The supreme test
of a social or economic system is
precisely this: How well does it re
spond to the peculiar needs of indi
viduals? While private transactions
are incessantly tapered to unique
individual demands (think of all
those commercial slogans!), gov
ernment solutions must not dis
criminate between individuals but
must treat everyone alike. To aban
don this precept of law is to grant
the state vast prerogatives to arbi
trarily use coercive powers and to
create just the sort of antiliberal
society Dr. Hayek warned of in his
monumental Road to Serfdom.

The claim is often made that gov
ernment planning can actually pro
vide for our well-being because it
has so much more information than
individuals possess. This appears to
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be a logical argument. Certainly the
Bureau of Labor Statistics, the Cen
sus Bureau, the Federal Reserve
Board, and the Commerce Depart
ment's Statistical Abstracts are im
pressive. Yet practical experience
has belied the efficacy of govern
ment information sources. The
biggest problem is to know which
information is ~~proper" or ~~impor

tant." Billions of specific pieces
tiny pieces-of information are dis
persed throughout the society. What
factors are relevant? Which are
more relevant than others? What
about factors which cannot be quan
tified, such as risks, incentives and
personal tastes? How can statistics
be of any help in telling us what
unpredictable surprises are just
around the corner?

Statistical Limits

Government statistics are ex
tremely helpful in a very limited
way: they can tell us the aggregate
results of those things which have
already taken place and which can
be exactly measured (of much value
to financial analysts and busi
nessmen concerned with day-to-day
changes). The important social and
economic growth, however, takes
place precisely in those areas of our
lives that defy measurement: the
risk that pays off, the invention or
innovation, the new forms of social
cooperation, improved culture and
customs, discoveries of particular

human needs, better methods of or.,.
ganization and production, the
emergence of meritocracies.

The only reason that social prob
lems exist is because our human
knowledge is imperfect-highly im
perfect. If we already knew the cor
rect answers to our problems (or
knew where to look) we would im
mediately cease to discuss and
commence to solve our problems in
~~The Correct Way." But this is not
our fate. We do not know what the
best answers are or ought to be, and
must rely almost exclusively upon
trial and error. This being so, aggre
gate statistics are very nearly irrel
evant to the basic problem which
confronts us, for they necessarily
tell us only what has happened and
tell us nothing of the unknown, Le.,
nothing of what might have hap
pened instead or might possibly
happen next.

The only way that we may strive
toward an optimal solution of our
journey through an indescribable
world and toward a completely sub
jective goal is to encourage as many
individuals as conceivable to use
their unique circumstances and op
portunities to advance the social
process. In his famous essay, ~~The

Use of Knowledge in Society," Pro
fessor Hayek elucidates:

The peculiar character of the problem
of a rational economic order is deter
mined precisely by the fact that the
knowledge of the circumstances of which
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we must make use never exists in con
centrated or integrated form but solely
as the dispersed bits of incomplete and
frequently contradictory knowledge
which all the separate individuals pos
sess. The economic problem of society is
thus not merely a problem of how to
allocate ~~given" resources-if ~~given" is
taken to mean given to a single mind
which deliberately solves the problem
set by these ~~data."It is rather a problem
of how to secure the best use of resources
known to any of the members of society,
for ends whose relative importance only
these individuals know. Or, to put it
briefly, it is a problem· of the utilization
of knowledge which is not given to any
one in its totality.

-Individualism and Economic Order

Amenable to Change

Herein lies the near-mystical
beauty of a free market. While oper
ating in a world of imperfection, its
momentum is continuously in the
direction of improvement. Using the
price system, wherein prices reflect
the supply and demand for com
modities, every individual is re
warded for economizing on com
modities which are relatively ex
pensive to society as a whole. Con
verselY,within the profit system,
every person is encouraged to find
ways to bring more of the goods to
market that are in high demand by
the society as a whole. How is it
possible that one administrator sit
ting in a Washington, D.C. execu
tive suite-or 50,000 administrators

sitting in suites all over the
nation-could provide us with even
a fraction of the data we need to
match the responsiveness of the free
market in solving our problems?

What could be a more chilling in
dictment of contemporary society
than to focus on the real world via
bility of bureaucratic administra
tion?

Picture if you will the hapless
bureaucrat, surrounded by his tons
of ((information," completely. impo
tent to deal with either his fellow
bureaucrats or the outside world.
Removed from the scene of activity
and operating without aid of
economic incentive, the adminis
trator looks down at the system from
on high, receiving a splendidly clear
picture of the society as a whole (he
has statistics!) and having little idea
as to how it got that way or how it
may be induced to function better.

At any point in time, however, the
argument to amass the impressive
powers of the state behind an indis
putably important effort is most en
ticing. Today, for example, so-called
liberals and so-called conservatives
are both speeding for the pole posi
tion on a National Energy Policy.
The key to this problem, as always,
is lack of information. How much
energy do we need? Can we conserve
more energy? What is our most effi
cient (least expensive) source? Do
we have undiscovered oil reserves?
Are there other, undiscovered
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energy sources? Are geothermal,
solar, wind, nuclear energy, and the
like economically feasible?

Since we have no clairvoyant
powers to extrapolate into the future
and find how these questions will, in
fact, be answered, we will have to
draw upon history to deduce a gen
eral principle. Let us suppose that
the year is 1900 and we wish to sim
ilarly provide for our energy needs
in that era. It could be pointed out
that world oil reserves were but 10
short years (one-fourth today's re
serves) and that we had, better un
dergo a crash program before· Amer~
icawas dragged back into the Stone
Age.

Short-Aun Measures

An emergency program could
have halted all automobile produc
tion (they couldn't be mass produced
and were simply wasteful play
things of the super-rich), provided
government subsidies for horse stud
services to increase the supply of
energy-efficient and biodegradable
thoroughbreds, and handed out free
axes to enable even the poor people
to chop their own firewood.

It is conceivable that such a pol
icy, given the existing level of
knowledge, would have provided the
best immediate solution. to Ameri
ca's energy needs in 1900. Yet, what
government bureaucrat would fill
out a requisition'order to discover a
hundred times the existing oil re-

serves, what planner would direct
the electric car to be replaced by the
internal combustion engine, what
grand official would Hprioritize"
Henry Ford's mass-production
scheme into existence? Importantly,
if government planners had inter
vened to impose a solution based
upon their limited knowledge, these
incredible advances would have
dropped into the file entitled:
((Might-Have-Beens." And so it goes
today. To impose any short-run
marshaling of resources for a con
crete crisis of the moment requires a
transferral of power from the men
who build for progress to the, men
who prepare the forms to be filed in
triplicate.

Given a world chock-full of social
problems, we have to decide how
best to cure them. Choosing between
a government solution and a private
solution is not merely a question of
which method will solve the di
lemma most efficiently in the im
mediate future. It must be acknowl
edged that the alternative means of
social development are essentially
separate both in terms of ((social
justice" and in terms of utilizing the
enormous amounts, of information
that are so vital to a highly complex
society.

Our decision between these
competing methodologies, then, be
comes painfully crucial. An un
avoidable choice with overwhelming
consequences, we should take deep
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breaths and careful meditations in
considering the relative merits of
either case. And let us not stumble
into the error-strewn ravine of the
middle path. It is surely one or the
other. Public solutions will be at
tempted or private solutions will be
attempted. But not both. Albert Jay
Nock set it straight:

It is unfortunately none too well un
derstood that, just as the State has no
money of its own, so it has no power of its
own. All the power it has is what society
gives it, plus what it confiscates from
time to time on one pretext or another;
there is no other source from which State
power can be drawn. Therefore every
assumption of State power, whether by
gift or seizure, leaves society with so
much less power; there is never, nor can
be, any strengthening of State power
without a corresponding and roughly
equivalent depletion of social power.

-Our Enemy, The State

From Peace to War

While our contemporary world
seems to suffer from a nasty reflex in
favor of Nock's ~~State power," it may
well be that we have mentally ac
cepted the efficacy of nSocial
power"-at least subconsciously.
Our language gives us away. How
many times have you heard some
courter of special favors denounced
with the cliche: ~~He's just playing
politics"? Or heard some scoundrel
shrivel beneath the pejorative: ~~He's

nothing but a politician!"? And we
so often hear the opposite compli
ment: ~~He certainly has a business
like attitude." When people have
mutual interests they exclaim:
~~Let's do business together." And
when they roll up their sleeves to
get the job done: ~~Let's get right
down to business."

Have you ever heard a serious
citizen of our age exclaim: ~~Let's get
right down to government"? @

IDEAS ON

LIBERTY

To the extent that a society limits its government to policing functions
which curb the individuals who engage in aggressive and criminal
actions, and conducts its economic affairs on the basis of free and willing
exchange, to that extent domestic peace prevails. When a society
departs from this norm, its governing class begins, in effect, to make war
upon the rest of the nation. A situation is created in which everyone is
victimized by everyone else under the fiction of each living at the
expense of all. Power differentials in society are increased and aggra
vated, popular discontent mounts, and the ruling group seeks for a
device to restore llunity." War is, of course, the time-honored national
unifier.

EDMUND A. OPITZ



E. G. West

THE PROBLEMS of American public
education in 1977 examined in this
article are not trivial, and it is not
unthinkingly alarmist to speak in
terms of hazards or even of perils.
They extend from the decay in effi
ciency of the provision of conven
tional school services such as train
ing for literacy, to the even more
serious hazard of placing fundamen
tal principles of constitutional de
mocracy in grave jeopardy.

Dr. E. G. West, Visiting Professor at the Center for
Study of Public Choice, Virginia Polytechnic Insti
tute and State University during 1976-77, recently
has returned to his teaching post at Carleton Uni
versity in Ottawa. He is the author of several books,
including Education and the State and Adam Smith:
The Man and His Works. His latest, Nonpublic School
Aid (D.C. Heath, 1976), debates the issue with promi
nent educators and has aroused intense discussion.

The Perils of
Public
Education

The first to be examined will be
the deterioration in schooling effec
tiveness. The second peril is the
growing threat of a large and ex
panding educational bureaucracy.
The third is the increasing educa
tional breakdown caused by strikes
of teachers. The fourth is the peril of
breakdown from strikes of taxpayers
facing school bond issues. Fifth,
there is the potential bankruptcy of
many remaining religious schools
brought on by unfair competition
from the public system. The sixth is
the possibility of takeover of the
government-provided system by
strong ideological groups who see it
as the cheapest and most effective
way of public indoctrination.

681
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Seventh, and most importantly,
there is the growing danger to con
stitutional democracy itself from the
silent gradual eroding of the power
of individuals to use their property
and incomes in ways that respect
their individual preferences as
against the preferences of the ad
ministrators of the dispensations of
government schooling.

Are there any feasible bulwarks
against· the perils just listed? Many
people see the voucher system in the
American setting as the only road
left open. It will be argued here,
however, that this system, might, at
most, be a change that is merely
cosmetic. At worst, it will lead to the
embroiling of the remaining privatE(
sector of education with the public
system. The article will conclude
with the only really feasible
solution-and one that will be read
ily dismissed as reactionary by those
who do not wish to hear the argu
ment through-the abolition of
rrfree" education.

Educational Deterioration·

According to a recent admission of
the U.S. Office of Education, more
than twenty-three million American
adults, that is about 20 per cent of
adults, are unable to function effec
tively in today's society. More than
half of the American adult popula.;.
tion are not proficient in reading,
writing, computation and problem
solving skills. l Scholastic Aptitude

Test (SAT) scores have been falling
steadily for two decades. 2 Mean
while because of unprecedented vio
lence in schools, the increasingly
hostile environments therein are less
and less conducive to personal
safety, let· alone· successful instruc
tion. A Senate subcommittee report
compiled on some 150 school dis
tricts in the mid 1970's concluded
that 70 thousand teachers annually
are seriously injured in attacks by
students.3

The tncreasing Bureaucratic
Hold on Education

The theorist will argue that
families have control on their public
education via the democratic pro
cess. In practice everybody now
knows that their power has been
severely attenuated, and especially
in the last few years. The cause
seems to have been the increasing
centralization of education. Where a
family lives in a district where there
are only 100 families altogether, it
has at least a· one in .one· hundred
chance of having its voice heard· in
educational· policies, provided, that
'is, that the family is prepared to
spare the time at the relevant public
meetings, debates, committees, and
so forth. But, when the local educa
tional district becomes ~~consoli

dated" into a larger district contain
ing, say 1,000 families, its chances
of being heard· are only one in a
thousand; So, as school districts en-



1977 THE PERILS OF PUBLIC EDUCATION 683

large, it becomes less and less ra
tional for the individual family to
participate in the democratic pro
cess as it concerns education.

The strongest advocates of in
creasing consolidation have been
the administrators of the public sys
tem. They have argued that larger
school districts produce economies of
large scale. Testimony to the influ
ence of their reasoning is seen in the
evidence on district sizes over the
last two or three decades. In 1950
about half the pupils in America
were enrolled in districts numbering
less than 3,000 and another half in
districts numbering over 3,000. By
1973 two thirds of all public school
pupils were enrolled in districts of
25,000 or more.4

Despite .the administrators' ar
guments about economies of scale,
the facts show the contrary. Per
pupil costs increase with district size
in most cases. Is it only an inciden
tal fact that the salaries of public
school professional personnel hap
pen to be an increasing function of
district size? In agitating for in
creasing district and school size,
have they been oblivious of the fact
that they have been arguing for an
outcome that will benefit their own
incomes, whatever the result for ed
ucation of children?5

If we use the term bureaucracy in
its widest sense, we include in it all
people working for public enter
prise. In this sense it includes teach-

ers as well as administrators and
other support personnel in the pub
lic educational system. Such a total
population has now become of for
midable size in political terms. For
it includes at least 2 million people
employed by the elementary and
secondary public school system of
America, and all of whom are enti
tled to vote. It is a population,
moreover, that is apt to be more
active in voting than average. Their
organizations, such as The National
Education Association and The
American "Federation of Teachers,
meanwhile constitute one of the
most concentrated and organized
lobbying powers Washington has
ever seen.

Strikes by Teachers
and Taxpayers

One of the associated perils of this
formidable political power among
teachers is their increasing propen
sity to strike. It is a common feature
in the 1970's for the school year to
begin with school strikes in several
of the big Cities, strikes that appear
to be more involved, to be more
bitter, and to extend for longer
periods each year. The objective of
the usual strike, of course, is the
increase of· pay. Often this is ac
complished indirectly by strike
pressure to strengthen the teachers'
monopoly position.

Teachers' certification now re
stricts entry in most states to teach-
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ers who have been trained in the
standardized way that is approved
by administrators and teachers or
ganizations. This arrangement, of
course, restricts competition from
other disciplines and from other
forms of training. And it excludes
mature people with valuable experi
ence that might be used in an im
aginative way in the classroom.
Even university professors would
not qualify to teach their subject in
high schools because they, too, are
not certified.

In forty states, teachers have now
been granted the right of collective
bargaining. In fifteen, the law now
recognizes the ((agency shop." This
means that one union becomes the
exclusive bargaining agent for all
teachers in a school. Those teachers
who refuse to join the union are
compelled to pay fees that match the
union dues, and much of the revenue
from both sources is subsequently
used for political purposes. It is in
these states in particular that the
effective control of public education
seems to be passing from
democratically-elected or appointed
public school boards to the heads of
teachers' unions.

The major aim of the National
Education Association and the
American Federation of Teachers
seems to be universal control of the
policies and revenues of the public
school system. Already the unions
have secured important places for

themselves on many school cur
ricula committees. Implicitly, there
fore, an effective union-inspired, if
not imposed, censorship of the con
tent of education seems to be around
the corner. What is still more dan
gerous is the possibility that ulti
mate success in the aim to control
school finances will probably mean
that all additional money squeezed
from the taxpayers will be pre
empted for teachers' salary in
creases.

Monopolizing the Funds

The likely consequences can be
illustrated from the recent experi
ence of one school district in Michi
gan. The school board has now
abolished the teaching of English
literature and of physics in the high
school on the argument that there
isn't enough money any more to pay
for such ((fringes" in the curriculum!
Most of the money, it seems, has
gone in increased teacher salaries
through the efforts of the local union
which appears to have ((drained
board and district nearly dry."6

Even before teacher certification
and teacher unionization, the public
education system was already
equipped by law with some of the
strongest monopoly weapons. Most
monopolies have to content them
selves with costly stratagems to re
strict entry. In education, the law
performs this function free of charge
to the monopolists. For new entrants
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cannot usually compete for a service
when they are giving it away free.
The public school system has the
additional power of compelling peo
ple to pay for their services even if
they do not consume them. Thus,
they do not have to wait for custom
ers to come into their «store," the
customers have their incomes «gar
nisheed" well in advance and in sub
stantial proportions.

The crowning monopoly power of
all, of course, is the compulsory edu
cation laws. Few other monopolists
enjoy the privilege of being able to
compel by law the attendance of
customers in the monopolist's
«store." The public education
«stores" (schools) have enjoyed this
privilege for about a century.
Whether they have served children
as well as alternative methods of
providing education is now a subject
for considerable doubt. What is clear
is that compulsion has served the
private interests of public school
personnel very well.

Religious Schools in Peril

Some of the main remaining com
petitors of the public system are the
parochial schools. These, however,
are experiencing severe financial
hardship and many face potenti;ll
bankruptcy. And this is not surpris
ing. The main threat to the survival
of nonpublic schools is rising costs,
especially personnel costs. Educa
tion is labor-intensive. Teachers,

and even administrators, are so
strongly unionized that their or
ganization is now. spreading to the
nonpublicschools. And these schools
cannot place the bill for increased
salaries upon the taxpayers. School
expenditures per student in
America have increased five times
in real terms in three decades. And
the cost difference to families be
tween using the private and using
public schools.continues to widen.

It may be feared that if parochial
schools disappear the school system
that will be left will be a monolithic
organization producing homoge
nized students taught along uniform
lines. This situation would hardly
be consistent with the traditional
aspirations of America to be the
land of individuality, spontaneity,
and freedom.

Ripe for Seizure

Historical experience, neverthe
less, shows that once a country has
produced such standardized
machinery for instructing the
young, this same machinery be
comes a prize of the first order to
totalitarian political groups who
wish rapidly and effectively to
change the philosophy of the people
and to convert it to its ideology.
Should such sentiments be rejected
as inappropriate in a country like
America?

The danger in the past has
materialized in countries like Nazi
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Germany, Fascist Italy, and Com
munist Russia. It will be argued
that such events could not occur in
America since her democratic pro
cess would not allow it. Neverthe
less, one should be aware of the fact
that in several parts of America a
resolute attempt is now being made,
and under the leadership of some
important colleges of education, to
capture the public system once and
for all and to disseminate one par
ticular point of view, the view of
socialism.

It is interesting that its intellec
tual leaders, the American socialist
writers on education, are against
the voucher system. Indeed they are
opposed to any other scheme that
would promote immediate free
choice among families. People would
only use such freedom to choose
their education in a way that will
perpetuate the capitalist class sys
tem. People have been indoctri
nated, this same argument con
tinues, to know their station in life,
and to respect upper classes and
their traditional privileges. The
public school system, so far, has
been the chief handmaiden of
capitalists over the years in a subtle
process of indoctrinating the public
into docile acceptance of their lot.
The public school system has been
more than proportionately repre
sented on its committees by leaders
of industry, a characteristic that
goes back a long way into the

nineteenth century. Ordinary
Americans are thus not yet ready for
freedom in education and need a
transitional period of de
programming so that they are fi
nally schooled out of their die-hard
beliefs. The socialists, therefore, do
not wish the public school system to
be abolished. For they want to take
it over themselves and to turn it into
a huge citizen education camp in
which people can, slowly but surely,
be released from what Marx called
the state of ((false consciousness."7

Typical of the stream of socialist
writing on education is the recent
book by Martin Carnoy, Education
as Cultural Imperialism (New York,
1974). Much of the message is al
ready in the title. The author, an in
fluential and experienced scholar in
the educational world, eventually
reveals that (~there are many people
now in the school system willing
to work toward changing the hier
archical structure of society." More
over, the new education ~(should

be designed to create or reinforce
a nonhierarchical society, in which
property will not have rights over
people, and in which ideally no
person will have the right of domi
nation over another." (pp. 364-366)
But Carnoy insists that ~~... any
transformation requires changing
people's understanding of the so
cial contract and the meaning of
work, responsibility and political
participation." (p. 366)
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'The Voucher System

On the voucher system, another
leader of the new socialists in educa
tion, .Professor Henry Levin, has re
cently made explicit the radicals' ob
jection to it:

... but, if the present schools tend to
contribute to the reproduction of social
class from generation to generation, edu
cational vouchers will surely exacerbate
this ph~nomenon . . . vouchers would
make this class stratification and
socialization even more ~~efficient" by
making it possible for parents to choose
particular primary and secondary
schooling environments based upon
these [indoctrinated] values.s

Meanwhile, the family itself is re
gardedas a reactionary institution.
The very top leaders of the new
socialists in education, Samuel
Bowles and Herbert Gintis, warn
that:

The male-dominated family, with its
structure of power and privilege, further
articulated according to age, replicates
many of the aspects of the hierarchy of
production in the firm. 9

In their new and influential book,
Schooling in Capitalist America
(New York, 1976) Bowles and Gintis
speak much of the need for democ:
ratization of American education.
But to ordinary people, democracy
means the right to influence and the
right to choose. A voucher system,
whatever its ultimate effectiveness,
sets out with the intention of en
couraging individual choice ex-

plicitly. It would allow people to
vote with government-supplied cash
funds as well as with their feet.
Bowles and Gintis, however, do not
really want such democratic popular
preferences expressed in education,
at least not in the short run. Rather
they want leadership in the public
schools by their own socialist elite.
This is their real conception of de
mocracy.

It is ironic that the socialists be
lieve that capitalist influences have
been at work to promote the Ucult of
efficiency" in education as a prepa
ration for unquestioned adaptability
in the work place. But looking at the
school system of America, nothing
could appear more unlike an effi
ciency promoting enterprise. The
records of increasing illiteracy, fal
ling SAT scores, growing truancy,
increasing violence that was men
tioned earlier, are surely eloquent
testimony to this. The fact is the
public school system is not a
capitalist organization. Rather, it is
nearer a socialist institution, domi
nated as it is by the huge and in
creasingly centralized public
bureaucracy.

The New Dialectic in Education

In one sense, strangely enough, it
could be argued that some kind of
Marxian dialectic is at work in
American education. The Marxian
socialists'process of thesis and an
tithesis, of class.conflict and even-
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tual overthrow, of revolution and
ultimate withering away of once
dominant but now discarded institu
tions, may all indeed be working in
the American public education
scene. But the (~laws of motion" of
public school development may be
quite opposite to those predicted by
Marxists. True, there is conflict al
ready, and in a sense there is revolu
tion taking place in various parts of
the system. Only a few years ago to
question the public school system in
America was like questioning
motherhood. Today, everybody is
doing it. People of all persuasions
are openly critical and it is now quite
possible that the public schools
could ((wither away."

In several cities it is now com
monplace for parents to go out in the
streets protesting against school
busing programs. In others (as in
Oregon in the winter of 1976-77) the
taxpayers have been ((going on
strike." This is done by their refusal
to finance _bond issues. And now in
Missouri, 23 public school districts
(in St. Louis County) have been sued
by a group of taxpayers who charge
that the schools teach religion in the
form of ((secular humanism." The
plaintiffs have asked for a refund of
their taxes, and meanwhile tax
funds are placed in escrow by the
courts. Indeed, a similar case has
been filed every year since 1971, and
each year the funds have been (~fro

zen" pending the outcome of the liti-

gation. A favorable ruling in Mis
souricould ultimately result in
sweeping changes nationwide to the
whole public school system.

The arguments of the Missouri
plaintiffs include the view that any
code of moral or ethical behavior
taught by the schools can be consid
ered religion. Certainly it is impos
sible for the schools not to teach
some code or behavior. It is therefore
not logical to give preference to one
code of behavior that the govern
ment selects and no~ to give equal
status to the moral and religious
code of behavior selected by the par
ents. In this view the use of tax
money to support public schools that
teach religion is unconstitutional
according to the First Amendment.
The only fair way to support educa
tion according to the Missouri plain
tiffs is the introduction of the
voucher system. In this system, tax
revenues for education would go di
rectly to parents for them to use at
any school of their choice: public,
private, or parochial.

The St. Louis action seems to be
no passing event. The plaintiffs
seem to be resolute and determined
to continue worrying the public
school bureaucracy in an apparently
endless battle. They have sent each
school district a list of 31 questions
that deal with how the schools
handle discipline and teach about
values, sex, human relations, drugs,
and social problems.
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In July 1976, the Ohio Supreme
Court gave a unanimous decision
supporting First Amendment rights
of parents against the state's impo
sition of education standards on non
public schools that would ((deprive
[individuals] of their traditional
interests as parents to direct the
upbringing and education of their
children." Perhaps more significant,
since it sympathizes with the com
plaints of the St. Louis parents, was
the pronouncement by Justice
Frank Celebrezze that the philoso
phy imposed by the state through its
standards ((relating to the teaching
of citizenship, social studies and
health, may be interpreted as pro
moting secular humanism, and as
such, may unconstitutionally be
applied...."10

Legal Alternatives

Parents seem increasingly to be
seeking legal alternatives to public
schools that will not infringe the
compulsory education statutes.
Usually the motive is the protection
of their children from what parents
believe to be adverse or hostile
school environments. There have ap
peared in the last few months a rash
of ((learning exchange networks,"
((travel study programs," indepen
dent home-study courses, tutorial
instruction, and small nonpublic
((family" schools. In the past, such
attempts have been challenged by
public school administrators on the

grounds that the private education
given was not organized or systemat
ic as public schools, that the teach
ers were not certified, or that, gener
ally, the education given was not
((equivalent" to that of a public
school. Today the courts seem to be
less persuaded of such ((equivalency
test" since the public schools do not
necessarily guarantee an efficient
education anyway.

A judge in a lower level superior
court in Maine recently rejected a
criminal action against a parent
who refused to send her child to a
local public school and accepted the
alternative ((home-study educa
tional program" given by the
parent-teacher even though she was
uncertified. The kind of argument
put forward by the parent is very
pertinent:

The monopoly nature of compulsory
public schooling: we are forced to accept
this service whatever our opinion of the
quality of the service may be. Not only is
there no alternative available but we are
not even allowed to refuse the State
offers if we don't like it....

Why does the burden of proof have to
rest on the parents, to show that they can
teach their children? I am trusted to
provide adequate food, shelter, clothing
and medical care for my children without
any direction or supervision from the
State.... Why can't I be trusted to
educate them also?

The parents have the ultimate respon
sibility for raising the children, whose
time and energy is being appropriated
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and who bear the ultimate consequences
of educational failures. It is not reason
able to deal out the responsibility to the
pa.rents, the consequences to the chil
dren, and leave all the authority with
the schools. 11

The famous Pierce case of 1922
which decided that a state could not
compel all students to be educated in
public schools seems now, in the late
1970's, to be enjoying something of a
revival. The Vermont Supreme
Court,citing Pierce, rejected in 1976
criminal actions brought against
several parents for sending their
children to a school that was not
approved by the state. 12 .The Court
also referred to· the recent Yoder
case in the U. S. Supreme Court
which stated that ~~compulsory at
tendance, even in an equivalency
basis,must yield to First Amend
ment concerns."

Teachers'Unions

The First Amendment is also
much referred to in current litiga
tion on teachers' unions. One of the
most significant h.as been .the
Holmquist case that was ruled on
December 10th, 1976. AlbertM.
Holmquist, a teacher in Wisconsin,
started a long court struggle in 1971
when he ~rgued for 2Y2. minutes, at
the. meeting of the Madison Board of
Education, against a proposal to
compel teachers to pay agency fees
to unions. The local teachers' union
protested that Holmquist should not

have been allowed to speak because
the union had exclusive bargaining
rights with the board. The Supreme
Court ruled unanimously that when
the school board conducted public
meetings the First Amendment pro
hibited it from discriminating be
tween speakers ~~on the basis of their
employment or the contents of their
speech."

Another Supreme Court case,de
cided in May 1977, concerns about
600 Detroit teachers C~Abood")l3
who do not belong to the union and
who have been refusing to pay com
pulsory fees to it as required by the
agency shop legislation. Their com
plaint has. been that the arrange
ment is unconstitutional because it
obliges public employees to contrib
ute to a political organization. If the
Supreme Court had found the
agency shop unconstitutional, the
power of unions in education would
have been severely curtailed since
they would not only have faced com
petition from new unions, but would
also have depended on voluntary,
not compulsory fee payments-a
situation which would have reduced
considerably financial resources for
campaigning.

The Supreme Court ruled, how
ever, that public employees could be
required· to pay ((agency fees" to the
one union· the t represents them as a
collective bargaining agent. The
Court added, however, that if an
employee objects to the use of his
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fees for political purposes not re
lated to collective bargaining, his
fee must be reduced by the amount
spent on those activities: The Court
acknowledged that there would be
((difficult problems in drawing lines"
between collective bargaining ac
tivities and other political ac
tivities. Those lines will clearly
have to be drawn in future deci
sions.14

In spite of all the previously men
tioned dangers from the increas
ingly monolithic public school sys
tem, the system seems clearly to be
in peril itself. New revolutions are
clearly afoot; but they could
uexplode" in several directions. The
remainder of this article will con
centrate on possible financial urevo
lutions."

Abolition or Vouchers?

Those who are fully aware of all of
the above serious problems in the
state system of schooling are faced
with an enormous task when seek
ing ways for reform. Some would
advocate the extreme policy of
abolishing the whole public school
system as quickly as possible. This
is clearly an unrealistic policy and it
could easily alienate the majority of
people. This is not to mention the
formidable body of conservatives
who would be ready to heap scorn on
such a radical proposal and to use
their extensive political influence to
stifle it. The term ((conservatives" is

used here in its proper sense to
mean all those people who wish to
conserve intact the existing institu
tions. It includes all the most vigor
ous supporters of the public school
system whether bureaucrats,
teachers, democrats, or socialists.

The second and most widely dis
cused reform that could begin to
combat the disadvantages of the
public school system is that of the
voucher system, and we have seen
that the Missouri parents are argu
ing for it in the courts. The current
leading intellectual advocate for
this scheme (a scheme that has a
long history going back to Tom
Paine) is the 1976 Nobel prize win
ning economist Professor Milton
Friedman.

Friedman has always separated
three levels of issues. First, whether
schooling should be compulsory,
second, whether it should be gov
ernmentally financed or privately
financed, third, how it should be
organized. His argument for vouch
ers is continually made on the un
derstanding that the first two of
these issues, compulsion and the de
gree of government finance, are put
on one side. In other words, assum
ing that we have compulsion, and
assuming that the government is in
the business of education to the ex
tent of full, 100 per cent, finance, a
voucher scheme would produce a
better and more effective organiza
tion of government finance than the
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present one. That is, vouchers pro
vide a superior alternative to a sys
tem of governmentally-run as well
as governmentally-financed schools.
If, for instance, the government is
now spending $800 on a child's edu
cation in a public school, Friedman's
voucher scheme would direct this
same $800, not to the school, but to
the parent or guardian. The parent
would not be allowed to spend it on
non-educational goods. When spend
ing it on education, however, he
would be allowed to do so at the
school of his or her choice.

Political Prospects

In my opinion, the voucher system
does not stand much chance of being
accepted in present American cir
cumstances. Moreover, it would
incur some further dangers even if it
were accepted. The organized
teacher unions have stated their un
compromising opposition to vouch
ers, and this alone is a political
reality that must be faced. The sec
ond even more important
~~roadblock" is the current attitude
of the Supreme Court. It is clear
from their recent deliberations that
the Court would regard vouchers as
aid from the state.

The Court's reasoning in the fa
mous Nyquist case in 1973, treats
vouchers along with tax exemptions
for schooling as state aid. 15 And
under the First Amendment the
state· is not.allowed to provide aid to

parochial schools in any significant
way. Since 90 per cent of the non
public school population in America
are in parochial schools the chances
of a voucher system having much
effect in the short run at least will
therefore be very small. It is true
that the Nyquist case concerned the
particular circumstances in New
York where a state government was
deliberately attempting to enable
particular parochial schools to sur
vive (largely in order to prevent em
barrassment to the public schools).
It is arguable that a universal
voucher scheme for all parents
whether in public schools or private
would have no primary effect of aid
ing religion. My own review of the
Court's language in other cases be
sides the Nyquist leads me, how
ever, to the opinion that they would
not allow a universal voucher
scheme, even on these wider argu
ments.

Conditions Imposed

Even if the voucher system were
accepted, there is another danger to
consider. They would presumably be
spendable in the small remaining
private sector of education. At the
least, the government authorities
would. impose some initial condition
on these schools to qualify them for
receiving the government finance
that vouchers embody. Insofar as
government inspectors have a prior
interest in government (public)
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schools, there is a probability that
they would begin to impose progres
sively more restrictive conditions on
the private schools, especially where
they threatened to Hpoach" the cus
tomers from the public schools. The
ultimate result could be the destruc
tion, or at least reduction, of the
small private sector and the only
remaining competitor with the pub
lic.

It is important to return to the two
issues that Friedman assumes to be
given or settled, the existence of

G compulsory legislation and the situ
ation where government authorities
finance schooling upto almost· 100
percent of requirements. The first of
these issues, compulsion, for all
practical purposes can be taken as
undisputed in the way that Fried
man does.

The second issue, however, full
government finance, should not be
taken as settled. In the past, Fried
man has speculated that the
rationale for government finance
has stemmed from the ttexternal
benefits" of education. These arise
where the action of an individual
benefits not only himself but others
in society. Society, it is argued,
stands to gain for instance from the
existence of a literate population. It
will also benefit if schooling leads to
a reduction of crime and the promo
tionof law and order.

But the trouble with this argu
ment is that it could apply to most

things. It follows that government
should be providing most of us with
our everyday needs at zero price.
Every time I wash myself I provide
benefits to people around me. On
this argument should society pro
vide me with free soap and free hot
water? It will· be replied that in this
case the incentives to pursue my
own personal comfort will be suffi
cient to secure my own cleanliness
at my own cost. But if this argument
is made in the case of cleanliness
why not in the case of education?
Where is the evidence that people
will not purchase.education and be
come literate in the pursuit of their
own private benefits, and in suffi
cient quantities to make the marginal
benefits to· society not worth the
marginal cost of further encourage
ment?

Who Pays?

We should also remember that we
are considering the educational pur
chasing behavior of private indi
viduals not in the present world of
high taxes but in a world where the
government has not stepped in to
tax them to provide them with ttfree"
education. In the present world
everybody pays taxes, right down to
the poorest. ttFree" education is pur
chased from revenues from regres
sive property taxes, sales taxes, and
from many other taxes that the poor
are not able to avoid. Were the poor
to be excused from all these numer-
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oustaxes who is to say that they
would not spend the proceeds in
positively priced education? Where
is the evidence?

It has never been demonstrated
that most of the poor in America
today are hot paying for their own
~~free" education from their own tax
contributions. Remember that these
contributions are collected over a
lifetime. I have estimated elsewhere
that a poor family contributes a
total undiscounted life-time contri
bution in education taxes of
$7,380.16 We have to remember too,
that the poor typically receive an
education that is of a shorter dura
tion than others. So while their cost
contributions are lower than aver
age so are their benefits. It is there
fore not clear that they are not con
tributing enough to finance them"
selves entirely. If they are, and
especially if means can be found to
allow parents to borrow on their
future incomes, then compulsion is
the only form of intervention that is
needed. Government-operated
zero-price schools are superfluous,
and, judging by the heavy bureau
cratic overheads, excessively costly.

It is interesting that in 1976 Mil
ton Friedman came to the opinion
that the argument of external bene
fits to society is, after all, no longer
valid as a justification for govern
ment finance of education.17 This
means that of his three separate
issues only the first, compulsion,

now remains as undisputed in his
reasoning.

One may now ask, if there is no
argument for government providing
the finance in education, why is
there an argument for providing
vouchers which are nothing else but
tickets or checks that channel this
finance through families? If we take
the two issues together, the case for
Friedman vouchers collapses; for
there is no justified government fi
nance to supply them. Friedman ar
gues nevertheless, that, if we cannot
take the two issues together, if we
are in other words stuck with gov
ernment school finance, then vouch
ers would be a better way of allocat
ing it. If one has boldness to argue
for vouchers however, it is difficult
to see why the boldness stops at the
government finance question. Why
cannot the theory of government in
tervention be argued comprehen
sively in one package?

Tolerable Improvements

What then could be done? Radical
or global overnight revolutions are
out of the question. What is required
in the first instance is a policy of
gradualism, but gradualism in the
right direction. The correct direction
is indicated, in my view, in the in
sistence upon continuous questioning
of ~~who pays for what" in education.
Consider next year's inevitable fi
nancial problem in the public
schools. Undoubtedly there will be
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yet another cost increase and' this
for ttgenuine" reasons as well as for
reasons for further monopoly or
teacher union development. The key
strategy is to focus on the method of
providing revenues for this next an
nual increase. The government pre
sumably knows on whom the burden
will fall. Ifit doesn't then, on its own
admission, it is supervising a gigan~

tic public school system in the dark,
a system that certainly would not
seem consistent with the Equal
Treatment clause. It cannot argue
that its taxes are not preventing
every family from buying the same
education privately.

The government therefore will be
obliged, on persistent questioning,
to announce its expectations about
the distributions of the burdens of
next year's tax increase. Normally
cost increases are financed out of
marginal· increases in several of the
taxes, sales taxes, property taxes
and so on. At this stage an estimate
should be made as to how much each
family with children at school will
be contributing to·these taxes. The
next step is to insist that some ofthe
family!s contributions be paid di
rectly at the door of the school in
stead of indirectly via various con
ventional tax payments. In this way
we will establish what can be called
a ((marginal user tax'" as an' addi
tional tax source, but one that: is
direct and reveals some information
as to who is paying for what.

This user tax system is in effect
equivalent to a fee or tuition pay
ment system. The objection will
then be heard that· the clock has
been put back because education is
no longer ((free." This seems, to· be
the key argument to meet head on.
Its advocates always put quotation
marks around the word «free"
whenever they describe the public
system. The proposal of the user tax
made here is not one of abolishing
free education (free without the quo
tation marks around the word). It is
a proposal for abolishing the quota
tion marks around the adjective.
But if education is not really free, as
the advocates tacitly admit by their
use of quotation marks, what is the
argument against poor parents pay
ing their conventional tax contribu
tion in the form of a price at the door
of the school? The program initially
at least is a very modest one and
meets the requirement of
gradualism. For it is, not the full
price of their education that the
family will be charged but merely a
price sufficient to cover· the margi
nal increase in the' annual cost.

A First.·Step

For the sake of illustration sup
pose it is, found that parents with
children in school fall into, two
classes-a rich class that will. face
additional taxes, raising from. each
member another $100 to meet the
increase in school costs for the' edu~
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cational year 1978-79, and a poor
class with members also facing addi
tional taxes which take from them
an additional $50 for the year in
question. The proposal here is that
all parents are charged $50 at the
door of the school. (The rich parents
will pay another $50 through in
creased conventional taxes.)18

If this policy is resolutely pressed,
and if it succeeds, it will have the
effect of removing one of the most
entrenched illusions in the whole
public education mythology, the il
lusion that people are getting some
thing that other people are paying
for entirely. The illusion of free edu
cation can be shattered even with
the most modest weekly payments
by parents. Even if a mere dollar a
week is charged, the principle will
be established, the illusion will be
abolished and education might be
set on the correct course once and for
all. 19

After several years of cost increases
the user charge or fee will gradually
rise. People will be no worse off than
they would have been had the pres
ent system continued. But they
stand to be increasingly better off
because they will be given increas
ing scope for choice. Every time a
parent transfers his child from school
A to school B he or she will now
automatically transfer funds to the
school of his or her choice. Because
he now contributes funds directly in
the form of fees his preferences will

now be considered seriously. At the
same time the school that is losing
customers will be placed more on the
defensive since they will automat
ically be losing revenues. This fi
nancial discipline is the claimed vir
tue of the voucher system of course.
What is being demonstrated here,
however, is an alternative to such a
system, that the courts could not
strike down, and one that does not
involve the ~~two way or round trip"
of money from parents to the gov
ernment and back to parents again.

Significant Results

Finally it may be objected that the
fees will never rise sufficiently to be
of much significance to the adminis
trators of schools. This is a matter of
degree however. One would have
thought that a fee paid by parents
that covers even ten per cent of the
school finances would be of consid
erable marginal significance. And
ten per cent should be reached in a
year or two.

However, if one wants to give the
parents even further scope, one
should concentrate on the lifetime
taxes that they are paying under the
present system. The parents could
be given the option of access to their
future incomes by way of a loan
scheme to service lower education.
This scheme would enable them to
pledge their future incomes and
draw upon them so as to pay up to
full cost of their education. In this
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form the parents would handle all
the finance as in the Friedman
voucher system, but with this differ
en~e: There would no longer be any
ambiguity as to who is providing the
finance. If it is clear that it is the
parents' own money that is being
spent there can be no argument by
the Supreme Court that the state is
aiding religion or anything else. The
remaining government intervention
will be a financial, not an educa
tional one. It will be for the purposes
of improving capital markets not for
entering the education business.

Constitutional Perils

A more important aspect of the
return to direct fee paying is that it
reinstates property in the common
law sense of the term. When people
pay for their education indirectly
through the government process,
their property rights become
obscure and their liberty is cur
tailed. In contrast, if a person is
called upon to pay a user-tax or fee
only if he uses the school in ques
tion, he is at liberty to choose a
private school over a public one if he
so desires. This property right and
this liberty do not exist in the pres
ent system which is a system
wherein the parent has to pay twice
for private education. The
strengthening of common law no
tions ofproperty is an important and
necessary development if constitu
tional democracy in America is to be

rescued. For it is in the spirit of this
democracy that liberty and property
go hand in hand.

It is in the setting of ambiguous
property rights, a setting wherein
nobody knows exactly who owns the
schools, and who has the right to do
what in public education, that the
Supreme Court has in the last two
decades begun to fill the vacuum
with what amounts to legislative de
cisions. This development is con
trary to the spirit of the American
constitution with its separation of
powers. It is contrary to the spirit of
the First Amendment that is
grounded on private law, not public
law, conceptions of liberty.

The Supreme Court held in the
San Antonio School District v. Rod
riquez20 that the equal protection
clause was not violated because of
substantial variance in educational
expenditures per pupil throughout
several school districts. The Court's
judgment was not judicial but
legislative. For it was education
al policy judgment based on evi
dence of no significant correlation
between expenditures and educa
tional equality.

Similarly the 1977 Supreme
Court reasoning in the Abood case
seems to have been based more on
the needs of the government than
the First Amendment rights ofindi
viduals. It argued that respect for
agency (union) shop legislation is
justified by the state's interest in
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establishing a system of labor rela~

tions in which one union serves as
the exclusive representative of
school teachers. The arrangement
was thought to distribute fairly the
costs of collective bargaining among
those who benefit and to prevent
~~free riders." This again is surely a
government policy issue, not a judi
cial question. The common law con
cept of the Court's. function forbids
such technological excursions and
confines it simply to the protection
of legal relationships such as the
enforcement of contracts once ag
reed upon.

Consider also the Supreme
Court's recent involvement in ques
tions whether certain subjects can or
cannot be taught. In reaching these
decisions the Court imposes such a
subject, or absence of a subject, upon
large numbers of people who object.
If these people had direct control of
their own property they could take
appropriate and effective action.
They could remove their child from
the offending school and transfer it
to another which had their preferred
curricula.

Finally, if there were a common
law property interest, individuals
would be able to hold their suppliers
legally accountable in cases of mis
manageme.nt. Where there is no
such property interest, as in. the
present public school system, the
individual tCconsumer" seems to
have no such recourse. The· best re-

cent illustration of this is the case of
Peter W. Doe and his parents who
recently attempted to sue the educa
tion authorities in San Francisco for
passing him through. high school
with a diploma without even provid
ing him· with the ability to read and
write. 21 The plaintiffs ultimately
lost their case. A similar suit has
now been filed with New York
State. An 18-year;.0Id Long Island
youth and his family are suing a
local school· board for $5 million,
contending that the school system
from which he was graduated in
1976 failed to educate him properly
and left him ~~unable to cope ... with
the affairs of the world." The youth
formed the view that ~~it was not his
fault" when he started working with
a private tutor at the end of his years
in high school.

The New Spirit

The new ~~revolutions" in the late
1970's· certainly include some fresh
attempt by the courts to give
stronger recognition· to .the parents'
First Amendment Rights. But this
new judicial spirit seems to be in a
different direction from the
legislative-type intervention by the
courts on questions of equal protec
tion and collective bargaining.
It. is. the new spirit and direction
that .needs to .be encouraged. The
user-tax system. proposed here will
do just that. ItwiU bring the courts
back more into spheres where they
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traditionally belong-the legal
supervision of contracts and respect
for common law property. The other
areas of contention such as busing,
equal protection, and so on, will
eventually narrow as ((public funds"
(a phrase that judges are particularly
sensitive to) are slowly replaced by
private funds.

Ultimately therefore, there is a
basic conflict between the common
school and the common law. The
common (public) school now seems
both indigenously ((American" and
((un-American" at the same time. But
the original American common
school was not ~~free," and it is ~~free"

education that seems to be at the
root of all the present perils of public
education. But if one is to be quoted
on this let it be emphasized once
more that the word ((free" is written
with quotation marks. @
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AWAKE
FOR

F!REEDOM'S
SAKE

Awake1for Freedom's Sake (Founda
tion for Economic Education, Ir
vington, N.Y., $5.00, 192 pages) is
Leonard Read's twenty-second book.
Like most Qfits predecessor works it
makes its case for the free market in
distinctively moral terms. The free
market is better not only because it
makes for more efficient production,
it is better because it builds on the
exercise of individual wills, which
forces responsible men to think in
ways that lead one straight to the
Golden Rule as the governing prin
ciple of life.

Leonard Read does not claim to be
an original in his promotion of a
philosophy that is as old as the Ten
Commandments, which state the
case for ((life, liberty and property"
in grand negatives CThou shalt not

700

kill," ~~Thou shalt not steal," etc.).
But he remains a master of the sly
juxtaposition that makes him such
an excellent teacher. He invokes the
prophet Isaiah, who exhorted his lis
teners to ~~awake and sing, ye that
dwell in dust." Dust, of course, is
infinitesimal. Mr. Read makes the
point that all our Hnumerous know
hows" are, taken separately, rather
infinitesimal in nature. As he has
said before, no single man can make
a pencil! But the sum total of our
~(specks of dust," when they are
permitted to operate in freedom,
amounts to something fairly sub
stantial. If we realize our own indi
vidual investments in the ~~countless

millions of know-hows experienced
by others" we will be ready, with
Isaiah, to ~(awake and sing."
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In the· same essay that quotes
Isaiah on dust, Mr. Read tosses off
a phrase about «wall-to-wall
socialism." Man's goal, he says, is,
with the help of others, «to shake
loose his <dustiness' as best he can."
But what can you do when «wall
to-wall socialism" hides the dust
under the carpet?

A Mirage of Prosperity

Even in Russia, Mr. Read notes,
there is a leakage of creative human
energy from underneath the carpet.
Moreover, the wall-to-wall socialists
depend utterly on the transfusions
they get from the relatively free
societies on the other side of iron
and bamboo curtains. In several es
says Mr. Read remarks on the «mir
age" that causes people to think that
State interventionism is the cause of
prosperity. «What gives socialism
the appearance ofworking," he says,
«is the freedom socialism has not yet
destroyed." Because the many
«dusts" of American «know-how" are
still combining to produce the «pleth
ora of goods and services no other
people on earth have ever experi
enced," State interventionism has
not yet managed to kill prosperity.
But the masses, who see «socialism
advancing as never before in Amer
ican history," are deluded by poli
ticians who claim credit for causing
a plenty which will surely disappear
when there is no more freedom for
energy to flow.

We live, so Mr. Read reminds us,
on thrusts from the past. The Sumer
ians, .practicing the freedom philos
ophy, gave us the first schools, the
first bicameral Congress, the first
case of tax reduction and the first
moral ideals. Sumerian freedom
lasted for four centuries, until «the
city-state of Lagash had become a
total bureaucracy-all parasites and
no hosts." Then the world was
pushed back into «the same old
mess" until a «second exception oc
curred in Athens." The Venice of
Marco Polo (1250-1325) was another
exception, with a «freedom to pro
duce and to exchange with others
thousands of miles away."

In the time of Louis XVI Turgot
tried to apply the principles of the
18th century French Physiocrats ((a
fair field and no favoritism") to gov
ernment, but he couldn't hold his
king to a strong policy. Nevertheless
the Physiocrats had their effect on
Adam Smith, whose Wealth of Na
tions, in turn, affected the thinking
of the American Founding Fathers.
Now, with the multiplication of
scores of sub-governments in
Washington, we are in danger of
forgetting the Founders. It could be
«the same old mess" once more if we
don't «awake for freedom's sake."

Bits of Autobiography

Mr. Read is not given to per
sonalities, even personalities about
himself. But he does give us a few
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tantalizing bits in this book about
his personal history. He tells how he
first came to despise the hell of war.
He and a school roommate applied
for acceptance in the aviation signal
corps in 1917. The roommate was
rejected-and ~~dejected"-but
Leonard was accepted and dis
patched on the liner Tuscania for
France.

Then the Tuscania was torpedoed
and sunk in the Irish Sea, Leonard
was rescued and debarked in Ire
land. Since telegraphic services
were out of order, he happened to be
listed as a nonsurvivor in his Michi
gan hometown newspaper. His
school roommate, angry at the pre
sumed loss of a friend, went to
Canada, got into the Canadian in
fantry, and was in the front line
trenches in France in two weeks. Six
months later he was in the hospital
with twelve shrapnel wounds, half
of them still open. That was the last
Leonard Read ever heard about his
roommate.

There are other bits of autobiog
raphy in Awake for Freedom's Sake,
but only enough to whet the appe
tite. I could stand a lot more infor
mation about Leonard Read's ex
periences as a General Manager of
the Los Angeles Chamber of Com
merce. His efforts to keep California
on the straight path during the
period when Upton Sinclair was
proposing the EPIC (End Poverty in
California) plan for socialism con-

vinced him that education, not polit
ical action, was the key to stopping
the spread of socialist ideas. Accord
ingly, he came East with the idea
of starting the Foundation for
Economic Education.

He was, in short, a crucial link in
an important process ofosmosis that
has revived the freedom philosophy
not only in America but in Britain.
In ~~accentuatingthe positive" about
freedom, Leonard Read does not de
pend on the economists alone. The
Index ofhis twenty-second book con
tains 148 name references to
philosophers, religious leaders, his
torians, poets, novelists and belle
lettrists where there are only eleven
name references to economists.

It is Leonard Read's widespread
culture as well as his economic un
derstanding that provokes letters
such as the one from England which
I received the other day about The
Freeman. The letter spoke of the
achievement of ~~Leonard Read,
Henry Hazlitt and ... other col
leagues" as ~~the brightest beacon in
a lowering sky; and as I think A. J.
Nock once wrote, what is so exciting
is that you will never know what
your own teaching and writing im
pels other people to think, to believe,
and to achieve."
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THE CA·PITALIST READER
edited by Lawrence S. Stepelevich
(Arlington House, 165 Huguenot Street,
New Rochelle, New York 10801)
272 pages. $9.95

Reviewed by David A. Pietrusza

THIS BOOK offers an admirable selec
tion of free market writings from
Adam Smith to Milton Friedman. It
includes excerpts from Frederic Bas
tiat; essays by such representatives
of the Austrian School as Boehm
Bawerk, Mises, Stolper and Hayek;
and the thoughts of such forceful
exponents of the capitalist ideal as
Ayn Rand, John Chamberlain, and
Lawrence Fertig.

~~The attack launched against
capitalism ... was never grounded
in the issue of productivity," writes
the editor, ~~but rather in the issue of
its morality. Does a system based on
competition, self-interest, and
monetary profit befit the true na
ture orman? Are freedom andjus
tice possible within such an
economic matrix, or must the
economics be changed to ensure that
these values prevail? It is to these
issues that the capitalist apologist
must address himself ..."

It was Bastiat who argued. that
liberty and the free market are op
posed to all forms of plunder and
spoliation. Bastiat urged mankind

to ~~reject all systems, and try lib
erty; for liberty is an acknowledge
ment of faith in God and His works."

Under the regimes of plunder, the
powerful use political leverage to
gain economic advantage, but when
liberty prevails no one enriches
himself at the expense of another.
~~Nobody is needy in the market
economy because of the fact that
some people are rich," writes Lud
wig von Mises. ~~The riches of the
rich are not the cause of the poverty
of anybody. The process that makes
some people rich is, on the contrary,
the corollary of the process that im
proves many peoples'want satisfac
tion. The entrepreneurs, the
capitalists, and the technologists
prosper as far as they succeed in best
supplying the consumers." -

Nevertheless-and despite its es
timable track record of solid
achievement-free enterprise con
tinuallycomes under attack from
those advocating redistributionist
schemes. in the name· of a nebulous
~~common good." To obtain such an
end result the freedom of the indi
vidual must necessarily be sac
rificed on an altar of state power;
governmental and bureaucratic con
trols must be imposed. ~~The tribal
notion of the ~common.good'," writes
Ayn Rand, ~~has served as the moral
justification of most social
systems-and of all tryannies-in
"history. The degree of society's en
slavement or freedom corresponded



704 THE FREEMAN

to the degree to which that tribal
slogan was invoked or ignored."

Wilhelm Roepke, an architect of
the West German industrial revival,
acknowledges that Hthe economic
function of private ownership tends
to be obstinately underestimated,"
but points out that the free society is
sustained by a moral base. ~~The

truth is that a society may have a
market economy and, at one and the
same time, perilously unsound
foundations and conditions, for
which the market economy is not
responsible but which its advocates
have every reason to improve or
wish to see improved so that the
market economy will remain politi-

HANDSOME BLUE LEATHERLEX

cally and socially feasible in the
long run.... The market is only one
section of society. It is a very impor
tant section, it is true, but still one
whose existence is justifiable and
possible only because it is part of a
larger whole which concerns not
economics but philosophy, history,'
and theology."

The market as a moral imperative
is thus more than ably defended and
from a variety ofperspectives. While
this volume provides opening
glimpses into the works of the major
defenders of the capitalist system, it
also furnishes a significant look into
this all-important aspect of the
rationale for freedom. @
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Alfred Anderson Kennedy

Marco Polo on
Money

HAVING SPENT what seems the bet
ter part of a lifetime reading and
studying the practical and theoreti
cal ideas of the great economists, I
recently found myself at a loss when
asked what economist best explains
what has happened to our money
in these recent years of super
inflation. Who wouldn't? I dodged
the question by defining our two
greatest current economic problems
as inflation and unemployment. I
said that Calvin Coolidge once
amusingly, d.efined unemployment
as a condition: ~~When more and
more people are thrown out of
work-unemployment results." In
that same vein, I replied, ~~When

more and more paper money is
thrown into the economy by
government-inflation results."
Mr. Kennedy is a student of liberty and a free-lance
writer in Berkeley, California.

On returning to my library, to my
dismay I really couldn't decide what
economist best explains money and
how the various governments use
and misuse it to any great degree of
clarity in less than a million words.
The central problem of the
economist during the past century,
in my opinion, is his inability to
explain fundamental economic prin
ciples with an economy of words.

If one wishes a clear and very
prophetic explanation of what gov
ernments do to create money, con
suit an early writer on the subject
who explored the question well be
fore the science of economics became
a gleam in Adam Smith's eye. I refer
you to the eminent Venetian
explorer and entrepreneur, Marco
Polo (1254-1324), who spent a quar
ter of a century living and traveling
throughout the near and far east. He

707
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returned to his native Venice in
1295 to tell Europeans about an un
known world.

Marco Polo spent some time in the
service of the Emperor of China,
Kublai Khan, one of the most power
ful and richest monarchs in
medieval and modern history. Polo
attained some wealth and power
himself. When he returned to Ven
ice he found himself embroiled in
one of the many wars between the
Italian city states of the time. As a
prisoner ofwar in Pisa in the service
of Venice, he dictated to a fellow
prisoner his experiences in Asia that
became his classic: The Travels of
Marco Polo.

The Renaissance

The result of the publication of
this book was a rapid increase in
commerce between the Italian city
states and China. This expansion of
enterprise soon spread to the rest of
Europe as well. The result for Italy
was the creation of wealth and lei
sure that made possible the Renais
sance.

For the rest of Europe as well it
meant the slow death of the
medieval period and the coming of
the age of exploration and enter
prise. It was, after all, a passage to
India and China by sea that Colum
bus sought in 1492. The Travels of
Marco Polo is among the books that
helped shape the world we now Iive
in.

The great Chinese civilization of
that period, the Yuan dynasty,
formed by Kublai Khan in 1271 is
credited with sending many of Chi
na's innovations to the Western
world via Marco Polo. Its cuisine,
silk, spices, gun powder, rockets and
other weapons of war are among the
most famous.

But perhaps the innovation most
constructive and destructive
throughout western history, depend
ing on whose hands it was in, was
the use of paper money as a substi
tute for what had been used as real
money in other civilizations-gold
and silver. Gold and silver are still
acknowledged as real money in
every civilized nation as well as rec
ognized commodities of real value in
primitive societies. Paper money
was introduced as a new idea to
western civilization by Marco Polo
in a chapter of his Travels entitled:
(CHow the Great Khan Causes the
Bark of Trees, Made into Something
Like Paper, to Pass for Money All
Over His Country". After reading
the chapter title like that, Polo's
readers probably thought the Great
Khan to be the Great Con.

Marco Polo writes as follows:

CCNow that I have told you in detail
of the splendor of this city of the
emperor's, I shall proceed to tell you
of the mint which he has in the same
city, in the which he has his money
coined and struck, as I shall relate to
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you. And in doing so I shall make
manifest to you how it is that the
great Lord may well be able to ac
complish even much more than I
have told you, or am going to tell
you in this book. For, tell it how I
might, you never would be satisfied
that I was keeping within truth and
reason!

~~The emperor's mint then is in
this same city of Cambaluc, and the
way it is wrought is such that you
might say he has the secret of al
chemy in perfection, and you would
be right. For he makes his money
after this fashion. He makes them
take of the bark of a certain tree, in
fact of the mulberry tree, the leaves
of which are the food of the
silkworms, these trees being so
numerous that the whole districts
are full of them. What they take is a
certain fine white bast or skin which
lies between the wood ofthe tree and
the thick outer bark, and this they
make into something resembling
she.ets of paper, but black. When
these sheets have been prepared
they are cut up into pieces of differ
ent sizes.

Signed and Sealed

~~All these pieces of paper are is
sued with as much solemnity and
authority as if they were of pure
gold or silver; and on every piece a
variety of officials, whose duty it is,
have to write their names, and to
put their seals. And when all is

prepared duly, the chief officer de
puted by the Khan smears the seal
entrusted to him with vermilion,
and impresses it on the paper, so
that the form of the seal remains
imprinted upon it in red; the money
is then authentic. Anyone forging it
would be punished with death. And
the Khan causes every year to be
made such a vast quantity of this
money, which costs him nothing,
that it must equal in amount all the
treasure of the world.

~~With these pieces of paper, made
as I have described, he causes all
payments on his own account to be
made; and he makes them to pass
current universally over all his
kingdoms and provinces and ter
ritories, and whithersoever his
power and sovereignty extends. And
nobody, however important he may
think himself, dares to refuse them
on pain of death. And indeed every
body takes them readily, for where
soever a person may go throughout
the great Khan's dominions he shall
find these pieces of paper current,
and shall be able to transact all
sales and purchases of goods by
means of them just as well as if they
were coins of pure gold.

t~Furthermore all merchants ar
riving from India or other countries,
and bringing with them gold or
silver or gems and pearls, are prohib
ited from selling to anyone but the
emperor. He has twelve experts cho
sen for this business, men of
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shrewdness and experience in such
affairs; these appraise the articles,
and the emperor then pays a liberal
price for them in those pieces of
paper. The merchants accept his
price readily, for in the first place
they would not get so good an one
from anybody else, and secondly
they are paid without any delay.
And with this paper money they can
buy what they like anywhere over
the empire, while it is also vastly
lighter to carry about on their jour
neys.... So he buys such a quantity
of those precious things every year
that his treasure is endless, while
all the time the money he pays away
costs him nothing at all. Moreover,
several times in the year proclama
tion is made through the city that
anyone who may have gold or silver
or gems or pearls, by taking them to
the mint shall get a handsome price
for them. And the owners are glad to
do this, because they would find no
other purchaser give so large a
price. Thus the quantity they bring
in is marvelous, though those who
do not choose to do so may let it
alone. Still, in this way, nearly all
the valuables in the country come
into the Khan's possession.

~~When any ofthose pieces of paper
are spoilt-not that they are so very
flimsy neither-the owner carries
them to the mint, and by paying
three per cent on the value he gets
new pieces in exchange. And if any
baron, or anyone else soever, hath

need of gold or silver or gems or
pearls, in order to make plate, or
girdles, or the like, he goes to the
mint and buys as much as he list,
paying in this paper money.

~~Now that you have heard the
ways and means whereby the great
Khan may have, and in fact has,
more treasure than all the kings in
the world; and you know all about it
and the reason why."

The Tragedy of Paper

Marco Polo's account of this
unique Chinese method of the mint
ing of money through the use of
paper is both amusing and tragic. It
is amusing to us in this so-called
enlightened, modern and sophisti
cated age to recall the ease at which
the absolute monarch of China con
trolled the currency of his empire. It
is easy to laugh at how mandarins,
merchants and ordinary people were
~~taken" by their government during
the years of the Y\ian dynasty in
China under a thoroughly autocra
tic regime. After all, it was the 13th
century. But look at what the west
ern democratic governments have
done to money in this the twentieth
century. It is no laughing matter,
and it becomes more tragic with
each passing day.

In our own country paper money
not only loses value every day, it
loses value every night as well.

What is the root of the problem
the emperor of China? He was only
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the ancient antecedent, and the
teacher of every modern would-be
emperor who followed him through
the course of history. Kublai Khan
sought only to enrich himself, while
other government masters have en
tertained more ambitious plans for
themselves and their subjects.
Every government that has sought
to relieve the distress of one portion
of its population at the expense of
another through the printing of
paper money backed by nothing

Currency Convertibility

more than threats or promises has
contributed to the distress of all.

When dictators of all ideological
persuasions flee their shores, they
flee not with paper money but with
gold, silver, art objects or diamonds.
They leave the paper money and
their expense accounts for their sub
jects.

If one kind or gracious thing can
be said for them, it is this: They
know the value of money. After all,
they had it printed. @

IDEAS ON

LIBERTY

THE VALUE of currencies, like the value of many other commodities,
depends upon a thousand factors which cannot· be measured. These
depend upon the opinions of the thousands of businessmen who want to
buy currencies and upon those who wish to buy and sell the goods these
currencies can purchase.

No government has a yardstick that can measure the value of the
goods· currencies can buy, and this means that ·no .government has a
standard for measuring the value of currencies and the rate at which
they should exchange for one another. The only possible way to
ascertain the value of a currency is to place it on the free market and see
what people will pay for it.

To fix by law an exchange rate between two currencies which will
represent the true value of both currencies is impossible. When values
depend upon so many factors which cannot be measured, then it is
almost inevitable that a fixed rate must cheat one of the parties to every
exchange transaction.

GEORGE WINDER
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Clarence B. Carson

12. Nazi-Soviet Parallels
ON August 21, 1939, a shocking an
nouncement was made in Moscow:
the Nazi government of Germany
and the Communist government of
the Soviet Union had reached an
agreement. It was billed as a non
aggression pact between the two
countries and has been called by
such various names as the Nazi
Soviet Pact, the von Ribbentrop
Molotov Pact, for the two foreign
ministers who negotiated it, and the
Moscow Pact. What was shocking
was that these two avowed enemies

In this series, Dr. Carson examines the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around
the world.
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should reach an accord; this, plus
the dread implications it had for
power alignments in the world.
(There were dark r.umors in those
days of a Rome-Berlin-Moscow
Tokyo Axis against most of the rest
of the world.) The Nazis were sup
posed to be on the ((extreme right"
and the Communists on the ((ex
treme left" of the ideological spec
trum. They had supported opposing
sides in the Spanish Civil War, and
Communists were proclaimed anti
Fascists (which included Nazis)
while Nazis trumpeted their anti
Communism. The accord left many
communists around the world facing
in the wrong direction, so to speak.

The Nazi-Soviet Pact lasted for
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nearly two years. The portion that
was made public appeared to be a
non-aggression pact. But the secret
protocols which accompanied it
made it, in effect, a mutual aggres
sion treaty. Eastern Europe was di
vided into spheres of influence be
tween the Nazis and Communists. A
few days after the signing of the
pact, German forces invaded Poland,
launching World War II. While
Polish forces were more than oc
cupied in the west, the Soviet armies
invaded that hapless country from
the east. The defeat of the Poles,
which came with astonishing swift
ness, was followed by the division of
Poland between Germany and the
Soviet Union.

When Hitler's armies invaded Po
land, Britain and France declared
war on Germany. When Stalin's ar
mies invaded Poland, no action was
taken against the Soviet Union.
(Some history textbooks do not even
mention the Soviet invasion; those
that do, generally do not explore its
significance. Less than a year later,
when Italian armies invaded France
following the Nazi incursion, Presi-
dent Franklin Roosevelt declared:
((The hand that held the dagger has
plunged it into the back of its
neighbor." He might have made the
same dramatic remark earlier about
the Soviet Union, but he did not.)

During the ensuing fall and
winter, while German and Allied
forces were bogged down in a ((phony

war," the Germans safe behind the
Siegfried Line and the French and
British behind the Maginot Line,
the Soviet Union continued its ag
gressions. Soviet forces occupied
strategic locations in Latvia, Es
tonia, and Lithuania as a prelude to
their annexation. Then, Soviet
forces invaded tiny Finland. The
Finns, in one of the more heroic
episodes during WorId War II, held
the Soviet armies at bay for most of
the winter before they finally suc
cumbed.

Twin Aggressors

There was a more appropriate
reaction in Western Europe and
America to this act of aggression.
The Soviet Union was expelled from
the League of Nations, and the Al
lies offered military help to Finland
but were unable to provide it be
cause the other Baltic countries
would not permit it to pass through
their ports. Into the spring of 1940
the Soviet Union was running ((neck
and neck" with Germany for the
lead as an aggressor nation. There
after, Germany forged ahead with
the invasion of Norway, Denmark,
Holland, and Belgium.

The point is this, however: for a
brief interlude during the life of the
Nazi-Soviet Pact the affinity of
Nazis and Communists was dis
played for all to see, even if many
preferred to avert their eyes from
the spectacle. This should not be
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taken to mean that there were· not
differences between Nazism and
Communism. It is rather to say that
such differences as there were, were
accidental and inorganic. They were
differences of focus, of intention, and
of articulation. By contrast, the
similarities were organic and essen
tial.

Nazism and Communism are best
understood as parallel systems spun
from essentially the same ideologi
cal materials. That they were com
petitors for dominion over the peo
ples of the world there should be no
doubt, competitors whose eventual
clash with one another may well
have been inevitable. But competi
tion arises from those offering es
sentially. the same product or ser.;.
vice, not from those at opposite ends
of the spectrum. Their pact was a
temporary agreement to divide up
the territory over which they would
hold sway, much as two giant cartels
might agree to divide up the market
until. such time as one or the other
would be strong enough to begin its
incursion into the other's area.

The essential similarities of these
parallel systems emerge from a
comparison of them. Their modes of
operation and political structure
would hardly have been more nearly
alike if they had come from the same
mold.

In the first place, both Com
munists in Russia and Nazis in
Germany seized power by the use of

violence. True, the Nazis appeared
to come to power legally, but actu
ally Hitler only got into office le
gaIly, not to real power. As has been
shown, the Nazis only attained a
parliamentary majority by illegally
denying seats to the Communist
Party. In a similar fashion, Hitler
got his Enabling Act by suppressing
opponents and terrorizing his col
laborators. There was nothing more
than a semblance, if that, of legality
in the suppression of political par
ties, the subjection of the states, and
the subjugation of the labor unions.
The murder of political opponents
laid bare just how illegal had been
Hitler's thrust.to power. There was
never·any doubt, of course, that the
Bolsheviks seized power in Russia.

Minority RuJe

Both Nazi and Communist rule
was the imposition of the will of the
minority on the majority. Both
Nazis and Bolsheviks failed to get a
majority in the last (relatively) free
elections held before they consoli
dated their power and outlawed op
position parties. The Nazis· tried to
cover· this over .by holding plebi
scites' elections in which the alter
native was to be for whatever was
being proposed or for nothing, i.e.,
against it.. The Communists have
tried over the years to provide an
appearance of popular support for
the regime by having elections in
which there is only a single slate of
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candidates. The people are asked not
to elect but to give approval to what
already has been decided. Actually,
since the parliament had no signifi
cant power in Nazi Germany and
has none in the Soviet Union, the
make-up of them came to be a mat
ter of little importance.

Nazi Germany was and Soviet
Russia is a one-party state. In both
cases, once their leaders came to
power, these parties ceased to be
political parties, to the degree that
they ever had been, and became in
struments of the ruling elite. They
were not originators of policy. How
could they be? It is only in opposi
tion to other parties that party pro
grams have any significance. They
became, instead, tightly knit,
fiercely loyal, and militant organi
zations to support the will of the
rulers.

Nazi Germany had a personal dic
tatorship. In Nazi theory and prac
tice all power and authority pro
ceeded from the Fuhrer, the leader,
Adolf Hitler. Hitler did not care at
all for administrative detail and
spent very little time on it. Some of
the most momentous decisions he
made, such as that of the extermina
tion of the Jews, were not even re
corded so far as has been deter
mined. (He may not have wanted a
record, of course, of the decision to
exterminate the Jews.) Hitler's or
ders were often given out informally
to associates and companions, more

as wishes than commands. The
method was more that of gangsters
than what is ordinarily expected of
prime ministers and heads of state
(Hitler was both after the death of
Hindenburg, though he wished to be
addressed as ~~Mein Fuhrer"). Many
decisions apparently were handed
down at the mid-afternoon dinners
when Hitler was in Berlin. These
frequently were attended by Goeb
bels, Himmler, Hess, and other lead
ing figures, though rarely by Goer
ing who preferred more sumptuous
fare. Albert Speer, who often at
tended, put it this way:

Dining with Hitler regularly meant a
considerable loss of time, for we sat at
table until half past four in the after
noon....

Yet it was important for one's prestige
to attend these dinners. Moreover, it was
important to most of the guests to be
kept abreast of Hitler's daily opinions.
The round table was useful to Hitler
himself as well, for in this way he could
casually and effortlessly hand down a
political line or slogan. 1

Dictators All

The Soviet Union, too, has had a
succession of personal dictators. The
practice began with Lenin, reached
its apogee with Stalin, and was con
tinued by Malenkov, Khrushchev,
and Brezhnev. Communists usually
have made some effort to hide the
personal character of the dictator
ship behind a facade of ~~collective
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leadership," but the reality has sur
faced too often for it to be generally
believed. In his ((Secret Speech to
the Twentieth Party Congress,"
Khrushchev made clear the per
sonal nature of Stalin's rule:

Stalin acted not through persuasion,
explanation, and patient co-operation
with people, but by imposing his con
cepts and demanding absolute submis
sion to his opinion. Whoever opposed this
concept or tried to prove his viewpoint,
and the correctness of his position, was
doomed to removal from the leading col
lective and to subsequent moral and
physical annihilation. . . .2

What Khrushchev's remarks may
obscure, however, is that while
there have been differences in de
gree of personal rule, it has been
characteristic of communist gov
ernments' whether in the Soviet
Union or elsewhere.

There were even parallels in the
style of living of Hitler and Stalin.
Both men were ((night owIs," given
to staying up to the wee hours of the
morning and keeping their as
sociates awake with them. They
were both addicted to movies, Hit
ler's taste running to musicals while
Stalin liked American westerns.
Stalin had a screening room for
films in the Kremlin, but Hitler had
his own ((theater" in his hideaway in
Obersalzberg. Both men had warped
s~t\ses of humor, preferring jokes at
the expense of those around them.
Stalin was, if anything, the cruder of

the two. In late night drinking
sprees, he was apt to do such things
as have Khrushchev, or others, per
form a Russian folk dance in which
they lacked all talent. Both were
anti-Semites. Hitler, of course pub
licized his anti-Semitism, but Stalin
was more circumspect in displaying
his. Khrushchev gives these exam
ples of Stalin's anti-Semitism:

... When he happened to talk about a
Jew, Stalin often imitated in a well
known exaggerated accent the way Jews
talk. This is the same way that thick
headed, backward people who despise
Jews talk when they mock the negative
Jewish traits. Stalin also liked to put on
this accent, and he was pretty good at it.

I remember when I was working in
Moscow, some kind of trouble at the
Thirtieth Aviation Factory was reported
to Stalin through Party channels and by
State Security. During a meeting with
Stalin, while we were sitting around
exchanging opinions, Stalin turned to
me and said, cCThe good workers at the
factory should be given clubs so they can
beat the hell out of those Jews at the end
of the working day."3

If Khrushchev is to be believed, he
considered this a direct order from
Stalin, but he did not carry it out.

A Lonely Position

Both Hitler and Stalin apparently
were fearful of being alone, which
was the main reason for keeping
people around so late at night. Speer
has said of the late nights with Hit
ler at Obersalzberg: ((From one
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o'clock on some members of the
company, in spite of all their efforts
to control themselves, could no
longer repress their yawns. But the
social occasion dragged on in
monotonous, wearing emptiness for
another hour or more, until at last
Eva Braun had a few words with
Hitler and was permitted to go up
stairs. Hitler would stand up about a
quarter of an hour later, to bid his
company goodnight."4 Of Stalin,
Khrushchev says: «He suffered ter
ribly from loneliness. He needed
people around him all the time.
When he woke up in the morning, he
would immediately summon us,
either inviting us to the movies or
starting some conversation. . . . He
was depressed by loneliness and he
feared it."5

There are many monstrous as
pects to this immense concentration
of power in one man but none more
than their role in making war. Ac
cording to Khrushchev, Stalin
planned military operations on a
globe! He never visited the front
lines and could not be persuaded to
consult detailed maps. Khrushchev
told in detail the effects of this on
one operation. It was in the Kharkov
region in 1942. Stalin had ordered a
massive encirclement operation.
Those who were on the scene per
ceived the great danger of trying to
carry it out. However, it was most
difficult to reach Stalin on the mat
ter, and when he finally was con-

tacted he insisted that the operation
must be carried forward as planned.
«And what was the result of this?
The worst that we had expected. The
Germans surrounded our army con
centrations and consequently we
lost hundreds of thousands of our
soldiers."6

Hitler believed himself to be a
military genius, and many military
men were greatly impressed with
his early successes in directing mili
tary operations. Hitler was a mas
ter of the politics of collectivism, as
already has been noted, and so long
as he could conduct war in a similar
manner as his political moves, i.e.,
by surprise, by audacity, by swift
ness, and by doing the unexpected,
he was a master strategist. How
ever, once his forces were on the
defensive these tactics were of little
use. Armies that are overpowered
need to withdraw, to cut their losses,
maintain discipline, shorten their
lines, and take up superior posi
tions. Time and again Hitler refused
to authorize tactical withdrawals,
insisting that his units stand their
ground or seize the initiative, only
to have them overwhelmed or re
treat in disarray. Although there is
no satisfactory way to calculate such
things, it is probable that the num
ber of deaths attributed to Stalin
and Hitler should be increased by
several millions on account of their
military blunders.

My main purpose here is neither
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to prove that Hitler and Stalin were
dictators nor that dictatorship can
have horrifying unwanted conse
quences. Those are points, of course,
that are well taken, but they are
generally, though not universally,
accepted. The point is rather that
collectivism entails dictatorship, en
tails the concentration of power in
the hands of a single man, and that
the ills that follow are a conse
quence of collectivism.

In short, dictatorship as we have
come to know it in the twentieth
century is an effect, not a cause. It is
the necessary effect of the idea
which has the world in its grip. If all
effort is to be concerted to achieve an
end, any end, that effort must be
directed by a single man, else it will
be dispersed due to the diversity of
men. Communism was the cause of
Stalin's dictatorship. Nazism was
the cause of Hitler's dictatorship,
even though it is conceivable that
Hitler contrived the Nazi ideology in
order to become dictator. Rule by
one is the norm for the control and
direction of all human organiza
tions; rule by one is transformed
into personal dictatorship by collec
tivism.

Atonement

The key to understanding the ef
fects produced by socialist or collec
tivist ideologies is their thrust to
concert all efforts. These ideologies
proclaim that man is not free and

creative because he is not at one
with those around him. He is not at
one because there are those in his
midst who have aims and purposes
at odds with him. This external con
flict internalizes itself in the indi
vidual as the drive to pursue his own
self-interest, which, in turn, tends to
set every man against every other
man. Socialist ideologies propose a
historical explanation for this condi
tion. Marxists· hold that the condi
tion is a product of the class strug
gle, a struggle resulting from the
control of the means of production of
goods and services by some domi
nant class. In this latest age, capi
talists constitute that dominant
class, and they are the disrupters of
the harmony and productivity of
man. According to Nazi ideology,
the historical conflict is basically
racial. According to Hitler, what
stood in the way of unity, har
mony-at oneness-, and freedom of
the German or Nordic peoples was
the presence in their midst of dis
ruptive races, or, more specifically,
the Jews.

What collectivist ideologies at
tempt to achieve, then, is at-one
ment. (This is the religious word
~~atonement,"which socialists do not
employ, but which captures the
overtones of their meaning. The
unity or at-one-ment they profess to
seek, of course, is not with God but
within society, which is the deepest
reason for referring to them as
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socialists.) The basic device for
achieving an at-one-ment within
society is what is called by
psychologists ~~projection." That is,
they project upon some other group
or class or race the blame for the ills
or discontents that beset them. This
is also known as ~~scapegoating."

The Marxists blame the disruption
upon the ~~exploiting classes," upon
capitalists, imperialists, or what
ever. The industrial worker is in
vited to project the blame for his
condition upon the owners of factory
and mine. The peasant is to lay the
blame for his deprivation upon the
landlord. Hitler, of course, projected
the blame for the disharmony and
disruption of the German people on
the Jews.

Enemies to Demolish

Both Nazi and Marxist ideologues
sometimes presented their cases
very simplistically. To the Marxists,
it would only be necessary for the
proletariat to seize the means of pro
duction from the capitalists, and ev
erything would be set right. To the
Nazis, it would only be necessary to
suppress and drive out the Jews, and
the Germans would be freed from
the incubus afflicting them. But, of
course, it was never that simple. In
both ideologies, society was sup
posed to be deeply infected; the
sources of the disintegration of the
individual and society lay deep.

To the Marxists, capitalist ideol-

ogy was deeply imbedded in the
whole cultural framework. This
condition was described as the pre
valence of bourgeois culture. Due to
this prevalence, the pursuit of self
interest which occasioned the dis
harmony and produced the disrup
tion in society had penetrated the
arts, literature, the family, all social
institutions, and was given the color
of divine sanction by religion. Only
the most advanced of an elite could
be free from its sway at the outset.

The Jewish infection, as Hitler
was given to calling it, was believed
by the Nazis to have burrowed
deeply into German culture, and
into that of other peoples as well.
There were, of course, many promi
nent Jews in literature, in music, in
the other arts, and particularly in
the field of publishing. The great
carrier of the ~~Jewish infection," Hit
ler claimed, was international
Marxism. But it takes no great in
sight to perceive that there was an
even more pervasive source of
~~Jewish infection" in Germany,
namely, the Christian churches. The
roots of Christianity in Judaism, the
fact that Jesus was born a Jew, were
facts that Hitler might ignore pub
licly but which did not go away by
being ignored. Some of the Nazis
were as outspokenly anti-Christian
as they dared to be. Heinrich Himm
ler and Martin Bormann were two of
the more prominent. Speer says that
Bormann carried on a continual
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verbal campaign against the
churches with Hitler. Hitler's stan
dard reply was, ((Once I have settled
my other problems ... , I'll have my
reckoning with the church. I'll have
it reeling on the ropes."7

Rooting Out Infections

A part of the repression of Nazi
and Soviet regimes was aimed at the
((scapegoats," those on whom the
blame for conditions was projected.
Another part was aimed at rooting
out and destroying any Hinfections"
from these elements. The remainder
of the repression, so far as it was
ideological in origin, was aimed at
concerting all efforts, Le., producing
action in conformity with the re
gime. Vladimir Yurasov, a defector
from the Soviet Union, has summed
up the impact of all this in a fic
tionalized account of his experi
ences. The following quotations in
the speech of one of his characters
are supposed to be from General
Serov, a real life head of military
security:

... We cannot permit our people to live
as they please! Do you understand? Peo
ple it seems have themselves too much in
mind! But government deems that you
should deny your own self, become the
same sort of fanatic or else-off to a labor
camp! Off to become a slave! Katia, do
you understand?8

Hitler described the Nazi idea this
way: HThe underlying idea is to do
away with egoism and to lead people

into the collective egoism which is
the nation."9 Or again, ((It is essen
tial that the individual should
slowly come to realize that his own
ego is unimportant when compared
with the existence of the whole peo
ple.. " ."10 He would, he declared,
stamp ((the Nazi Weltanschauung
[world outlook] on the German peo
ple." For, (tit is only the harshest
principles and an iron resolution
which can unite the nation into a
single body...."11

Curbing Individuality

In both the Nazi and Soviet sys
tems, then, the individual could be
of no importance. Only as he joined
his efforts to those of the mass would
they be of consequence. It follows
that individual liberty would be de
pendent upon the will of the regime,
that individual rights could hardly
exist, that freedom of choice would
be severely circumscribed, and that
private property could exist in name
only. So it is in the Soviet Union; so
it was in Nazi Germany.

Neither freedom of speech, nor
freedom of press, nor freedom of as
sociation could be tolerated. In the
Soviet Union, individuals have been
sentenced to years of servitude in
forced labor camps for failing to re
port some anti-Communist remark
or joke that they have overheard. A
priest was sentenced to death in
Nazi Germany for making an anti
Nazi joke in front of an electrician
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who was working at his rectory.12

Joseph Goebbels, Propaganda
Minister for the Nazis, was in
charge of the news, among other
things. He determined what should
be reported and how it should be
told. Daily press directives went out
from the Propaganda Ministry to
editors all over the country, direc
tives which covered in minute detail
how everything should be handled. 13

There are, of course, no private
newspapers or television or radio
stations in the Soviet Union; in con
sequence, all news is determined by
political an.d ideological considera
tions. Crashes of Soviet airplanes
are not reported, for instance, and
the names of those killed are never
published. There is good reason for
this latter practice; no record is kept
of passengers on airlines. So much
for the individual!

Nazis held ceremonial book burn
ings at universities and other
places. Not only were the works of
Jews consigned to the flames but
also many works of Gentiles that
were considered dangerous. In gen
eral, modern art and modern music
were proscribed in Germany. In the
Soviet Union, all access to foreign
materials is limited or restricted,
and all publishing houses are gov
ernment controlled. Much of the
same sort of art and music that was
prohibited in Nazi Germany is kept
from view by the Communists. Both
Communists and Nazis had ideolog-

ical predilections toward Hfolk art,"
but in practice favored the classics.

Freedom of association may well
be the most valuable of all freedoms.
Certainly, without it all other free
doms are sterile and barren. It is the
means by which voluntary co
operation takes place, by which men
work together in groups to effect
their ends, whether social, religious,
charitable, business, or whatever.
.And, freedom of association is
anathema to collectivism. Since all
activity must be concerted, any vol
untary association is suspect, or
worse. It is a potential conspiracy
against the state; hence, it must be
broken up.

Restrictions on Association

Association with an ((enemy of the
people" has long been proscribed in
the Soviet Union. Penalties for it
range from a few years in a camp to
death. But it is not possible ordinar
ily to know who is an ((enemy of the
people" until he has been convicted
or sentenced. Thus, all associations
are fraught with danger, even with
members of one's own family, for
punishment ordinarily is retroactive
for association with an ((enemy of
the people." There are, of course,
many associations in the Soviet
Union, but membership in them is
hardly voluntary, and they are not
free. There are associations of writ
ers, of artists, ofworkers, of farmers,
of clergymen, and so on. It is usually
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necessary to belong to the ~~associa

tion" in order to engage in the activ
ity involved-to belong to the as
sociation of writers in order to get
published, for example-, but the
association is under the direction
and control of the state. It is an
instrument of state, not of its mem
bers.

The restrictions on assqciation
were never as thorough and com
plete in Nazi Germany as in the
Soviet Union, but it hardly could be
said that the Germans had freedom
of association. Only one political
party was permitted. so that there
was no choice of political associa
tion. Only one labor union was al
lowed, and it was government con
trolled. In effect, there could be no
private business associations or pri
vate farmer organizations. The gov
ernment penetrated and controlled
these. A dissident association of
clergymen ended with many of its
:members in prisons and concentra
tion camps.

Especially, the Jews

The most strenuous restrictions
on association were between other
Germans and Jews. (Jews generally
have insisted, and rightly, that they
were Germans too.) The most rigor
ous restrictions were applied to mar
ital and sexual relations between
Gentiles and Jews, but they ex
tended to other areas as well. Except
for the aged, ~~German"women were

not permitted to work in Jewish
households. ~~Jewish pupils were
excluded from the state-school sys
tem, and all Jews were debarred
from public swimming-pools, sports
grounds and parks. . . . A typical
scene took place at a Berlin green
grocer's when a four-year old Jewish
girl begged her mother for some
cherries; when told that fruit was
excluded from the Jewish ration she
ran out of the shop crying."14 It was
precarious, of course, to associate
with a Marxist, a pacifist, or anyone
who might be anti-Hitler or anti
Nazi.

Private property is the necessary
condition of individual rights. With
out it, there is no place to stand
against the state, and there are no
means with which to protect oneself.
It is well known that Russian Com
munists made a root and branch
assault on private property. Such
remnants of it as remain in the
Soviet Union are privileges granted
by the state, not rights belonging to
the individual. The attack upon
property was neither so direct nor so
drastic in Nazi Germany as in the
Soviet Union. The major exception
was the property of Jews, much of
which was confiscated. Indeed, the
Nazi approach to property differed
from that of revolutionary socialism.
It was more nearly that of
gradualist or evolutionary social
ism. Hitler had declared in the mid
dle of 1933 that henceforth he in-



1977 NAZI-SOVIET PARALLELS 723

tended to follow an evolutionary
road. This was generally so where
private property was concerned.

Empty Forms of Property

Land titles and deeds generally
were left undisturbed. Individual
and family holdings were likely to
remain technically in the same
hands as before. ((Technically" is the
key word here, however, for prop
erty was treated as an adjunct of the
state, something to be used and dis
posed of in the interest of the nation.
The substance of private property
was drained away while the form
was left more or less intact. For
example, from 1937 onward share
holders could no longer participate
in determination of corporate policy.
Many Nazis were placed on boards
of directors, and control of com
panies was determined by a combi
nation of managers, Nazi Party offi
ciaIs' and government policy. There
was a movement toward a return to
primogeniture and entail for rural
property, which divested the owner
of the power to dispose of the prop
erty. Agriculture was controlled by
what was called the Food Estate.
Some of its activities are described
in the following:

The Food Estate maintained a dossier
on each farm, in which it entered
monthly reports on the state of crops and
livestock, labour force and wages, deliv
ery obligations and actual delivery data.
Intent on its self-sufficiency drive, the

regime also partly coerced and partly
coaxed farmers into reducing the area
under such crops as wheat, rye and
temporarily-hops in favour ofbeet, flax,
rape and sunflowers.15

Coercion apparently extended also
to farm animals, for the Food Estate
prescribed that each hen should lay
at least 65 eggs per year. It is un
likely, however, that Nazi Gauleit
ers came to the farms personally to
wring the necks of non-conformist
hens.

In brief, the Nazis controlled, or
attempted to, the means of produc
tion and distribution of goods and
services. All producers belonged to
some sort of collective, one devised
for the particular undertaking.
These collectives, in turn, were in
terpenetrated and dominated by the
government. Prices and wages were
controlled; production quotas were
set; and the unproductive were
weeded out. Licensing for trades and
crafts controlled the opening of new
businesses. The socialist plank of
the Nazi program was honored; even
if it was not in the way prescribed
by Marxists.

Propaganda Measures

Repressive measures were not the
only means used by Nazis or Soviet
Communists to draw people into the
collective effort. Both regimes
sought to concert all efforts by ((posi
tive" measures. There were paral
lels here, too. Communists employ
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propaganda on a massive scale. In
deed, the language, the literature,
the arts, and even the architecture
is permeated with propaganda.
Communists have long opposed the
idea of ((art for art's sake." The prac
tical meaning of this is that art
exists for ideological, political, and
propagandic reasons. They are
equally opposed to food for food's
sake, tractors for tractors' sake,
clothing for clothing's sake, sports
for sports' sake, and so on. Every
thing that is produced and brought
into being is for the glorification of
communism: production is for the
statistics of production (gross na
tional product, as we would say);
victories of Soviet athletes show the
superiority of communism; tractors
demonstrate the progress of Russia
under communism. Foreign news
men are apt to be accused of spying
when they take pictures in the
Soviet Union. Their offense, one
suspects, is that they may get such
pictures published without the
propaganda gloss which is necessary
to ((understanding" them.

The Nazis used propaganda as
vigorously and extensively as any
regime ever has. Joseph Goebbels
undertook to see that every medium
of expression was used to glorify the
Aryan race, the German people, the
Nazis, and Hitler. Nazis probably
were much more successful in draw
ing the people into and making
them a part of the propaganda than

communists have been. German
might became visible by way of
goose-stepping soldiers marching
through the streets or massing at
some rally. But millions of Germans
who were not in the army wore uni
forms. Eventually, nearly all chil
dren belonged to the Hitler Youth
between the ages of 10 and 18. There
was the SA and the elite corps of SS
in their uniforms. The ideal Ger
man, German history, and German
exploits were depicted in song, in
story, in film, on canvas and, if it
could be done, in architecture. The
Third Reich was supposed to last for
a thousand years, a millennium, ac
cording to Nazi propaganda, and its
enduring foundation was being laid
by Hitler.

Commitment to Collectivism

There are too many parallels be
tween the Nazis and Soviet Com
munists to be covered here. They
parallel one another in such things
as the Hitler Youth and Komsomol
or Young Communists. Both at
tempted to use the schools for imbu
ing the young with their ideas. Both
Nazi and Soviet leaders were
gangsterlike in their operations.
Both regimes relied on terror to con
solidate and maintain their power.
The list could be made longer, but
surely the point emerges. The mat
ter has been aptly summed up by
Leopold Tyrmand in the opening
paragraph of a chapter on ((Com-
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munism and Nazism: a short com
parative study":

Ruminating on this topic is generally
regarded as vulgar, as something too
unbecoming to be done. But why? Noone
really knows for sure. It is the terror of a
convention. Too many people who later
became respectable declared themselves
Communists at some time in their lives.
Those, however, who survived both
Nazism and communism, without con
senting to participate in either, are not
versed in such subtleties. In Eastern
Europe there are millions of such people,
and the rule consecrated by intellectuals
that communism and Hitlerism are not
the same does not hold water with them.
Because if one thinks about it un
squeamishly, pitilessly, and to the end, it
is all too easy to establish their grisly
similarity.16

The ~~grisly similarity" is a result
of a similar cause: the commitment
of both regimes to collectivism. The
effort to produce human felicity in
both cases produced widespread
torment. Even grisly regimes,
perhaps grisly regimes particularly,
give rise to their own wry humor.
Hitler was hardly a laughing matter
to Jews, but their sense of humor,
this last resort of the human spirit,
did not entirely desert them. Here is
a Jewish joke from Nazi Germany
which might just as well have come
from Soviet Russia:

Meeting the worried and abstracted
Goldstein, Kohn tells him that David
sohn has died. Goldstein shrugs his
shoulders. ~~Well, if he got a chance to
better himself...."17 @

Next: 13. World War II:
A Socialist Conflagration
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DEFICITS
&

UNEMPLOYMENT
Henry Hazlitt

I HAVE explained in a previous arti
cle some ofthe harm that deficits do.
Here I wish to concentrate on one
thing they do not do. They do not
cure unemployment.

Let us turn to segments of the
historical record, year by year.

After 1930, we had cheap money,
inflexible or rising wage-rates, and
heavy government deficits for the
next ten years. We also had mass
unemployment for the next ten
years-until World War II finally
bailed us out:

Deficit Percentage of
Year (MIllions) Unemployment

1931 $ 462 15.9
1932 2,735 23.6
1933 2,602 24.9
1934 3,630 21.7
1935 2,791 20.1

1936 4,425 16.9
1937 2,777 14.3
1938 1,177 19.0
1939 3,862 17.2
1940 3,095 14.6
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In the foregoing tabulation, the
deficits are for the fiscal years end
ing on June 30; the unemployment
is an average of the full calendar
year. These deficits may not seem
large in comparison with the sums
to which we have recently become
accustomed, but they were not triv
ial in their time. As the average
annual deficit for the period was
$2.8 billion, and the average expen
diture $6.7 billion, the deficits aver
aged 42 per cent of total expendi
tures. Translated into other terms,
the $2.8 billion average was 3.6 per
cent of the gross national product of
the period. The same percentage of
the gross national product of 1976
would be equivalent to a deficit of
$60.9 billion.

Henry Hazlltt, noted economist, author, editor, re
viewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Sar
ron's, Human Events and many others. Best known
of his books are Economics in One Lesson, The
Fai/ure ofthe "New Economics," The Foundations 01
Morality, and What You Should Know About Inflation.
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Now let us look at the record from
1960 through 1976:

Deficit Percentage of
Year (MIllions) Unemployment

1960 $ 269 Surplus 5.5
1961 3,406 6.7
1962 7,137 5.5
1963 4,751 5.7
1964 5,922 5.2

1965 1,596 4.5
1966 3,796 3.8
1967 8,702 3.8
1968 25,161 3.6
1969 3,236 Surplus 3.5

1970 2,845 4.9
1971 23,033 5.9
1972 23,372 5.6
1973 14,849 4.9
1974 4,668 5.6

1975 45,108 8.5
1976 66,461 7.7

Sources: The Budget of the United States
Government, 1978, p. 437. Economic Report of
the President, January, 1977, p. 221.

There are so many factors operat
ing at all times in a national econ
omy, and so many conditions, in
particular, helping to determine the
overall rate of employment or un
employment, that a simple statisti
cal comparison like the foregoing
does not ~~prove" anything beyond

dispute. But on their face the figures
hardly tend to show that deficits,
even massive ones, prevent or re
duce unemployment. On the con
trary, the higher the deficits in the
foregoing table, the worse the un
employment record.

The average unemployment in
this country over a long period of
years has been a shade under 5 per
cent. In the six years beginning
1971, when massive chronic deficits
set in, the unemployment rate aver
aged 6.36 per cent, and higher in the
two years when the deficits were
highest.

It is interesting that in the sixteen
years following 1960, there was a
surplus in only one year-1969
and in that year unemployment was
the lowest.shown in the table.

A coincidence, no doubt. But one
of the worst consequences of the
fixed Keynesian myth that deficit
spending cures unemployment is not
only that it promotes reckless gov
ernment spending and monetary in
flation, but. that it systematically
deflects attention from a study of the
real causes of unemployment-ex
cessive union wage-rates, minimum
wage laws, prolonged unemploy
ment insurance, and a score of other
social programs that diminish the
incentives for men to accept market
wages or to look for work. i



Ronald J. Berkhimer

The Failure
of the

"New Economics"

BACK in 1959 there came into print
a book which might have changed
our world. In painstaking detail, it
refuted all the premises of the most
influential book on economics since
Marx, John Maynard Keynes' Gen
eral Theory ofEmployment; Interest
and Money, first published in 1936.
Other well-known free market
economists had attacked Keynes,
but this was the first full length
analysis, almost sentence by sen
tence, of Keynes' chief work.

Yet Van Nostrand's original edi
tion of Henry Hazlitt's The Failure
ofthe ~~New Economics" sold no more
than 5,000 copies and a 1973 edition
by Arlington has added only 7,000
more. In a world largely controlled
by words, why has an apparently
monumental work been so com
pletely ignored?

Mr. Berkhimer is a retired chemical engineer who is
now engaged in volunteer work with nonprofit, non
partisan organizations.
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To answer this question we must
first look at what Keynesian eco
nomics is all about.

Although the writing of Keynes
(pronounced HKanes") is compli
cated and contradictory, Hazlitt has
reduced it to something quite sim
ple. He finds it largely a rehash of
mercantilism, a centuries old theory
that when business is bad it is due to
(1) a scarcity of money, and (2) gen
eral overproduction. The first of
these is one of the old, populist
easy-money theories which still per
sists to some extent in Congress 200
years after it was first destroyed by
Adam Smith. If it were valid, the
underdeveloped nations would only
need to print large quantities of
paper money in order to have in
stant prosperity.

Jean Baptiste Say, the French
economist, disproved the over
production fallacy with his Law of
the Markets in 1803. He pointed out
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KEYNES is unsuccessful in his attempt to deny the most
strongly established principle in economics-that if the price
of any commodity or service is kept too high (i.e., above the
point of equilibrium) some of that commodity or service will
remain unused or unsold. When wage-rates are too high there
will be unemployment.

Adjusting the myriad wage-rates to their respective equilib
rium points may not always be in itself a sufficient step to the
restoration of full employment, but it is an absolutely neces
sary step. Keynes tried to substitute general monetary infla
tion for piecemeal wage-and-price adjustment. But without
proper wage-price coordination, inflation cannot bring full
employment.

HENRY HAZLITT

that supply creates demand, if not
for itself, then for something else.
Nobody produces anything except to
consume it or exchange it for some
thing else to consume. Therefore,
since demand is essentially unlim
ited, there can never be more than a
temporary oversupply of some com
modities. This is logical, though few
of us non-economists would have
thought of it in this way.

Errors Abound

Yet, 130 years after Say, Keynes
came out with his essentially mer
cantile theories as if they were
something new, and he became fa
mous, as Hazlitt puts it, by ((refut
ing" Say's Law by simply saying it
was untrue.

Another feature of Keynes' Gen
eral Theory is his consistent refusal
to attribute any blame for un
employment to inflated wage rates.
In so doing, Hazlitt says, Keynes is
unsuccessfully attempting ((to deny
the most strongly established prin:
ciple in economics-that if the price
of any commodity or service is kept
too high (Le. above the point of
equilibrium) some of that commod
ity or service will remain unused or
unsold. When wage rates are too
high there will be unemployment."

How could a man so obviously
erroneous in his theories have been
so influential, be made a lord, and
convert to Keynesianism, among
others, Presidents Franklin
Roosevelt and Richard Nixon and
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some of President Carter's current
advisers?

Let us look at the political and
economic climate of the times the
General Theory appeared and the
years since. On a world in the dark
ness of a general depression, the
book burst like a skyrocket (with
just about as much permanent
light). Keynes had an easy way to
bring back prosperity. Just have the
government spend more money,. put~
ting it in the hands of people who
would immediately put it into circu
lation, thus ((greasing the wheels of
industry." No matter that the gov
ernment didn't have the money· to
spend-just borrow it, or print it. So
this deficit spending creates infla
tion? Better that than to fail to udo
something."

Deficit Spending

Keynes did not originate deficit
spending; the U.S. had already been
doing it for several years. But, as a
supposedly brilliant economist, he
legitimized it and has insulated it
against reality for many years up to
and including the present.

Since Keynesianism has the un
reasoning support of the big spend
ers among the politicians and bu
reaucrats, the higher-wage advo
cates of. the unions, and the left
leaning media, one can easily see
why Hazlitt's book, which under
mined some of their most basic be
liefs, got the silent treatment. In the

old days, they would have burned it.
Now, with their power over the
communication channels, they have
simply ignored it.

An awakening to the fact of The
Failure of the rrNew Economics"
might revolutionize our society. We
might get unionized labor back in
the free market and solve the un
employment problem at the same
time. We might balance the Federal
budget in short order and set an
example for the rest of the world in
the control of inflation.

Is it too late for this to happen?
True, we are far down the road to

socialism. But there are hopeful
signs. More and more frequently we
read of growing doubts about
Keynesianism.

Was it Shakespeare who said,
((Truth will out"?

Let it be soon! @

Editor's Note: Arlington
House recently has brought
forth a new printing of The
Failure of the rrNew Econom
ics" ($11.95), as well as the
companion volume compiled
and edited by Mr. Hazlitt, The
Critics of Keynesian Econom
ics ($9.95).

Either book is available and
may be ordered from The
Foundation for Economic Edu
cation, Inc., Irvington-on
Hudson, N.Y. 10533.



Daniel Patrick Doyle

Helped by
THE
INVISIBLE
HAND

ARE you one of those who lobbies for
National Health Insurance and yet
shudders at the thought of putting a
bedpan under a sick person? Do you
constantly squeak out noises about
~~the whole rotten system" and its
Satanic conspiracy to never listen to
your whining? Do you find your
spiritual experience in some hell on
earth? Do you eat too much with
money given to you for dreaming up
new ways to redistribute the
wealth? Are you a middle class art
major who lectures his father on the
terminal inferiority of money and
work while helping yourself to a
dessert that he paid for by his work
ing? Does a person who is too acute

Mr. Doyle, of Jennings, Missouri, finds the flaws in
his liberal progressive education being corrected by
the precious freedom that allows Adam Smith and
John Dewey to compete for readers In the same
library.

to grasp the obtuseness of Marcuse
qualify for you as a fitting victim of
a terrorist bombing?

Well, if you are, then please read
the following because it just may
save you from a horrible fate.

Although initially I was highly
skeptical, very shortly I personally
verified the existence and superior
economic (and personal) efficacy of
The Invisible Hand of the free mar
ket. This natural mechanism is
really present and operating with
greater success than any other
economic system, even in spite of
wasteful Federal controls. The free
market is benevolent in both the
proximate and ultimate senses of
the word. More than decisively dem
onstrating the necessity and merit
of individual initiative, the private
enterprise system also distinguishes
between quality effort and medioc-
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rity and rewards and penalizes them
accordingly. Its very impersonality
enables the free market to offer op
timum opportunity for personal
input into one's work, leisure and
relationships.

All of the above is true! I assert it
without doubt or guile and with the
confident pleasure of an Olympic
sprinter enjoying his race too much
to ponder the physiological pro
cesses involved in his performance.
Like him, I know that a Gold Medal
is more than just the sum of the
chemical phenomena in his running
body. No, an achievement, any
achievement, is much, much more
than that.

In my own case, a year of healing
exposure to the natural tonics of
hard work, competition, thrift and
the pleasure of earning on the level
of my ability was a real therapy. It
gave me the self-confidence, im
proved lifestyle and happiness that
pills, shock treatments and state
subsidized psychiatry had never
given me.

I lost over 100 pounds of morbid
fat. I quit drinking and smoking.
That haunted look has left my eyes.
I no longer weep wretchedly for a
minimum of an hour a day. I now
sleep soundly and manage well with
five hours per night, less than halfof
the minimum twelve hours per day
that I used to spend in frightened,
protective slumber that was more

anesthesia than rest. I now work
full-time. I attend college two nights
a week and karate lessons another
two nights. On weekends, I have
fun-good, clean, healthy fun
instead of my former neurotic pur
suit of a religious experience in de
pravities and mutually lacerating

. personal relationships.
My family, friends and old ac

quaintances have all been
dumbstruck by the sight of Dan
Doyle out ofhis rut, out of bed before
noon, off his back and on his feet all
day, out ofhis ivory tower and doing
something positive instead of bit
terly cursing every passing atom so
ill-mannered as to exist in the same
universe with him. And just im
agine! My body is now lean, hard
and full of energy! My mind is on
this side of the grave, for a welcome
change! I have joined the living and
I love it!

Before, a minor discourtesy from a
grocery clerk would sink me into a
week of depression and squirming,
destructive fantasies. Now I smile
and laugh at such things and I usu
ally say a kind word that will have
the person confiding in me the rea
son why he or she insulted an unde
serving stranger in the first place.

How did it all happen? What was
the stimulus? Who or what do I
thank? Well, several people and
many things, but mostly I credit the
experience of competition and the
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opportunity to try and fail, and dis
cover myself still alive, and then try
again and again and finally succeed.
I thank the exhilaration of exerting
my muscle and mind against the
real world and the rich, full, happy
feeling that came from punching out
at the end of my shift and leaving
the baling room filled up with
neatly packed, tightly'wired, 500
pound bales of trash standing in
symmetrical rows against the walls.
To me, my daily transformation of
loose, randomly dropped mountains
of trash into disposable units was
the embodiment of utilitarian
beauty!

Yes, I was a trashman! For Sears,
J. C. Penney and other companies.
And doubt it if you will, but the
trash challenged me! It motivated
me! I unearthed a treasury of wis
dom coming down the chute at
Sears! The cardboard, the paper, the
wood and glass and other waste did
not quote to me from famous literary
nihilisms. The trash did not argue or
debate or score points or use wit, nor
did it listen to me do those things.

No, the trash just resisted me. Its
prolonged presence and magnifica
tion in the absence of my labor on
it-well, those things contained per
sonal implications that challenged
me. Trash just lay there in a disor
ganized heap that would not bale
itself and would inevitably get big
ger and bigger until it accumulated
to such an unwieldy magnitude that

it would catch my boss's corrective
eye. My neglect of it would finally
cause me more problems than had I
steadily packed it in an ongoing
manner as it came down the chute
during the day. In other words,
trash-baled and stacked-meant:
a) keeping my job and income; b)
continued opportunity to save
money for the future, my future that
I now chose to look forward to. Take
away the trash and a dismal hole
opened in which to throw myselfand
not even make a sound. Trash trans
lated itself into a convincing argu
ment.

So, on my very first day of my new
job, I decided that: nYes, I am frus
trated and yes, I am getting even
more aggravated by this job, but
since I presently lack the skills and
experience to secure something bet
ter, I will stay right here and grow
up and right now! I will convert my
tensions into a personal gain, and
change anxiety and anger into a
paycheck. I will transform this
knotted-up Minus in my seething
insides into a Plus! Instead of day
dreaming about maximums, I will do
something with minimums! Besides,
it feels 100 per cent better to be
awake with sweat and sore muscles
than to be dead asleep because my
idle melancholy and morbidity
caused consciousness to lose its at
traction!"

So, I stayed and I worked hard! I
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learned to listen and talk to people. I
learned to accept authority without
resentment, to not fear a co-worker
with bigger muscles and not to bully
one smaller than I am. I learned to
smile and laugh naturally and spon
taneously, to kid around without
getting serious and to be serious
without kidding around. And, in my
free time, I worked out in a gym
instead of overeating. And I drove
out into the country and walked
around among the lilies of the field
and really considered them instead
of reading the articulate illiteracy
and adolescent pretensions in the
self-improvement books. I enjoy the
lilies, but I do not envy them. Com
parisons between men and women
and flowers are impossible. I live by
my own thought and labor. I advance
in direct relation to the quality
of my judgment and work. And
my happiness is powered primarily
by my simple confession that only
death does not require daily main
tenance and growth. Since trash
does "require them, then trash is an
integral positive of life to be valued
in hierarchy, like all other things.

Deny the necessity of trash and

you negate the dignity of the human
beings who create it and other
things. If you weep bitter metaphys
ical tears over soggy cardboard, then
you cannot legitimately thrill to
Cyrano de Bergerac, the Sistine
Chapel or Bach! Ifyou find misery in
so living, it is because you have not
yet discovered life-life from more
than one isolated, negatively self
centered perspective. It is because
you have run away into the psychic
limbo of infinite questioning, eter
nal doubting and that deathly
paralysis of not choosing to choose!

Why does Sartre want to trade his
sentiency for the inanimacy of a
doorknob? Because he is jealous of it!
He is so undecided as to his own
humanity because he has never
exercised it! You cannot eat as much
cake (and everything else) as he
does and still have your starving
workers revolution too!

In a little baby's power to fall
down, get up and go on chasing after
a puppy, there is more authentic
commitment than in all the verbose
volumes scrawled by a lifelong old
man who has never changed a
diaper. ®

IDEAS ON

LIBERTY

Two Hands Better Than One

HE that gives good advice, builds with one hand; he that gives good
council and example, builds with both; but he that gives good admoni
tion and bad example, builds with one hand and pulls down with the
other.

FRANCIS BACON



Brian Summers

THE
DIVISION OF

KNOWLEDGE

IN the 1930's and 1940's, F. A.
Hayek wrote a pioneering series of
essays describing how free market
prices communicate knowledge. 1

More recently, Israel M. Kirzner
reinforced and extended Hayek's ar
guments. 2 If Hayek and Kirzner are
correct-and I believe they are-the
free market is the most efficient
economic system because it most
fully utilizes the knowledge dis
persed among the individual mem
bers of society.

Every individual possesses a
wealth of knowledge known to him

Mr. Summers is a member of the staff of The Foun
dation for Economic Education.

lCollected in Individualism and Economic
Order (University of Chicago Press, 1948).

2See especially Competition and Entre
preneurship (University of Chicago Press,
1973) and Market Theory and the Price System
(D. Van Nostrand, 1963).

alone. A complete list would include
personal memories, innermost be
liefs, and unspoken ambitions.
However, only two types of such
private knowledge will concern us
here. One type is preferences, par
ticularly consumer preferences. A
consumer's preferences are gener
ally unknown to others until he dis
closes them by choosing one product
over another. Similarly, a worker's
occupational preferences are re
vealed when he pursues a particular
job. An individual's preferences are
his private knowledge until his ac
tions reveal them.

The second type of private knowl
edge we will consider is that which
comes from being in a unique
situation-the knowledge of the
~(man on the spot." For instance, a
gas station operator knows his
workers' skills, their personalities,

735
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how well various workers get along
with one another, where to hire
part-time help, which equipment is
in good condition and which is likely
to need repair, where to get spare
parts, where to get stock if supplies
are interrupted, when business is
likely to be busy and when it is
likely to be slow, his customers' par
ticular needs, and the like. Such
information is known to the
operator plus perhaps a few im
mediate acquaintances.

The gas station operator possesses
essentially private knowledge be
cause he is in a unique situation, at
a unique location, dealing with
unique individuals and equipment.
Clearly, efficient production re
quires that production decisions
somehow take into account the
operator's knowledge of particular
circumstances as well as the unique
knowledge of other such ~~men on the
spot."

But, efficiency requires more than
that production decisions be based
on private knowledge. There must
exist a means by which each pro
ducer's decisions tend to coordinate
with the decisions of all the other
producers and consumers in society.

The Role of the Market

On the face of it, this appears
impossible. How is an individual to
coordinate his decisions with the de
cisions of millions of other people
when their decisions are at least

partly based on private knowledge
which he doesn't possess?

This cannot be achieved by cen
tral planning-socialism-because
the knowledge of millions of indi
viduals cannot be concentrated at a
single point. In fact, the private
knowledge we have been consider
ing is knowledge which by its very
nature cannot enter into statistics
and thus cannot be conveyed to a
government planner in statistical
form. What government statistics do
convey are aggregates and averages
which lump together, as resources of
the same kind, items which differ in
quality, age, location, and other par
ticulars. Such statistics are of little
use to someone who may, for in
stance, need a certain kind of ball
bearing, and have no need for data
on the nation's yearly output of ball
bearings.

To fully appreciate these prob
lems, we need to consider how pro
duction and consumption decisions
are coordinated in a free market.

Suppose we are in a free market in
which a new use is discovered for
copper. Almost immediately, the
market begins to adjust. Copper
miners start producing more copper,
current users of copper begin to sub
stitute other resources, producers of
substitute resources adjust their
outputs, producers of substitutes for
the substitute resources change
their production plans, and on and
on throughout the market.
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Prices Tell the Sto~y

In a free market all these changes
occur, not because everyone is in
formed about the new use for copper,
but because the price of copper tends
to rise. Most people do not know why
there is an increased demand for
copper; they do not know where or
for what use the copper is needed;
they do not know who is buying the
copper; nor do they know his race,
sex, politics, or religion-factors a
socialist allocator of resources might
take into account. Free market
prices are an impersonal means of
communicating knowledge. They
provide the individual with all he
needs to know to coordinate his pro
duction and consumption decisions
,with those of his fellow men
without knowing anything about
their particular decisions!

For example, if a scarce commod
ity is in great demand, its price is
high. The high price encourages
people to make careful use of the
commodity-which is precisely what
potential users would want them to
do-without being aware of who is
demanding the commodity or what
the total supply happens to be. In
fact, for many commodities, such as
natural resources, no one knows the
total supply or the identities of all
the potential users.

If a commodity's price is low be
cause of low demand and large sup
ply, people will make freer use ofthe
commodity-without being ordered

by a central authority and without
knowing why demand is low and
supply is high.

Free market prices give each in
dividual at least some idea of what
others are likely to offer for his
products. The Hgoing market price"
is an invaluable aid in planning
production and consumption. For
commodities traded by speculators,
futures prices are a further aid. In
most cases, the manufacturer can
plan production without performing
extensive marketing research, i.e.,
without canvassing the public, find
ing his potential customers, and
asking them what they would be
willing to offer for this or that prod
uct.

Free market prices also tell a
businessman the relative impor
tance others place on the factors of
production (natural resources, labor,
and capital goods) which he can use
in supplying other people's needs.
The businessman is spared the
monumental task of locating all
those who are interested in using
each factor of production, determin
ing the relative importance of each
factor to each potential user, and
somehow forming an aggregate that
expresses-in one number-the ~~to

tal importance" they place on each
particular factor.

In a free market, the contribution
of each particular factor of produc
tion-each unit of labor, each unit of
natural resources, each capital
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good-is evaluated according to how
much the factor adds to production,
and the expected selling price of the
product. Hence, the contribution of
each factor depends on how it is
employed. Efficient production re
quires that each factor be employed
where it makes the greatest contri
bution.

Errors to be Corrected

Because knowledge is divided
among millions of individuals, with
no one knowing more than a tiny
part, factors of production _often are
employed where they make less
than the maximum contribution. A
manufacturer may be unaware that
a factor could make a greater con
tribution in another employment.
Those who know of other employ
ments may be unaware of the
availability of the factor, or even of
its existence.

To correct these misallocations of
scarce resources,we need a system
that (1) provides a means of discov
ering misallocations, (2) stimulates
people to use the means of discovery,
(3) encourages people to transfer
control of resources to manufactur
ers who have discovered misalloca
tions, and (4) rewards the correction
of misallocations.

All this is accomplished by the
free market profit and loss system.

Suppose, for example, copper is
being used to make products on
which consumers place low values,

and/or it is being used where each
ton of copper contributes little to
physical output. In these cases, each
ton of copper makes. only a small
contribution to the revenues of the
manufacturer using it. As a result,
manufacturers place low values on
copper, and it can be obtained for a
low price.

Suppose an entrepreneur surveys
this situation and discovers what he
believes to be a more profitable way
of using copper-by making a prod
uct which he hopes -consumers will
value highly and/or by using a
method of production which gets
more output per unit input. If he is
wrong-and has overestimated the
prices consumers will pay and/or
underestimated his expenses-he.
will fare no better than most other
manufacturers and have little im
pact on the market.

If he is right, however, he will
earn high profits because ~ach ton of
copper will make a large contribu
tion to his revenues. His profits will
encourage and enable him to expand
production, and he will bid more and
more copper away from other man
ufacturers. Other businessmen will
notice his profits, stop using copper
in the old and relatively unproduc
tive employments, and start copying
his use of copper. In the process, com
petitive bidding will tend to raise
the-price of copper to reflect its new,
more productive use. At the same
time, increased output will tend to
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reduce the price of the entrepre
neur's product. Competition assures
that the entrepreneur has no
guarantee of permanent profits.

This, in essence, is how misalloca
tions are discovered and corrected
by profit-seeking manufacturers.
Production is most efficient when
each factor of production is making
the greatest possible contribution.
By moving factors to more produc
tive uses, manufacturers earn pro
fits.

Thus, in a free market anyone can
determine a manufacturer's effi
ciency by examining his profit and
loss statement. Under socialism,
there is no comparable test for effi
ciency.

Of course, many businessmen are
not manufacturers. Many of them
are middlemen who use their special
knowledge of market conditions to
~~bring together" buyers and sellers
who are unaware of one another's
willingness to exchange. A con
sumer cannot enjoy a product if he
doesn't know of its existence or of its
availability at an acceptable price.
Middlemen are ~~men on the spot"
who perform a vital role in reducing
ignorance.

Competition

Advertising performs a similar
role. A businessman cannot correct
a misallocation if consumers don't
know about his product. It is not
enough to offer consumers better

deals; they must be made aware of
the better deals. Hence, advertising
is colorful, humorous, shrill, repet
itive-whatever it takes to attract
~onsumers'attention. In the process,
consumers learn about products,
businessmen learn about consumer
preferences, and consumers often
learn something about their own
preferences.

Many people attack certain profits
(but never losses) as ~~excessive."

But, in a free market, so-called ~~ex

cessive" profits mean that an ~~ex

cessive" misallocation of scarce re
sources is being corrected. Attack
ing profits is attacking the very pro
cess that exposes and corrects misal
locations.

Many socialists contend that the
competitive processes just described
are wasteful because competition
results in ~~needless duplication." A
socialist sees two producers making
similar products and immediately
concludes that one of them is super
fluous. But which one would the
socialist close down? Each producer
is trying to earn profits by using
each factor of production where it
makes the greatest contribution. No
one knows which one will be the
more successful. Of course, anyone
can look back fifty years and assert
which producers were the most suc
cessful. But, no one can look forward
and know, before the fact, which
producer will prove to be the most
efficient. That will have to be de-



740 THE FREEMAN

cided, in time, by the same competi
tive processes socialists condemn.

Perhaps some socialists have been
misled by the idea that CCthe market
is a computer." Maybe they think
they can improve upon this cCcompu
ter." But a computer uses data that
is all cCgiven" to a single operator.
The market, on the other hand, is a
means of communicating millions of
pieces of information, each of which
is known by at most a few individ
uals. The cCcomputer" analogy is an
unfortunate error.

Any government intervention dis
rupts the market process. Govern
ment interference with free market
pricing must, by its very nature, not
only prevent misallocations from
being revealed, but also create new

Efficient and Voluntary

ones. Other interventions-such as
taxes on profits, monopoly
privileges, tariffs, and subsidies to
inefficient producers-prevent mis
allocations from being corrected.

The free market pricing system is
the only viable means of com
municating many forms of knowl
edge, particularly consumer prefer
ences and their influence on the use
of scarce resources. In a free market,
each price represents millions of
pieces of knowledge, with no one
knowing more than a few of the
pieces. In a command economy this
communication breaks down, and
cCprices" reflect the ignorance, fears,
and political aspirations of the au
thorities in power. @

IDEAS ON

LIBERTY

THE price system has two outstanding features. First, it is by all odds
the most efficient system of social organization ever conceived. It makes
it possible for huge multitudes to cooperate effectively, multitudes who
may hardly know of each other's existence, or whose personal attitudes
toward one another may be indifference or hostility. Second, it affords a
maximum of individual freedom and a minimum of coercion. And since
people can cooperate effectively in production even when their attitudes
on other issues are hostile, there is no need for unity and conformity in
religion, politics, recreation, and language-or even in patriotism and
good will except in the very broadest sense.

w. ALLEN WALLIS, «The Price System"



Hans F. Sennholz

FREEDOM IS
INDIVISIBLE

MANY opponents of nationalized
medicine question its workability,
while surrendering the foundation
upon which it would rest. They have
yielded to the philosophical premise
that medical care, like education,
ought to be available to everyone as
his right. They subscribe to the no
tion that certain services are the
proper concern of government,
which must control and regulate
them, or even provide them for the
benefit of all. While they embrace
the principle of political control of
some industries, and political read
justments of individual income and
wealth, they find it disturbing when
politics finally turns its attention to
their particular profession. ~~But we
are different," they tell us. ~~Medical

Dr. Sennholz heads the Department of Economics at
Grove City College and is a noted writer and lecturer

on monetary and economic affairs. This article is
reprinted by permission from the October 1977 issue

of Private Practice.

care is too important to be subjected
to bureaucratic regulation and con
trol. Its quality will decline and its
expenses will soar."

Such arguments are not persua
sive once you accept government as
the regulator of our economic affairs
and the guarantor of economic well
being. There are differences be
tween public education and public
health. But if government is ex
pected to provide the former because
public education is said to be so bene
ficial for all, why should govern
ment not provide an equal, or even
more beneficial, service to public
health? If an army of public school
teachers can render valuable ser
vices to public educatien, can not an
army of physicians, under similar
employment conditions, render
equally valuaple services to public
health? There are technical differ
ences: the education of our children
is imparted collectively to small
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groups assembled in public build
ings, while medical care in most
cases is provided individually in
non-public buildings. A surgeon op
erates on patients one at a time. But
such differences do not explain why
government should be more con
cerned about education than it is
about medical care.

In the United States, government
pays for all or part of the medical
care for some 70 million persons
veterans, Medicare and Medicaid
recipients, members of the armed
forces, and others. Thus, govern
ment is already providing limited
nationalized medicine to vast num
bers of people. If this is fair and
equitable, if this is the proper func
tion of government for 70 million
people, why should it be so outra
geous for 200 million Americans?

The answer is simple: one practice
is as bad as the other. But the
multiplication of government ser
vices to more and more people is
multiplying the evil, which must
prevail in the end. This is why we
should regret and oppose each and
every step toward a provider society,
the national education system as
well as a national health system,
and all others.

We should deny the philosophical
premise of the welfare state that
education, medical care, and the like
ought to be available to all as a
matter of right. There is no such

right in nature nor in the realm of
human action. The right to services
and benefits, which so many are
proclaiming today, is merely the
right to seize income and wealth
from other individuals through the
body politic. The right of one is the
duty of another, the benefit of one is
the loss of another. The right to
services and benefits actually is the
right to tax and confiscate, which
not only negates someone else's
rights to his own labor and freedom,
but also jeopardizes peaceful and
harmonious social cooperation. A
society that creates such rights be
comes a conflict society in which
political might is the source of all
rights. And the rights of some be- .
come the tyranny of others.

The physician who readily accepts
the transfer system in education,
transportation, communication, or
urban redevelopment must find it
very difficult to prove why medical
care should not be redeveloped ac
cording to similar plans. The dentist
who, as a student at a state college
and state dental school, applauded
massive redistribution through pub
lic education, cannot logically op
pose more transfer through public
medical care.

But who wants to be logical in
such matters? The physician who
clamors for a million dollar Federal
grant to his community hospital
may resent the half-million dollar
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grant to the new community center.
The industrialist with a multimil
lion dollar Federal loan may be in
dignant about the food stamps that
enrich the idle paupers. And the
Social Security beneficiary who is
anxiously awaiting another raise is
loudly condemning Federal aid to
higher education. In the end, they all
may perish in the sinking ship, even
the innocent passengers.

To defend individual freedom suc
cessfully we must rally to the de
fense of all professional and
economic freedoms. To reverse the
long trend toward political power
and economic conflict, we must turn
away from government as a conve
nient source of rights and benefits,
and once again rely on individual
effort and initiative to solve our
problems. And lest we be suspect of
insincerity in the defense of
freedom-that we seek it whenever
it presumably favors us, but prefer
government regulation and control
whenever they promise benefits
to us-we must·be uncompromising
ly consistent. In particular, we must
show the way by shunning and re
linquishing all rights and privileges
that favor our own profession. The
college professor must reject the
Federal research grant offered to
him, and the physician the Federal
subsidy to the community hospital.

Some government favors were
granted in the distant past, which

are now taken to be unquestioned
prerogatives of the profession. Old
license and accreditation procedures
force the student of law to attend a
school accredited by the American
Bar Association, and then seek ad
mission to a state bar after passing a
mandatory state examination. The
procedure anchored in state legisla
tion shelters the attorneys in each
state from competition not only by
unlicensed practitioners but also by
other attorneys properly licensed in
other states. Of course, the legisla
tion was passed in order to
safeguard and improve the quality
of legal services to the citizenry. But
unfortunately it also greatly reduces
the number of attorneys available in
each state, necessitates more labor
reaching across state lines, and
otherwise raises the costs of legal
services and the incomes of the
properly trained and licensed attor
neys at law. While we need not
question the motivation of the qual
ity legislation, its effects cast doubt
on the stated objectives of bar as
sociations and their recom
mendations for further legislation
toward professional improvements.

To question the state license pro
cedures for schools, members, and
their places of work is like question
ing the very existence of the profes
sion. But where government is the
acknowledged author of license and
livelihood, it can also author a na
tional health system. @



Joe Hochderffer

HEALTH PLANNING
IN

FORT WAYNE-
The Six

Million Dollar Fizzle
FEDERAL health planning has cost
our community more than six mil
lion dollars in inflated construction
costs, a two-year denial of needed
hospital facilities, and a confused,
divided citizenry.

This year the Northern Indiana
Health Systems Agency, a creature
of Public Law 93-641, the health
planning law, expects to become one
of the nation's first HSAs to receive
((full designation" as a health plan
ning agency by HEW.

The Fort Wayne story began
shortly after Federal health plan
ning became the law of the land.
This was the result of a 1971 law, PL
92-603, which created Health Plan
ning Councils. PL 92-603 was

Mr. Hochderffer is Assistant Administrator, Park
view Memorial Hospital, Fort Wayne, Indiana.

This article is reprinted by permission from the
August 1977 issue of Private Practice.
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passed to correct the blunders of a
previous Congress which, in 1965,
created Medicare and Medicaid.

In the summer of 1973 Fort
Wayne was a placid community of
170,000 people earning higher than
average incomes and served by six
shopping centers, five McDonalds,
two Holiday Inns, and three general
community hospitals. Not one in a
thousand residents was aware that
his tax dollars supported the newly
formed Health Planning Council
(HPC), staffed by a handful of plan
ners and secretaries whose
paychecks came circuitously from
HEW.

The health planners were making
speeches about the plan they were
going to create for our nine-county
Health Planning Area when, sud
denly, two separate groups of physi
cians presented them with proposals
to build additional hospitals in Fort
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Wayne. The need for additional
facilities was well known toa com
munity accustomed to overflowing
hospitals.

Federal procedure called for the
planners to consider whether or not
a proposal fit the overall community
health plan. And there was no such
plan. So the planners determined
within a few weeks that Fort Wayne
needed 156 medical-surgical beds.

A Health Planning Council,
which by law must be composed of
more health care Hconsumers" than
~~providers,"started a series of delib
erations. After weeks of testimony
and hearings, the consumer
dominated body approved one pro
posal and forwarded it to the State
Board of Health for final action. The
other they sent to the State Board of
Health without recommendation.
Thus a local controversy was trans
ferred to the State Board of Health
for resolution.

The state board dug out its
guidelines and discovered that any
proposal it approved must conform
to a State Plan, which was a crea
ture of the Hill-Burton Act. Under
the State Plan, Fort Wayne was al
lotted three hospitals-and they al
ready existed.

~~What about those three hospi
tals?" the state board asked. ~~Did

they plan to do anything about the
hospital bed shortage in Fort
Wayne?"

As a matter of fact, they did.

Head Start
Each hospital had expansion

plans on the drawing boards when
the health planning legislation was
passed. Being more familiar with
the law than others (because they
had to be), the hospitals had been
waiting for the HPC to develop its
master plan before submitting ex
pansion proposals.

Now the State Board of Health
asked the hospitals if they could add
156 beds more economically than
could the backers of new hospitals.

Yes, they could.
The reason was simple: new hos

pitals had to build laboratories,
x-ray departments, kitchens, phar
macies, and laundries to serve their
beds; existing hospitals already had
such ancillary services and needed
only to utilize them more fully or
enlarge them.

During the next several months
as the local HPC again went
through a long series of meetings to
consider plans of the existing hospi
tals' promoters of new hospitals de
bated board members and adminis
trators of existing hospitals. And the
public got a picture of three giant
hospitals conspiring to gain a
monopoly and to strangle any at
tempt to build a fourth hospital in
Fort Wayne.

The public still had the idea that
we were under the free enterprise
system. They believed that if a
group of people wanted to build a
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hospital, and had the wherewithal
to do it, they should be able to.

The public was not aware that
when it turned the hospital care of
its senior citizens over to Medicare
free enterprise went out the window.
If you do not get HPC approval of
your capital outlays, the law states,
you cannot count those expenditures
as legitimate costs when the gov
ernment reimburses you for
Medicare/Medicaid patients.

So existing hospitals and· backers
of new ones were forced to seek HPC
approval for new facilities. Since
there was a magic quota fixed by
master planners on the number of
beds needed, existing hospitals
could win only at the expense of new
hospitals, and new hospitals could
win only if old hospitals were denied
expansion plans. What was in real
ity a battle of ((hospitals versus Fed,.
eral quotas" appeared to be ((hospi
tals versus hospitals."

Action Delayed

When the smoke cleared six
months later, existing hospitals
were allowed to expand. They could
add new beds more economically
than a new hospital could build
them.

But that was not the stated reason
for the decision. The stated reason
was that the State Plan called for
only three hospitals in Fort Wayne
and therefore a fourth one could not
be built. This seemed ridiculous to a

public that had had no previous
knowledge of health planning laws
and regulations.

There followed two years of law
suits by new hospital backers, dur
ing which time existing hospitals
were enjoined from carrying out ex
pansion plans. And inflation hurried
on, unrestrained.

The appeals process was not
exhausted until late 1976, when the
fourth hospital backers had clearly
lost. Nobody in Fort Wayne felt good
about the whole matter. I work for
one of the existing hospitals, the
alleged winners, and there's a dirty
taste in my mouth.

True, our present three hospitals
can build and operate new beds more
economically than could a new hos
pital. But the Federal planning pro
cess created a divided medical staff
at our hospital, caused; bitter
animosities .within the community;
wasted thousands of hours and mil
lions of dollars, and after four years
has not yet produced a single new
hospital bed in Fort Wayne.

That was all under the old plan
ning law, 92-603. Now we have a
new law, PL 93-641, that is much
more restrictive.

It mandates ((consumer" domina
tion of HSA boards. On the surface
this is not much different-from PL
92-603. That law required ((consum
ers" to comprise at least 51% of
planning boards; nproviders" of
health care (doctors, dentists,
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nurses, hospital administrators)
comprised the remaining 49%. A
~~provider" was defined as anyone
who derived a major portion of his
income from providing health ser
vices. The new law is different. It
broadens the definition of~~provider"

to include anyone who has even re
mote connections with a medical in
stitution. Hospital board members,
for example, who usually serve
without pay and who derive their
income from other sources, are clas
sified as ~~providers."People who sell
health insurance are ~~providers."

Thus the effect of the new law is to
insure domination on planning
agency boards of persons wholly ig
norant of medical care. In practice,
these people become dependent upon
the professional planners employed
by HEW to guide them in the deci
sion-making process.

A New Base of Power

The new law further removes the
power base from the local commu
nity. PL 92-603 had shifted the
planning base from the community
to a multi-county district. PL 93-641
eliminates these small districts and
creates large ones. Our HSA covers
one-third of Indiana, from the
Chicago suburbs to the farmlands of
northeastern Indiana.

PL 93-641 mandates planning. No
hospital (or any other business) ever
survived without planning, so
what's new? Now the planning must

meet the approval of HEW bureau
crats.

The new law eventually substi
tutes Federal power for state power.
Under previous laws, final
decision-making was done by state
boards of health. Under PL 93-641,
as soon as the HSA receives ~~full

designation," it becomes the final
authority.

Ours was one of the three Fort
Wayne hospitals asked to submit
plans and cost estimates for adding
beds back when the Health Plan
ning Council was considering appli
cations for new hospitals in the city.
On our drawing boards at that time
(1973) was a large project to expand
certain service departments such as
x-ray, laboratory, and dietary which
our hospital had outgrown. We were
also considering additional beds, but
those plans were not as well
developed nor was the need so press
ing as that of the ancillary depart
ment expansion.

An Efficient Business

In its 20-year history our hospital
had grown from 250 beds to a 600
bed regional referral center. We
were one of the most successful and
financially sound hospitals in the
nation. We had consistently oper
ated at high occupancy (over 90%),
had engaged in six expansion proj
ects and paid for them without in
curring major debt, and were charg
ing our patients $10 a day below the
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state average and $30 a day under
national averages. In American
Hospital Association records we
could find no hospital in our class
operating as inexpensively as we
were.

In 1970 we had added 56 beds and
paid for it out of operations. In 1973
we needed to expand ancillary de
partments to handle the increased
capacity, as well as the burgeoning
growth of outpatient business.

When the planners asked us how
much it would cost to add new beds,
we had to speed up the planning
process for beds and delay the ancil
lary expansion plans. We asked if
we should submit both proposals at
once, because our most pressing
need was for ancillary, not bed, ex
pansion.

No, said the planners, that would
cloud the issue. Just tell us how
much the beds would cost.

Okay, we said, but we can't add
beds without expanding service de
partments. The new beds will mean
that we must enlarge our ancillary
areas slightly more than our exist
ing plans call for. How will we show
that in our proposal for new beds?

Just take a percentage of your
ancillary expansion needs and tack
that onto your bed proposal, said the
planners.

So we did. It was backwards plan
ning as far as we were concerned,
but we did it the way the planners
told us.

Our bed proposal was approved,
including the percentages of upcom
ing ancillary expansion, plans
which had not yet been submitted.
Then followed the two years of law
suits and injunctions, during which
time we had undersized service de
partments to accommodate growing
numbers of patients. We could not
proceed with ancillary expansion,
because the size of that expansion
depended on whether or not we re
ceived final approval for the new
beds.

New Planners for Old

During the waiting period, PL
93-641 replaced PL 92-603 as the
Federal health planning law. Old
health planning boards were re
placed with large new ones. New
bureaucrats moved into the wealth
of new Federal jobs created. And
when the court decision finally freed
us to add the beds, we faced a new
agency with a new set of rules
in trying to get approval for ancil
lary expansion.

We brought our ancillary expan
sion proposal before them.

Our hospital, with its one part
time planner (me), faced a new
agency with a staff of 25 planners.

((How many meals do you produce
per square foot?" they asked. ((Why
is the volume of x-rays performed so
much higher on the day shift than
on the night shift? Can you fully
document the need for 2,750 more
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square feet of surgery? Why not
1,375 square feet?"

Thus began a six-month ordeal to
try to get facilities to serve patients
who had been denied them too long.

What evolved was an 80-page ap
plication plus a 40-page financial
feasibility study conducted by inde
pendent auditors. The fourth draft of
this document was accepted as
adequate.

Following Federal guidelines to
the letter, we met with the HSA
staff a given number of days before
the board hearing was to be held.
They informed us that the staff
would recommend our project be re
jected.

Why? we asked.
Because it does not meet Federal

mandates to contain costs, they re
plied.

But, we protested, our hospital
has the best cost record in the coun
try. It would seem that you would
want to encourage operations such
as ours.

True, they said, you have a good
cost record. But we have no assur
ance that it will continue.

During the next hour our board
members and administration made
almost no impression on the HSA
staff. So we decided to take our case
to their board anyway.

Our presentation before the board
convinced them that our project was
deserving and financially feasible.
We were able to demonstrate that,

even with proposed expansion, our
square footages were below the
ranges the planners had used. Even
with construction and financing
costs added, our rates would still be
far under state and national aver
ages.

The board went against its own
staff and approved us.

But, we were to discover, the fight
had just begun.

Proposal Rejected
The group that endorsed our proj

ect was known as a ~~sub-area coun
cil." The next step was to get ap
proval before the executive commit
tee of the Northern Indiana Health
Systems Agency. This was a small
committee, most of whose members
lived more than a hundred miles
from our community and whose al
legiance to the professional planners
was unmistakable.

The hearing was held 70 miles
from home. The procedure allowed
no presentation on our part. We
were permitted to answer questions,
but nothing else. It took less than 10
minutes for them to dispose of us.
Our proposal was rejected.

We had one more chance.
At this point the HSA had only

qrecommending" authority. The
final decision still rested with the
state board of health. Our alterna
tives were either to take our appli
cation to the state board of health
-with one ((approval" and one ~~dis-
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approval" on our record-or with
draw it, as the planners hinted
we should do, and revise it.

Our inclination was to go to the
state board. These were reasonable
people who were familiar with our
hospital. Surely we could get a fair
shake.

But the Federal procedure stated
that if an applicant is turned down
by the state agency, it cannot sub
mit the proposal again for three
years. Our patients had already
waited three years, should we gam
ble?

Through unofficial channels we
tried to get a feel as to how the state
board of health viewed our proposal.
What we learned was frightening.

SUbsidy Means Control

The state board was intimidated.
Much of the State Health Depart
ment's funding comes from Federal
sources. And the word was that if the
state didn't go along with the Fed
eral recommendations, there would
be serious questions raised about
Federal Funding in other areas of
operations.

We learned (unofficially) that our
project didn't stand a chance.

So we withdrew it, as the planners
had suggested. Our next step was to
meet with them and learn the sur
render terms.

In a two-hour conference with the
top HSA officials, we asked what it
was in our application that should

be reduced or eliminated. Should
we, for example, scale down the
dietary department or surgery, or
what?

The director merely looked over
our heads at the light fixtures. We
were patiently reminded of Federal
concern over medical costs and
gently scolded for not being more
cooperative with the planning staff.
After a series of hints and innuen
does, we finally got the picture.

~~Cut at least 10% from the costs.
We don't care where or how you do
it. Just cut the dollars."

On the surface this sounds rea
sonable. Federal planners insisting
that those inefficient, gouge-the
public hospitals reduce their expen
ditures. Who could quarrel with
that?

But our hospital was not ineffi
cient. Its cost record was doc
umented and known. It had dem
onstrated at the public hearing that
if it were to become ~(average" (and
thus fit all the planners' guidelines)
it would spend an extra $8 million in
operating costs in two years, nearly
enough to finance the proposed
building project.

We had learned our lesson, how
ever. The Federal planners now
called the tune. No longer did our
hospital board determine the in
stitution's destiny. What counted
was how close the hospital could
come to the ((averages" used in
planners' reference guides.
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Playing Their Game
The purpose of the average is,

presumably, to bring below-average
hospitals up to par. The effect is also
to bring above-average hospitals,
such as ours, down to par.

In order to get the needed
facilities, we played the game.

The cuts made in our project were
designed to please the planners, not
to make good economic or opera
tional sense. The planners, in effect,
wrote our new application for us. We
ground out more reams of data
laboratory procedures per square
foot, man hours per meal, ad in
finitum. It was the same material
we'd done before, only turned upside
down to please the bureaucrats.

The HSA staff approved us this
time. The subarea council okayed us
(for a second time). and the executive
committee gave us unanimous ap
proval. Now we can .build; we've
paid the ransom.

In the spring of 1977 we broke
ground on a project that, without the
Federal planning laws, would have
been started in 1974. Construction
costs have been escalating at one per

Due Process
IDEAS ON

cent per month all that time. We'll
have to build these inflated costs
into our charge structure. (And
guess whom the public will blame?)

Today in Fort Wayne $27 million
in construction is underway by three
hospitals. If hospital boards (much
more local in composition and with a
greater ratio of consumers than the
HSA boards) had determined the
construction starts, rather than
governmental agencies, more than
$6 million could have been saved.

Many Fort Wayne citizens still
believe that the three existing hos
pitals kept a fourth hospital from
opening in their community. That
the public itself allowed Federal in
tervention, through Medicare and
health planning laws, to stifle free
enterprise, they do not believe.

In the rest of the nation HSAs are
not yet in full operation. But the
mandate is clear. The Federal plan
ners will absolutely control hospital
development. They will not save
money, they will waste it.

They will achieve only one thing:
control. And that's what they're af
ter. @

IT is hardly lack of due process for the government to regulate that
which it subsidizes.

LIBERTY

UNITED STATES SUPREME COUR'I

Wickard v. Filburn, 317 U.S. 111, p. 131, Oct. 1942



John Hospers

ON BEING
EQUAL

LET'S suppose we all start out
equally, say with $1000. How long
would this equality last?

Some people would spend the
whole thousand the same day and be
penniless by nightfall. Others would
spend it in a week, others in a
month. Still others would put the
money to work: in a bank, to collect
interest; or in stocks or bonds; or as
down payment on a farm or shop.
The most adventurous ones would
put the whole $1000 into some such
new enterprise and even borrow, at
interest, from others. With this they
would buy a plant and materials,
and put other people to work.
These workers would then be able to
save their original $1000 and spend
only out of what they had earned.
But they would not have been able

Dr. Hospers is Professor of Philosophy, University of
Southern California, Los Angeles.
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to do this if the enterprising people
had not created the businesses that
provided them the work.

And so by the end of a year, let us
say, some would have nothing, some
would have part of the original
thousand, and others would have
multiplied the original amount
many times over. They would end up
with unequal incomes.

Suppose now that the government
intervened to make it all equal
again. Those who had nothing left
would get $1000. Those who had
$100 left would get $900. Those who
had more than $1000 would have to
give up the surplus to provide the
others with what they had spent.
What would happen now?

Those who had spent it before
would spend it again, believing that
the government would reimburse
them for what they had spent. Those
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who previously had spent some but
not all of it would now spend it all,
knowing they'd get more from the
government the more they spent.
And what of those who had multi
plied their returns? They'd be very
cautious about doing it again, be
lieving that it would only be taken
away from them at the end of
another year. So they'd probably
spend it too. But if everyone did
that, whence would come the
goodies to be distributed the follow
ing year?

The moral of this little tale is very
simple: if everyone received the
same income no matter what each
did, soon there would be nothing left
to distribute. There would be equal
ity, but equality ofzero. Ifpeople are
to achieve anything, they must be
able to keep at least a good part of
what they have earned; otherwise
there will be no point in trying to
improve themselves by earning
more-while incidentally providing
employment for others.

Commensurate Rewards

People's achievements are un
equal. People's labors are unequal.
People's efforts are unequal. Accord
ingly, it is only natural that their
rewards should be unequal.

But some people object if rewards
are unequal. Many a person, seeing
others earn more income than him
self, says: ~tThey're getting too
much! Take it away from them!" A

professional robber will do the job
himself and hold up the other person
at gunpoint, or burglarize his house
while he's away. But most people
don't dare risk this. They do it
another way. They vote for senators
and representatives who will in turn
vote in Congress to take it away
from those who have earned it, so
that it can be given to those who
have not. Not wanting to take the
risks and see the blood themselves,
they hire a stick-up man who will
use force and threat of force to do the
job.

Doing the stick-up job via one's
congressman may give some people
a kind of satisfaction-it has
brought the achiever down to their
level. But by doing this they have, of
course, robbed the man who earned
it; not only that, in the end they
have robbed themselves too. They
may be accustomed to having con
sumer goods which the achiever has
produced; and if they keep on taking
his income away from him, finally
he won't care to produce any more.
Why go to the trouble and expense,
and risk of laying his money on the
line for uncertain returns, if it's only
going to be taken away from him
anyway? Aside from the loss of
motivation to produce, in the end he
won't be able to produce.

To produce, the achiever has to
have capital, to keep his equipment
renewed, to pay his workers, to
modernize his plant. He won't be
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able to do any of these things if he
can't keep what he earns. And when
the factory closes, his' employees will
be out of work. So there are already
several disadvantages to this
scheme: he will be bankrupt, the em
ployees will no longer have work,
and the consumers will be without
a product they had before.

Yet in spite of this,many people
are envious of those who succeed.
ttWe should all' be equal," they say,
ttnot only before the law, but in in
come." The people who say this are
usually the people who don't pro
duce anything and want to be taken
care of by the people who do.

Imitate Success

Let us not try to take it away from
the man who succeeds. Let us not
even envy him; rather let us try to
emulate him if we can. Meanwhile,
let us realize how much we depend
on him. Those to whom we owe the
debt, we would not be able to repay
in a hundred lifetimes. How many
lifetimes do you think it would take
you or me to repay Thomas Edison
for all he did to advance the human
condition? When you pick up a tele
phone, think of the thousands of
people whose efforts have made it
possible for you to dial and reach in
a few seconds a person three
thousand miles away. Could you
have done it yourself? No? Then
don't resent or rob the persons who
did-not as long as you desire to use

the services they have made avail
able to you.

And remember that those who
make a lot of money 'are no threat to
you. If you don't like the rock singer
whoearns haifa million a year,
remember that you don't have to
patronize him. You don't have to
contribute one penny to his success.
Whether or not he succeeds is en
tirely up to consumers of his prod
uct. As long as he' earns his money
from those who voluntarily pay to
hear him, you have no reason to
resent him. You are perfectly free to
ignore him-which is more than you
can say of the government. You pay
not one penny ofextra tax because of
his success. In fact you probably pay
less because he pays more.

There's another point often forgot
ten. No person can produce a prod
uct or a service on the free market
by forcibly taking money from other
people. He may spend all his money
and borrow more to start up a busi
ness that makes a new product, and
if he earns a million dollars from it
(and the chances are very much
against this) the only way he can do
it is to produce in quantity a'product
that millions of people are willing to
buy at the price for which he offers
it. And they will do that only if the
product is better or cheaper than the
competition offers.

The president of General Motors
is an influential man, but he has no
power to arrest you if you don't buy
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his products, or to try you or fine you
or jail you if you refuse. He offers
you a product at a price, and if you
don't want to pay the price you can
turn to someone else. At least that's
the way things are in a free competi
tive society. Competition keeps the
price down, and keeps the producers
always on their toes.

Why Governments So Often
Behave Irresponsibly

It's all very different with govern
ment, of course. When the govern
ment does something, it doesn't
have to make money; almost always
the government enterprise loses
money, and spreads the loss to you
and the other taxpayers. There is no
competition to keep the price down,
for the government creates a
monopoly. The government
operated Post Office Department
won't permit anyone else to handle
first-class mail. If it did, the Post
Office Department would be out of
business in a week. It can maintain
its status only by being a monopoly.
Nor is there any great incentive to
offer efficient service, or to serve you
well. After all, if you don't like it,
what can you do about it? You can't
go to any private handler of mail
because that's not permitted. You
have to go through the government
or not have such a service at all
and they know it. That's why gov
ernment personnel are often so cyni
cal and so inefficient. That's why

bureaucracy is always unwieldy and
wasteful: the money they're using is
not their own money, but yours.

If a person is spending money he
earned himself, he is usually pretty
careful about how he spends it be
cause he knows how hard it was to
acquire (if he does spend it wild
ly, then he's broke, and that's his
problem, not yours). But if he's a
government official, and has mil
lions of your dollars to spend, he
won't be nearly as careful-he prob
ably won't be careful at all. Would
you be as careful how you spent it if
you suddenly had a million dollars of
other people's money to spend, and
even if you misspent it or wasted it
you knew you could tax people and
get more where that came from?

But most people seem confused
about this difference. They don't see
that when a corporation president
buys a yacht, no one else is taxed to
help pay for it. But when the presi
dent of the United States gets a
yacht, the taxpayers will have paid
for it down to the last bolt and screw.

Is It Worth It?

Sometimes the service you get in
return for your tax dollar may be
worth it. Maybe the president is
worth what he gets. Maybe con
gressmen are too, though at the
moment many seem to be largely
concerned with spending taxpayers'
money. Sometimes the police are
worth it: that depends on where you
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live and how much you need them
and how well they respond to those
needs. But many others are not
especially the endless array of gov
ernment regulators in the
thousands of government agencies,
who dream up one regulation after
another by which they can cripple
your business and bury you in un
necessary paper work filling out
their forms, and take out of your
paycheck in taxes the money they
use to regulate you. They may not
know anything about your business,
but they can still force you to con
duct it their way.

And so it comes to this: there are
producers and nonproducers. People

Equality

produce in various ways: new prod
ucts, new versions of old products,
services, inventions, ideas; both
workers and managers are producers,
each in his own way. Nonproducers,
by and large, are to be found on the
receiving end of a government pay
out, paid for out of your labor.

This, of course, places an ever
heavier burden on the producers. If
they are squeezed much further,
production for trade will finally
cease, and we shall be in a state of
splendidly equalized destitution. It
is time that we brought this mania
for equality to a halt. For if we do
not, we shall indeed all be equal, in
poverty and starvation. @

IDEAS ON

LIBERTY

No DOUBT all the trees in the forest fundamentally have equal rights
and privileges. But they don't all grow to the same height, and it would
seem rather foolish to cut the tall trees down to the level of the lesser
ones to satisfy the theoretical demands of an unnatural formula. And it
would seem just as preposterous ruthlessly to pull the short trees up to
the height of the tall ones. If we did, it would mean their uprooting
they would wither and die, as all things do unless they grow by
themselves from their own roots. And so, to those who would like to
eliminate differences among men, it should be said that if it were
possible to do so, progress would cease. Equality cannot therefore mean
to bring all men low. It must mean opportunity for each man to rise to
those heights to which his energies and abilities will take him-and
allow all men the same privilege-to the end that progress may
continue, and that thereby all will find benefit. Equality which means
less than this is not equality at all-it is slavery.

RICHARD L. EVANS



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

ALEXANDER
HAMILTON

To Holmes Alexander, who has
watched the passing show as a syn
dicated columnist in Washington for
thirty years, our first Secretary of
the Treasury Alexander Hamilton
qualifies as the ((second greatest
American." (George Washington is
the obvious first.) The Jeffersonians
will hate the choice, but Mr. Alex
ander goes a long way toward sus
taining it in his biography of Hamil
ton, To Covet Honor (Western Is
lands, 395 Concord Avenue, Belmont,
Massachusetts, 02178, $12.00).

For myself as a reviewer, I was
convinced by Mr. Alexander while I
was reading his heroic and tragic
evocation of Hamilton's career, from
his illegitimate birth in the West
Indies to his death in the duel with
Aaron Burr. But maybe the times
have something to do with my feel
ings.

At a younger age I would have put
Jefferson and Madison on pedestals
fully as high as the one Holmes
Alexander reserves for Hamilton.
J efferson, with his purchase of the
Louisiana Territory, made us a con
tinental people. He, along with his
fellow Virginians, will be associated
forever with the Bill of Rights.
Hamilton's own definitive role in
shaping our Constitution cannot be
denied, but the final document rep
resented a Madisonian ((pull back"
from Hamiltonian centralization.

When I look at the way the federal
government has perverted the gen
eral welfare clause of the Constitu
tion and denied the States' and indi
vidual rights implications of the
Ninth and Tenth Amendments, I
tremble to think ofwhat might have
happened ifHamilton had succeeded
in endowing a strong executive with
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ALEXANDER HAMILTON.

the right to appoint State governors.
That sort of thing led to the fatal
rigidity of the Old Regime in
France.

But if Hamilton must yield to
Madison as a Constitution maker,
Mr. Alexander clearly establishes
the importance of fiscal sobriety and
probity if a nation is to endure. If
Madison had prevailed over Hamil
ton on the issue of the public credit, it
is doubtful that we would have had a
country to enjoy life under a con
stitution in the first place. Madison
was against Hamilton's plan for the
Federal assumption of state debts.
But a government born in repudia
tion would have had little chance of
survival. Hamilton's insistence that
the young United States should
meet all obligations incurred in
fighting for its right to exist saved

the union from disintegration at the
outset.

Our country did well in the years
it abided by Hamiltonian fiscal
principles. Now that we are threat
ened with dissolution from the fi
nancial repudiation that is inherent
in inflation, we can see all the more
clearly the justice of Hamilton's
claim to be second only to Washing
ton as a nation maker. Hamilton's
statement, that Hthe creation of a
debt should always be accompanied
with the means of extinguishment,"
has, in late years, been so honored in
the breach that we may be past
recovery. Certainly the Madisonian
constitution and the Jeffersonian
Bill of Rights will be doomed if
Hamilton's anti-inflation principles
can't be restored.

Hamilton's Ancestry

Mr. Alexander plays down the
whole question of Hamilton's ances
try. West Indian records of the
Eighteenth Century are so fragmen
tary, and so contradictory where
they do exist, that no one can be sure
about anything. Hamilton himself
chose his own birthplace and birth
date and paternal forebears. Mr.
Alexander apparently believes that
the less said about Hamilton's
mother, the better. Unwilling to in
dulge in romantic conjectures, Mr.
Alexander takes Hamilton out of St.
Croix in the West Indies as soon as
possible. He says Hamilton's father
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and mother-whoever they may
have been-were of little impor
tance in his life. A self-designated
New Yorker, Hamilton never had
any desire to return to St. Croix,
where he got his education, or to
Nevis, the British island he claimed
for his birth.

Mr. Alexander is on sound ground
as an historian in refusing to
romanticize. But, as an admirer of
Gertrude Atherton's great historical
novel about Hamilton, The Con
queror, it is hard for me to accept
Mr. Alexander"s casual dismissal of
Hamilton's origins. Hamilton's
mother may have had dubious sex
ual morals (the same was true of
Hamilton himself) but every re
searcher agrees that she was some
thing of a bluestocking. The young
Hamilton must have got his first
rate brain from someone.

His maternal relatives on St.
Croix, who took him in and eventu
ally helped make upa purse to send
him to New York and a college edu
cation, must have given him some
thing of a home atmosphere. He had
good teachers, notably Dr. Hugh
Knox; he had ready access to the
classics in the homes of wealthy
sugar planters; and. he learned to
write with such power that his de
scription of a hurricane, published
in a local paper, impelled a number
of people besides his relatives to
stake him to his American trip.
Moreover, he had had the good for-

tune to work in Mr. Cruger's count
ing house, where he learned some
thing about the value of solid coin.

An Objective Viewpoint

Not the least of the advantages
which Hamilton took with him to
New York was the ~~exterior view."
Coming from a tropical island out
post of European empire, he had no
inborn allegiance to any single one
of the thirteen colonies that fought
the war against King George III. He
liked living in New York, but it was
the cosmopolitan city that fasci
nated him. He was our first real
nationalist. As Washington's war
time aide (and corresponding secre
tary), he had to deal with an almost
impotent Continental Congress. He
was the one man in' America who
happened to be molded by training
and experience to set forth the idea
of a solvent republic, able to defend
its borders and to' encourage local
manufactures that would enable it
to endure discrimination and block
ade. If Hamilton always remained
something ofa mercantilist, he was
not insensitive to the need for a
flourishing foreign trade. He would
have learned more about political
economy if he had lived into the
age of Ricardo.

With a strong brain, Hamilton
worked from a master plan. As Mr.
Alexander points out, quoting from
an earlier biographer, the Eng
lishman Frederick Scott 0 liver,
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Hamilton's ((three phases of inde
pendence" had to do with finance,
foreign policy and industry: First, he
wanted to free the nation from ((un
warranted gratitude" for wartime
loans. Second, he sought freedom
from foreign intrigue. And third, he
wanted to see his country self
sufficient in a world of warring em
pires. Since he was a favorite of
Washington, he had a unique oppor
tunity to translate his master plan
into action. At the end of Washing
ton's second term he provided the
Father of Our Country with his fa
mous Farewell Address. Thus he put
his mark on an independent foreign
policy that was to prevail until
Woodrow Wilson departed from it.

HANDSOME BLUE LEATHERLEX

Hamilton might have become
rich, but he preferred to take pay
ment in honors. As Major General
Hamilton, he might have seized
power in 1800. John Adams, who
disliked him for being ((an in
triguant . . . a bastard . . . a for
eigner," thought he might have
made an attempt at a coup d'etat.
But Adams was wide of the mark.
After all, Hamilton had used
thousands of written and spoken
words to prove that the American
Revolution differed entirely from
the French, and this precluded any
adventure in Bonapartism. The
man whom Burr killed stands as the
greatest example of intellectual
honesty in our history. @
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